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FHA INVESTIGATION 


WEDNESDAY, SEPTEMBER 8, 1954 


Unirep States SENATE, 
BANKING AND.CurrENCY CoMMITTEE, 
New Orleans, La. 

The committee met, pursuant to recess, at 10 a. m., in the Cotillion 
Room, Jung Hotel, Senator Wallace F. Bennett presiding. 

Present: Senator Bennett. 

Also present: William Simon, general counsel, and T. T. Kenney, 
assistant general counsel, FHA investigation. 

Senator Bennetr. Gentlemen, Mr. Kapelow has asked that no pic- 
tures be taken during his testimony, so that if there are reporters 
present who want pictures we will delay the opening of the hearing 
for a minute or two so you can get your pictures, and there will be 
no pictures taken during the proceedings this morning. 

The hearing will come to order. 

These proceedings today are part of a series of hearings that began 
in Washington 3 or 4 months ago, and will continue for another 
month or 6 weeks. 

Since the recess of the Senate, hearings have been held in New 
York, Washington, Los Angeles, and after this week is over the com- 
mittee will go to Chicago and have some more heari ings in other cities 
in the East. 

We will have 3 days of hearings here, and they will meet daily at 
10 o'clock, with afternoon sessions scheduled at 2. 

We will continue the hearing, if necessary, into the noon-hour 
period. 

Tam Wallace F. Bennett, a member of the Senate Banking and 
Currency Committee, specifically assigned by the chairman of the 
committee to preside over these hearings, and carry the authority of 
the committee. On my right is Mr. William Simon, who is chief 
counsel of the committee for these investigations. On my left, Mr. 
T. T. Kenney, who is the assistant counsel, and we will proceed with 
the schedule as it has been developed. 

Our first witness will be Mr. Paul Kapelow of the Shelby Construe- 
tion Co. 

Mr. Kapelow, will you take the stand? 

First, will you be sworn, please ? 

Do you solemnly swear that the testimony you are about to give in 
this investigation is the truth, the whole truth, and nothing but the 
truth, so help you God? 
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TESTIMONY OF PAUL KAPELOW, PARKCHESTER, NEW ORLEANS, 
ETC., AND ALEC N. KORNMAN, COMPTROLLER, ACCOMPANIED BY 
JOHN D. MARTIN, JR., AND LOUIS CLAVERIE, COUNSEL 


Mr. Karrnow. I do. 

Senator Brennerr. Mr. Kapelow, you are represented here by 
counsel ? 

Mr. Karrnow. Yes, sir. 

Senator Bennerr. Will you identify yourself for the reporter, 
giving him your name, your address, and your business connections, 
and will you also identify your counsel. 

Mr. Karetow. My name is Paul Kapelow. I live at 21 Nassau 
Drive, Metarie, La. I am president of Shelby Construction Co. 

I have with me today as counsel Mr. John D. Martin, Jr., and Mr. 
Louis Claverie, and I also have a vice president with me, Mr. Alec N. 
Kornman, who is our comptroller and auditor. 

Senator Bennerr. That is fine. 

Mr. Simon. 

Mr. Ciaveriz. Mr. Chairman, we should like to request, if you 
will, that all recording of this for television or radio be omitted 
during the testimony of Mr. Kornman and Mr. Kapelow. 

Senator Benner. It has been the custom of the committee, at the 
request of the witness, to forbid the re production in full of the re- 
corded testimony at one of these hearings. I think it has generally 
been the custom of the committee to permit the recording and the 
presentation of excerpts on the theory that the newspapermen are 
allowed to be present and may make their record of what is said, 
and if you ndinay the radio people making any record of what is said 
there is in effect a discrimination between the two media, 

Do I understand your request to be that there be no recording? 

Mr. CLavertr. Yes. We would like to request there be no recording 
by excerpt or otherwise of the testimony of these two witnesses. 

Mr. Marvin. The reason for that, Senator, Mr. Kapelow is a civil 
engineer, a builder; has been a witness very few times, has never been 
under the spotlight of a Senate hearing. 

Mr. Simon. Mr. Martin, as you know, many courts instead of using 
a stenographer as we have use a recording device for the normal 
transcript. 

Mr. Martin. On the recording of what he says, that is all right. 
It is just if the witness is conscious that his every move and action 
is going out over the world, as it were. It puts an inexperienced 
Witness under an unnecessary strain, and what, frankly, is the most 
important moment in a man’s life. 

Senator Bennerr. Do you know whether this is being recorded as 
a record or simply by the radio station ? 

Mr. Simon. As I understand, it is being recorded as a record by 
the radio station. It is not for live broadcast, but conceivably could 
be rebroadcast. It is not live. 

Senator Bennerr. Do I understand, Mr. Claverie, you object to any 
broadcast of these proceedings that represent Mr. Kapelow’s words as 
he gives them? 

Mr. Ciavertr. We would like to make that request, Senator. Mr. 
Kapelow and Mr. Kornman are here to give this committee all of the 
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information they have. They want to do it as accurately as they 
can. We honestly feel that their deliberations will be affected ad- 
versely by these processes. 

(Discussion off the record. ) 

Senator Bennetr. One of these microphones in front of Mr. Kape- 
low is an amplification. 

Mr. KarreLtow. That is right. 

Senator BENNETT. It is a local system. 

The Chair would prefer to rule that the record may be made, but 
may not be released without permission from Mr. Kapelow, because 
= might find before this is over that he would want to release it. 

I don’t think we should preclude the radio stations in advance from 
getting any record which, by agreement, he or they would use, and 
I can also conceive of a situation, with all due respect to our friends 
of the press, where statements might be made in the press which Mr. 
Kapelow would welcome the chance to explain by presenting his own 
voice, 

I therefore will rule that the record may be made, but that Mr. 
Kapelow may have the privilege of determining whether or not any 
or all of it may be released. 

Is that satisfactory ? 

Mr. Ciaverte. ‘That is entirely satisfactory. 

Mr. Martin. May it be stated in the record who has this record so 
we would know, to contact them later ? 

Senator Brennerr. I can see WONE has the record. Is there 
another broadcasting station represented ¢ 

There are three microphones on the table. 

WONE Representative. They are all mine; all except the little 
silver one here. 

Mr. Karretow. This is the public-address system ? 

WONE Representative. It is. 

Mr. Karretow. I don’t know. I am asking. 

WONE Representative. I don’t know. That other one is mine. 

Senator Bennerr. All right. 

Is that satisfactory ? 

Mr. Simon, you may begin the questioning. 

Mr. Karrtow. Senator, before we begin, | would like to have the 
privilege of making a statement, if you please. 

Senator Bennerr. Mr. Kapelow, we will be glad to hear your state- 
ment at the conclusion of the discussion, but since this is our investi- 
gation, and we are here for the purpose of asking you questions, we 
feel that we should have that opportunity, and that your statement 
should follow our discussion. 

We will receive it. You may either have the privilege of reading 
it or put it into the record without reading it at the end of the 
morning. 

Mr. Karrvow. All right. 

Mr. Simon. Mr. Kapelow, when did you first come to New Orleans? 

Mr. Karevow. In the summer of 1947. 

Mr. Sion. What was the purpose of your moving to New Orleans? 

Mr. Karrtow. The purpose of my moving to New Orleans was to 
construct the Parkchester apartment projects. 

Mr. Stmon. You had previously lived in Memphis, had you, where 
you were in the building business ¢ 
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Mr. Kaprretow. That is correct. 

Senator Bennerr. May I ask a question ? 

Mr. Suwon. Yes, sir. 

Senator Bennerr. Did you receive your commitment for the con- 
struction of Parkchester before you came to New Orleans? 

Mr. Karrtow. No, sir. 

Senator Bennerr. How did you know you were going to construct 
Parkchester ¢ 

Mr. Kaprreiow. I did not know it, sir. I would say I didn’t know 
Il was going to construct it with an FHA commitment. 

Senator Bennerr. Would you have constructed Parkchester with- 
out an FHA commitment ! 

Mr. Karritow. I do not know at this time. 

Senator Bennerr. My reason for questioning you is that you have 
given as your reason for coming to New Orleans “to construct the 
Parkchester project.” 

Mr. Martin. May I speak to him? 

Senator BenNerr. Yes. 

(There was a conference between Mr. Kapelow and Counsel 
Martin. ) 

Mr. Karetow. The land on which Parkchester was built was pur- 
chased and paid for at a considerable time before the commitments 
were ever issued by the FHA. 

Senator Bennerr. Was that land purchased before you came to 
New Orleans? 

Mr. Karrtow. No, sir. I had to come to New Orleans to find the 
land to purchase it. 

Mr. Srwon. When did you purchase the land? 

Mr. Karetow. In November of 1947. 

Mr. Simon. You said you came here in the summer of 1947? 

Mr. Karrtow. Yes, sir. 

Mr. Stwon. Where were you living in the summer of 19477 

(There was a conference between Mr. Kapelow and Mr. Kornman.) 

Mr. Karrrow. I was living, before I moved to New Orleans, in 
Memphis, Tenn. 

Mr. Sruon. Where were you living in the summer of 1947, in New 
Orleans? 

Mr. Karrtow. No, sir. I was living in Memphis, but commuting 
to New Orleans on a very regular basis. 

Mr. Stuon. When did you move to New Orleans? 

Mr. Karrrtow. In the fall of 1947. 

Mr. Stuon. When did you first apply for FHA commitments for 
the Parkchester properties? 

Mr. Karrtow. The first commitment application was dated—— 

Mr. Stuon. Was it November 3, 1947? 

Mr. Karretow. That sounds right. 

Mr. Stmon. When did you buy the land? 

Mr. Karrtow. November 1, 1947. 

Mr. Stuon. You applied for the FHA applications 2 days later; 
is that right? 

Mr. Kapetow. Yes, sir. In applying for applications, there is an 
awful lot of preliminary work that had to be done previous to that, 
though. 
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Mr. Simon. So you did the preliminary work before you bought 
the land? 

Mr. Karretow. I don’t think there was any particular significance in 
our mind as to when we bought the land and when we actually filed 
the formal application. 

Mr. Suwon. How much did you pay for the land ¢ 

Mr. Kapretow. The cost of the raw land was $232,729, according to 
the figures I have here. 

Mr. Simon. Does that include all 12 blocks? 

Mr. Karetow. No, sir. The cost of the 12 blocks was $257,725 

Mr. Stmon. Who purchased the land? What company ac tually 
purchased it and became the owner of it! 

Mr. Karretow. Shelby Construction Co. 

Mr. Simon. Subsequently, did Shelby sell one of those blocks to 
the Parkchester Commercial Center ¢ 

Mr. Kapetow. Yes, sir. 

Mr. Stuon. How much did Parkchester pay Shelby for that block ? 

Mr. Karenow. It paid Shelby $25,000 for that block. 

Mr. Suwon. That was the block that faces on the corner of Parish 
and Mirabeau Avenues 4 

Mr. Karrrow. Yes, sir. 

Mr. Stmon. Would you say that property was no more valuable 
than the rest of the tract 4 

Mr. Karetow. Today it is but at that time it wasn’t. 

Mr. Suwon. Isn’t any property that fronts on two main highways 
more valuable than property that is a block or two back from the high- 
way ‘ 

Mr. Martin. There were not 2 main highways there; just 1. 

Mr. Karerow. At the time Parkchester was first conceived there 
wasn’t even one main highway there. Mirabeau didn’t exist at that 
point. Paris Avenue had a shell on it, on one side of the street, and 
just a little blacktop, and the other side of the street didn’t exist, and 
there was a big open canal going down it. 

Mr. Simon. You bought this on November 1, 1947, for $232,000; is 
that right? That is, for 11 blocks? 

Mr. Karetow. Only for the Parkchester Corp.; that is right. 

Mr. Stwon. That is for 11 blocks, $232,000 4 

Mr. Karetow. And $729. 

Mr. Simon. Two days later, on November 3, you filed these appli- 
cations with FHA; is that right? 

Mr. Karrvow. I think so. 

Mr. Stwon. What did you tell FHA was the value of the land ? 

Mr. Karetow. I valued the land, improved—— 

Mr. Stwon. I am talking on November 3, which is 2 days after 
you bought it. 

Mr. Martin. Mr. Simon, that application is for improved land 
value. 

Mr. Stmon. I am sorry, but the application will speak for itself, 
and it does not so state. 

Mr. Martin. We so construe it, sir. 

Mr. Karriow. It was my impression that I was putting in land—— 

Senator Bennerr. May I ask a question at this point : Were ny 
improvements put on the land between November 1 and November 3 
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Mr. Kare.tow. No, sir. 

Senator Bennerr. Was the land in fact improved on November 3% 

(There was a conference between Mr. Kapelow and Counsel Mar- 
tin. ) 

Mr. Simon. The question the Senator asked him, is whether the land 
was improved on November 3 

Mr. Karriow. No, sir. 

Mr. Martin. All the arrangements were in the process. 

Mr. Suwon. That wasn’t what he was asked. 

Mr. Karretow. No, sir. No improvements were made by Novem- 
ber 3 

Mr. Simon. What was the value you told FHA this land had on 
November 3, 1947 4 

Mr. Karevow. The value I made in my application, according to 
my understanding, was the value of improved Jand. I was to pre- 
sent this land to these corporations in an improved state, and so con- 
tracted to do at a later date. 

Mr. Simon. My es for the fourth time was, what did you tell 
FHA on November 3, 1947, was the value of the land 

(There was a sonbcvoan e between Mr. Martin and Mr. Kapelow.) 

Mr. Karetow. I appraised the land on an improved basis at 56 
cents a square foot. 

Mr. Siuon. Mr. Kapelow, for the fifth time, I ask you; What did 
you tell FIA on November 3, 1947, was the value of this Jand ? 

Mr. Karrtow. I can only tell you, sir, the way Itoldthem. I didn’t 
tell them is was raw land undeveloped. I told them it was land 
improved. 

Mr. Simon. Let me make it simple for you: On the F Hi A applica- 
tion is a space where it says “Estimated value of the land.” What was 
the amount of money you put after that statement ? 

Mr. Karrnow. Fifty-six cents a square foot. 

Mr. Simon. Are you certain of that? 

Mr. Kaprevow. I think that is right. 

Mr. Simon. I think you will find, Mr. Kapelow, that you put in a 
total number of dollars with no reference to so much a square foot, and 
I think you will find that it totals $1,123,000. 

Mr. Kare.tow. I have before me a copy of an application I submitted 
November 3, 1947, for Lee Kap Homes, Inc., in which it says “Land, 
107,000 square feet, at 56 cents per square foot, totaling $59,920.” 

Mr. Simon. Look at the top paragraph there, page 3, in the lefthand 
column near the top, and there is a place where it says “Land.” How 
much do you have the re ¢ 

Mr. Karerow. $59,920. 

Mr. Simon. $59,000 2 

Mr. Karrtow. And $920, 

Mr. Simon. That is for Lee Kap Homes? 

Mr. Karertow. Yes, sir. 

Mr. Srmon. And is the total for all 11 projects $1,123,000? 

Mr. Kareitow. I think so. 

Mr. Simon. It is exactly that, isn’t it? 

Mr. Karrtow. I don’t have the figures with me. 

Mr. Simon. Is it $112,000 for Terry Ray Homes ? 

Mr. Karerow. Yes. 

Mr. Simon. Is it $112,600 for Carroll Homes? 
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Mr. Karerow. Repeat that figure, sir. 
Mr. Stmon. $112,600 for Carroll Homes. 
Mr. Karerow. I think so, sir. 

Mr. Stmon. Is that right? 

Mr. Karreiow. I only have approximate figures on that. 

Mr. Simon. Is it $112,600 for Richard Apartments ? 

Mr. Karretow. I have an approximate figure for that. That 1s ap- 
proximately right; yes, sir. 

Mr. Suwon. You just said it was $59,920 for Lee Kap Homes; is that 
right ? 

Mr. Kareiow. I don’t have all the applications here with me, sir. 

Mr. Martin. Senator, this addresses itself to a question of law, and 
the interpretation of a contract, and may I make a comment addressed 
to the law ¢ 

Mr. Simon. I don’t think there is a question of law at all, Mr. 
Martin. Iam asking you what the application shows. 

Mr. Martin. I am reading from the application where it says that 
the fair market price for this parcel of land in fee simple from FUA 
Form 2401-W, is—and then comes the million dollar figure. 

Mr. Suwon. Mr. Martin, you are not reading from the application, 

Mr. Martin. Will you read it for me ‘ 

Mr. Stmon. You are reading from the project analysis of FHA 
which has nothing to do with his application, and is made by FHA, 
and not by him. 

Mr. Martin. We still submit, Senator, that it is the fair market 
value of the land, with all the subdivisions, 

Mr. Simon. Mr. Martin, I am not quarreling with you as to what 
might have been the fair market value. I am asking him what he put 
in his application to FHA, 

Senator Bennerr. I would like to ask another question that might 
further clarify this: 

On November 3, did you have any specific contracts with anybody 
to add that much value to the land / 

Mr. Karetow. I had plans to add that much value to the land. 

Senator Bennerr. They were the kind of plans that could have been 
changed? There were no specific contracts? There was no firm, 
fixed obligation on your part to add that much additional value to that 
land when you put those figures on the FHA application ? 

Mr. Karrtow. The FHA would not grant me a commitment unless 
I had improved the land. 

Senator Brennetrr. However, you had not improved the land, in 
fact, on the day you made that application? You had it for 2 days. 

Mr. Karetow. This application was based on a lot of things happen- 
ing. I hadn’t built the buildings yet, either. 

Mr. Sron. Let us go on and answer the question. 

Parkview, did you tell them the land was worth $51,200? 

Mr. Karetow. Yes, sir. 

Mr. Stmon, Lake Shore, did you tell them it was worth $108,750? 

Mr. Karrrow. Yes, sir. 

Mr. Simon. Duplessis, $142,000 ¢ 

Mr. Karetow. Yes, sir; onan improved basis. 

Mr. Simon. Where does it show improved basis? Show me the 
application. 

Mr. Karetow. It was my understanding 
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Mr. Srwon. Will you show me where the application said that ? 

Mr. Kaprtow. IT am showing you what my intent was. Jt doesn’t 
show either way on the application. 

Mr. Simon. It says value of land. 

Mr. Kaprenow. It doesn’t say it hasn’t improved. 

Mr. Simon. Nor does it say it is the value of the land with an oil 
well on it. 

Mr. Martin. Mr. Simon—— 

Mr. Simon. Let ils amsxoveer the question. 

Did you on November 3, 1947, tell FHA that the value of the land on 
Dupless ic Homes was S8142.000 7 

Mr. Kaprtow. Yes, sir: onan improved basis. 

Mr. Srvon. Did vou tell them it was on an improved basis ? 

Mr. Karunow. Yes. sir. 

Mr. Siren. Show me the application where it says that. 

Mr. Kaprrnow. The application doesn’t : “av it. Itold them, and they 
will testify tothe fact I told them. 

Mr. Simon. Who did vou tel] ? 

Mr. Marrim. Senator, may IT sav by implication that necessarily 
means Improved. 

Senator Dy NNETT. [T am sorry, we ean’t accept your implication 
hecause the question that is now being rais ed . one of the knottiest 
yuestions that presents itself at everv one of these hearings, and I 
hink the record must show the facts as Meexided 

Karrnow. The fact remains that the FHA did not allow me 
nyth 1@ In the commitment for the improvement of off-site improve- 


ments, 21 I did improve them at my own cost. 
Mr. Sim The fact remains, doesn’t it, Mr. Kapelow, that on 
O7 hey L947, when this was raw land, exactly as you bought it, 


ou told eT A that the value of the land was $1,123,000: is that 


Mr. Karriow. It was clearly understood in my mind—— 

Mir. Sraron. Wait a minute. 

Mr. Martin. Let him answer the question. 

Mr. Karevow. I can say it only qualified. 

Mr. Srron. T can’t answer for what was in vour mind because we 
; hat was in your mind. My es 
hether your appleations to FHA 2 davs after vou bought the land 
Lid the Jand was worth $1.123.000. j 

Mr. Kaprrow. It was well 


] 


oflicials—— 


te 
sve no wav of checking w 


understood between all the FHA 

Mr. Stuon. Answer my question. 

Mr. Karerow. Tecan only answer it this way. 

Mir. Srwron. To will give vou every opportunity to explain your 
mswer, but T want you to tell me whether vour written application 
led 2 days : after vou bought the land, when it was raw land, said the 

Ine of the land was $1.123.000. 

ai Wieene I did, on an improved basis. 

Mr. Simon. Where does the application say “on an improved basis” ? 

Mr. Karrnow. Let me finish my statement. 

Mr. Marrix. Mr. Chairman—— 

Senator Bennerr. Counsel, we will listen to vou after Mr. Kapelow 
ras answered the counsel's question, 
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Mr. Simon. My question, Mr. Kapelow, is, Where does the applica- 
tion say it is on an improved basis 4 

(There was a conference between Mr. Kapelow and Counsel 
Martin. ) 

Mr. Srron. My question for the fourth time is, Where does the ap- 
plication say that this figure was on an improved basis ? 

Mr. Karetow. The application didn’t say it was improved or unim- 
proved. 

Mr. Stuon. Then how can you say that you told FHA in the ap- 
plication that $1,123,000 was improved value ? 

Mr. Karertow. I didn’t say I told them in the application. I told 
them in discussion and they understood it, and practically everybody 
in the office discussed it with me. 

Mr. Srwon. Let us answer one question at a time. 

Mr. Martin, why can’t you and Mr. Kapelow do this during the noon 
hour or this evening? 

Senator Benner. Tam afraid, Mr. Martin, I am going to insist that 
we will cet the answer to Mr. Simon’s question before we proceed any 
further, and the answer is per fec tly obvi ious, but, for the record, we 
want Mr. Kapelow to give it. Then we can go into a discussion of 
these eset 

Isn't it a fact, Mr. Kapelow, when you fegre out these applications 


you put no qu: lifte ation in the appheation, and you showed the value 
of the land at the figures Mr. Simon has read ¢ 

Mr. Karrrow. Restate your question now, sir. 

Senator Bennerr. Isn't it a bey that you put onto the application 
form—forms, bee: Ause = ‘re were 11 of them: were there ? 


Mr. Stwon. Yes, si 

Senator Bennerr. The fieures that Mr. Simon has read and with 
which you have been in agreement, more or less, and that there were 
no qualifications put on the application form, identifying this as the 
value after you hoped to impre ove it 2 

Mr. Martr~. Show him the plot plan, working drawings, all were 
in the application. 

Senator Bennerr. We are not going to confuse this, Mr. Martin, 
by talking about other thines that are in the application. We are 
going to get an answer tot his quest ion. 

Mr. Kaprrrow. It is a fact that it was put in at so many dollars 
without stating whether it was improved or u inimproved. 

Senator Bennerr. I would like to ask another variation of the 
question: If you had not been able to get the commitment on Park- 
chester would the land have had the value you assigned to it, or 
would it have returned approximately to the value which you paid 
for it 7 

Mr. Karrvow. I think it would have had a higher value, sir. I 
have a letter here dated 1948 from probably one of the leading real- 
estate companies in this country. 

Senator Bennerr. What date did you buy the land ? 

Mr. Karrrow. November 1947. 

Senator Bennerr. What consequence is a letter dated 1948? 

Mr. Karrtow. Telling me comparable land in this neighborhood is 
worth 70 cents a square foot instead of 60 cents a square foot on an 
improved basis. 
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Senator Bennerr. You are ignoring my question. My question 
was, If you had not gotten the Parkchester commitment, and the land 
remained in the condition it was on November 5, would it have had 
a value of $1 million, whatever that figure is? 

Mr. Stmon. $1,123,000. 

Mr. KarreLow. On an improved basis; yes, sir; but not in a raw state. 

Senator Bennerr. I think we finally brought out the fact that the 
land was in a raw state, that in the 2 days between the time you 
bought it and the time you made an application to FILA you had made 
no contract or commitment with anybody to improve it, and the value 
of the land, as you say, on an improved basis, was entirely your own 
estimate. 

Mr. Karetow. But subsequently I did improve it. 

Mr. Stwon. At the time you filed the application with FHA—— 

Mr. Martin. May he file into the record a sample application, and 
read the listed exhibits that are a part of that application, which show 
a plot plan, the topographical survey, and drawings, and a part of 
the application itself? 

Senator Bennerr. We will withhold the time of putting things 
into the record until we get through, but we will accept that before 
the hearing is over. 

Mr. Martin. Thank vou, sir. 

Senator Bennerr. Or anything else he wants to put into the record. 

Mr. Sion. Mr. Kapelow, when you filed your application for these 
commitments with FILA, did you also give FHA a financial state- 
ment ¢ 

Mr. Kaprrrow. Yes, sir. 

Mr. Sion. T show you a document which purports to bear your 
signature, and ask you if that is the financial statement you gave 
FHA at that time? 

Will you look and see if that is your signature on the back side? 

Mr. Karrnow. Yes. 

Mr. Simon. Is that your signature, Mr. Kapelow ? 

Mr. Karrtow. Yes, sir. 

Mr. Stuon. Is that the document you filed with FHA? 

Mr. Kaprrentow. Yes, sir. 

Mr. Stmon. Is that? 

Mr. Karretow. Yes, sir. 

Mr. Simon. That shows that on October 31, 1947, your total assets 
were $298,000; is that right ? 

Mr. Karetow. Approximately ; yes, sir. 

Mr. Simon. That included your life insurance, your home up in 
Memphis, your automobile, your household furniture, and everything 
else ? 

Mr. Kaprtow. Yes, sir. 

Mr. Srwon. At that date was a substantially similar statement filed 
by Mr. Leader ? 

Mr. Karrvow. Yes, sir. 

Mr. Suwon. And it showed substantially the same total assets? 

Mr. Karetow. Yes, sir. 

Mr. Simon. In your applications to FHA for the mortgage com- 
mitment on Parkchester, what did you estimate as the estimated cost 
of this property ? 
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Mr. Karretow. There are a lot of costs. What particular cost are 
you speaking of ? 

Mr. Simon. There was a total estimated cost for each of the 11 build- 
ings, each of the 11 corporations. I think you will find that if you add 
them up the total is shght in excess of $12 million. ‘Taking for ex- 
ample, Mr. Kapelow, the application on Sheldon Manor—— 

Senator Bennerr. Mr. Kapelow has an application in his hand. 
Which one is that? ; 

Mr. Karrtow. I have Leakap here. 

Mr. Simon. You have an item down there where it is printed “Total 
esimated requirements, exclusive of land.” Do you find that? 

Mr. Karretow. Yes, sir. 

Mr. Simon. What is that item for Leakap ? 

Mr. IKapetow. $506,384. 

Mr. Srwon. What is the total of that item for all the projects? 

Mr. Karetow. I don’t have that figure with me, sir. 

Mr. Simon. Slightly in excess of $12 million, isn’t it ? 

Mr. Karetow. I assume you have made that computation, and it is 
probably correct. 

Mr. Suwon. That was exclusive of the land; is that right? 

Mr. Karetow. I assume that is correct, that figure. 

Mr. Simon. What was the total mortgage that FHA finally com- 
mitted itself to insure? 

Mr. Kavretow. Total for all the projects was $10,845,600. 

Mr. Srwon. That, as you knew by law, could not exceed 90 percent 
of the estimated cost of the property ? 

Mr. Kaprrtow. It could only exceed 

Mr. Marrry. Will it be all right, Senator, to point out that it is the 
commissioner’s estimated cost ? 

Mr. Son. We will get to that. If his estimate differed from the 
commissioner’s we will be glad to get the difference. That, by law, 
could not exceed 90 percent of the estimated cost. Is that right? 

Mr. Karetow. Ninety percent of the commissioner’s estimated cost. 

Mr. Simon. Was the commissioner’s estimate different from yours ¢ 

Mr. Karetow. I never saw the commissioner’s estimate except by 
project analysis. 

Mr. Simon. Mr. Martin had it in his hand a few minutes ago. 

Mr. Kapretow. Yes. It was different from mine. 

Mr. Stmon. What was the difference between your estimated cost 
and the commissioner’s estimated cost ¢ 

Mr. Kaprtow. The difference between the first figure you gave me 
and $10,945,600. 

Mr. Simon. No. The commissioner’s estimate had to be at least 
11 percent higher than the $10,845,000, because his mortgage could only 
be 90 percent of his estimated cost. 

Mr. Karetow. That is correct. 

Mr. Srmon. Is that right ? 

Mr. Karrtow. That is correct. 

Mr. Srwon. So the commissioner’s estimate of cost was in excess of 
$12 million ? 

Mr. Karetow. Based on a fair appraisal of the land; yes, sir. 

Mr. Simon. No. That is the estimated cost exclusive of land. You 
read that a minute ago. 


§0690—54—pt. 8——-2 
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Mr. Karetow. Youareright. 

Mr. Simon. What was the difference between your estimate of cost 
and the commissioner’s estimate of cost ? 

Mr. Karrnow. I don’t have them added up, sir. Give me that figure 
you had agwain. 
~ Mr. Srmrox. The commitment was $10,800,000. 

Mia. Karetow. Yes, sir. 

* Mr. Simon. And that conld not exceed 90 percent of the commis- 
sioner’s estimate of cost: is that right ? 

Mr. Kaprrnow. That is right. 

Senator Bennerr. Actually $10,800,000 is 90 percent of $12 million, 
with whatever else there is above the round figure of $10,800,000. 

Mr. Karrrow. About $11,900,000. 

Mr. Stmon. Your estimate was $11,900,000 ? 

Mr. Karetow. This is the commissioner’s based on the commitments. 

Mr. Simon. $12 million I think vou will find is closer to it. 

Mir. Karreirow. All right, sir. 

Mr. Suwon. If the commissioner’s estimate had been $12 million he 
could not have given you a mortgage of more than $10,800,000, because 
S10,800,000 1s 90 percent of $12 million: since he gave you $10,845,000 
his estimate had to be more than $12 million. 

Mr. Karpetow. Yes. 

Mir. Sruron. Is that right ? 


. 


Mr. Kapelow shakes head in the affirmative. ) 

Mr. Smaon. The reporter doesn’t hear you when you shake your 
ead, 

Ir. Karrtow. Yes, sir 

Mr. Simon, What was vour estimate of cost ? 

Mi IX APELOW, I don't have them added up, but you said you did. 
‘cept your figures. 


—— 


-_ 


r. Simon. Was yours substantially different than his? 
Vir. NWapenow. Thaven’t added them up, sir. 

Mr. Simon. Was there any substantial ditlerence between your esti- 
mate and his estimate ? 

Mr. Kareirow. Well, now, I can take it on LeCompte. I have that 
particular project in front of me. My estimate of cost was $506,384, 
exclusive of land. 

Mr. Simon. What was the commissioner’s estimate? Do you know, 
Mr. Kapelow, whether the commissioner's estimates were higher than 
VOUrS O1 lower than yours 4 

Mir. Kargtow. The commissioner’s was higher than mine. 

Mr. Simon. The commissioner’s estimate was higher than vours. 
bv how much for the 11 projects 4 | 

Mr. Ix LPELOW., | don't have them added up for the 1] projects. 

Mr. Martin. Mr. Simon, i 


if vou have them added up we will aoree 
oO thei. 

fr. Simon. They are substantially the same. 

Mr. Marvin. We will accept that if you have added it. 

Mr. Simon. This project on which you and the commissioner aereed 
that the estimated COST Wi 


is roughly S12 million—they are not exactly 
} } k 17 > °1a° - 
the same, but they are roughly $12 million—-what was the actual cost 
of construction 2 Was it $7.147.812.33 ? 
Mr. Karetow. Cost to whom. now. to the corporations or to Shelby 2? 
Mr. Simon. The cost—who built the projects ¢ 
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Mr. Kaprrtow. The corporations got the commitments and con- 
tracted the work to Shelby Construction Co. 

Mr. Srwon. And Shelby Construction Co. wholly owned all of the 
stock in these corporations that owned the buildings; is that right / 

Mr. Kareirow. Except the Government-owned stock, 

Mr. Simon. The Government owns 3100 of preferred stock, but 
Shelby owned all the rest of the stock: is that correct / 

Mr. Karretow. That is correct. 

Mr. Simon. Shelby built them; is that right? 

Mr. Karerow. That is correct; yes, sir. 

Mr. Simon. What was the cost to Shelby of constructing these 11 
projects ¢ ' 

Mr. Martin. Ma. Simon, purely for simplicity, could we take the 
total « ‘ost from everything, inte rest, KIA mortgage ? 

Mr. Sion. I would like to get U he cost of construction which I have 
on a sheet of paper that I beheve you prepared, that shows the cost 
of construction at $7.147,812.33: 1s that meht ? 

(‘There was a conterence between Counsel Martin and Mr. Kape- 
low.) 

Mr. Simon. Mr. Kapelow, have you ever seen this mimeographed 
sheet of paper? 

Mr. Karerow. Yes, sir; I have a copy in front of me. 

Mr. Stmon. Doesn’t that show on there the total cost of the Park 
chester group was the figure I stated ¢ 

Mr. Martin. There was a letter which accompanied those which 
explained—— 

Mr. Simon. Mr. Martin, he is under oath, and he has a responsi- 
bility to answer these questions truthfully. I would be grateful if 
you rou let him answer it. 

Mr. ARTIN. Senator, may I point out at this time Mr. Alee Korn- 
man, eee in charge of all the books, records, and 
knows the exact costs, can give them to you on a minute's notice with 
explanations. He is right here and present. 

Mr. Suwon. Tf he doesn’t know the answer all he has to say is he 
doesn’t a it. 

Mr. Martin. He would like to call on Mr. Korniman. 

Mr. Sr1on. Do you know what the costs were / 

Mr. Karenow. No, sir; not without getting the figures from Mr. 
Kornman who is here available. 

Mr. Simon. Who owns the Shelby Construction Co. ! 

Mr. Karetow. Shelby Construction Co. is a Louisiana corporation. 
The prine ips al stoc khok lers are Mr. Leader, and Dilworth Homes, 

which is owned 

Mr. Simon. Who owns the stock of Shelby Construction Co. ? 

Mr. "7 \PELOW. Ninety pereent of the stock is owned by Dilworth 
Homes. Ine... 5 percent of the stoek is owned by Louis Leader, and 5 
percent is sunk DY mevself, 

Mr. Srwron. W ho owns the stock of Dilworth Homes? 

Mr. Karerow. Mr. Leader and his wife, and my wife and myself, 
and Mr. Kornman. 

Mr. Simon. How much of the stock of Dilworth Homes do you and 
vour wife own? 
~ Mr. Kaperow. Approximately 46 percent. 

Mr SIMON, How WLU hoot the stock ot 
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Mr. Karreitow. Forty-seven percent. 


Mr. Simon. How much of the stock of Dilworth Homes does Mr. 


Leader and his wife own 4 

Mr. Karrtrow. About the same. The same that my wife and I 
own. 

Mr. Simon, Mr. Kornman owns 6 percent ? 

Mr. Karetow. Approximately. 

Mr. Simon. You own roughly half or a little less than half of the 
stock of Shelby Construction, either directly or indirectly; is that 
right ¢ ; 

Mr. Kaperow. That is correct. 

Mr. Simon. You say you don’t know what the cost of construction 
of the Parkchester group was; is that right ¢ 

Mr. Karetow. It wasn’t my primary function to keep those. 

Mr. Sarton. Do you know what the cost of construction was, Mr. 
Kapelow ? 

Mr. Karrirow. No, sir. I know generally what some of these costs 
were, but I don’t know exact costs. 

Mr. Simon. Do you think the paper you have in your hand is 
Inaccurate ¢ 

Mr. Karetow. No, sir: I don’t think so. 

Mr. Simon, It shows the cost at $7,147,812.33; does it not? 

Mr. Karetow. That is only part of the cost, sir. 

Mr. Simon. Does it say “cost of construction, net”? 

Mr. Karetow. Yes, sir; but there are some other costs that went 
into the same FHA figures that are included in the cost of the land. 

Mr. Stwon. You can only take one thing at a time. That was the 
cost of construction ¢ 

Mr. Karr.tow. It wasn’t the same figure you are trying to compare 
it with. 

Mr. Son. I am not comparing it at the moment with anything. 
I am trying to get some information out of you. 

Mr. Marrry. Mr. Simon, may we confer with Mr. Kornman who 
prepared that and answer you ¢ 

Mr. Simon. I hoped they would have done that over the last 60 
days when they knew we were going to ask these questions. 

Mr. Martin. You still cannot make, with all due deference, a civil 
engineer into an accountant in 60 days. 

Mr. Simon. We are asking him if $7,147,812.33 was the total cost of 
construction 

(There was a conference between Mr. Kapelow and his counsel.) 

Mr. Karrrow. That is the cost of labor and materials, the actual 
labor and materials that went into the project, but there are a lot of 
other costs that have gone into it in addition to that. 

Senator BenNetTr. Did those other costs have anything to do with the 
physical construction of the building ¢ 

Mr. Kareiow. Yes, sir. 

Mr. Stuon. What did they have to do with the physical construe- 
tion of the building ? 

Mr. Karriow. Improvements on the site were within the property 
lines, and that was part of the mortgage. 

Mr. Srmon. Haven't you included that under Jand in the figure 
above it / 
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Mr. Karrrtow. Yes, sir; but that is part of construction. The on site 
was considered 

Mr. Sron. You have an item cost of land, you have another item 
cost of construction ; is that right ? 

Mr. Karretow. Yes,sir. That is what it says. 

Mr. Stmon. The items you are now talking : about are included in 
the cost of land which is shown as $937,831.27; is that right? 

Mr. Karetow. Yes, sir. 

Mr. Simon. Then you have down here, other costs, which include 
interest during construction, FHA mortgage premium, financing ex- 
pense, title and recording expense, legal and organization expense, 
and they total $299,761.73; is that right / 

Mr. Kaprnow. I haven’t added them up, but I assume so. 

Mr. Simon. Isthat correct ? 

Mr. Karretow. Yes, sir. 

Mr. Stuon. Your cost of land includes all the improvements you 
have put on it; is that right ? 

Mr. Karretow. Yes,sir. Both onsite and off site. 

Mr. Srwon. Both on site and off site, so the total cost of the land, 
including the on-site and off-site improvements, total cost of con- 
struction, plus the cost of interest, mortgage premium, financing, 
recording, legal, and organization expenses, total $8,385,404; is that 
right ? 

Mr. Karetow. That appears to be correct. That is leaving out other 
costs of operation. 

Mr. Sumon. Yes. Is that correct ? 

Mr. Karenow. Yes, sir. 

Mr. Simon. That is $2,460,196 less than the amount of the mort- 
gage? Isthat correct ? 

Mr. Karetow. At that point. 

Mr. Stmon. Is that correct ? 

Mr. KapreLow. Yes, sir; at that point. 

Mr. Simon. Does that include every cost. of every kind in connee- 
tion with the construction of this building, other than your office over- 
head and your downtown office ? 

Mr. Karrtow. No, sir. 

Mr. Sruon. What is included in there? What should be included 
excluding your office overhead ¢ 

Mr. Martin. You have got the figures, Alec. Get them. 

Mr. Stmon. Will you give me any cost of construction, land, 1ter- 
est, that occurred on the site of the job, that I haven’t included 1 
the figures I have given. 

Mr. Kaprtow. All of these costs, sir, with minor exceptions, oc- 
curred on the site of the job, except Sa 1 month when I had my office 
downtown, but practically the whole time my office was right on the 
site. 

Mr. Stuon. Will you give us any costs incurred out there that aren’t 
listed here? 

Senator Bennett. Relating specifically to the Parkchester. 

Mr. Karrtrow. Would you say telephone costs occurred out there? 

Mr. Srron. Were they out there? 

Mr. Karerow. Yes, sir. 

Mr. Stuon. What is the amount of those? 








1782 FHA INVESTIGATION 


Mr. KarrLow. My only oflice was out there except for 1 month dur- 
ing the whole construction of this project. 

Mr. Sruon. Let me ask you this: During what period of time was 
this project under construction 

Mr. Karetow. We began the project in April of 1948. 

Mr. Stuon. April 1948. When was it finished ¢ 

Mr. Karetow. Through 1950, sometime in 1950. 

Mr. Stuon. What time in 1950? 

Mr. Karetow. In the spring, us I recall. 

Mr. Simon. During that 2-year period did you have any other con- 
struction going? 

Mr. Karetow. Yes, sir; part of the time, but not the most of the 
time. 


Mr. Sion. During what part of the time did you have any other 


construction going? 
Mr. Karetow. Toward the end of Parkchester. 
Mr. Staon. When? 


Mr. Kareitow. I would say late 1949 and 1950. We started looking 


for other work. 

Mr. Siaron. What was the next project you undertook ? 

Mr. Karerow. We built a project on the site of Dillard University. 

Mr. Stuon. What was the construction contract amount there? 

Mr. Karreitow. I don’t have it with me, sir. I don’t remember. 

Mr. Simon. Was it about $900,000 ? 

Mr. Karretow. I don’t remember, but that sounds fairly close. 

Mr. Srron. You don’t know how much it was? 

Mr. Karertow. No, sir. 

Mr. Sruon. Who negotiated the contract with Dillard University ? 

Mr. Karevow. I dealt with part of the negotiation, but I have nego- 
tiated a lot of contracts since that time, and, frankly, I just don’t 
remember them all. 

Mr. Simon. You don’t know whether it was $900,000 / 

Mr. Karevow. I think that sounds probably right. 

Mr. Simon. What was your profit on that job? 

Mr. Kareiow. Beg pardon, sir? 

Mr. Srwon. What was your profit on that job? 

Mr. Karerow. I don’t remember, sir. 

Mr. Siuon. What was the overhead you charged to that job? 

Mr. Karriow. We prorated the ov erhead according to all the jobs 
that we had in each particular year. 

Mr. Stwon. What was the basis of proration ? 

Mr. Karetow. On the percentage of the amount of the job. 

Mr. Simon. What do you mean the percentage of the amount of the 
job? 

Mr. Karetow. Percentage of the construction contract of the job. 

Mr. Srwon. Compared to what ? 

Mr. Karrtow. Compared to the total contracts that we had. 

Mr. Stuon. What is the next job vou did? 

Mr. Karriow. We had overhead looking for other work and other 
jobs toward the end of Parkchester. 

Mr. Stmon. Did you charge that overhead to Parkchester? 

Mr. Karrrow. At the time it was the only job going. We didn’t 
charge these to Parkchester; no, sir. We charged these to Shelby 
Construction Co., Inc. 
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Mr. Sron. On this sheet you have overhead. Does that overhead 
include moneys you spent looking for other work ¢ 

Mr. Karrenow. It includes the cost of doing business; yes, sir. 

Mr. Srvon. Including the cost of looking for other work ¢ 

Mr. Karetow. There was a cost of looking for Parkchester that 
wasn’t included in these. 

Mr. Simon. We would get through in half the time if you would 
answer the questions. 

Did you include in the overhead you charged against Parkchester 
the cost of looking for other work ¢ 

Mr. Karrtow. We didn’t charge this cost to Parkchester. We 
charged this overhead to Shelby Construction Co., which had a lump- 
sum contract with the separate corporations. 

Mr. Stmon. You have an item of $521,000 for overhead charged 
against Parkchester on the sheet I have in my hand, and you have in 
front of you. 

Mr. Karetow. We charged that against Parkchester on specific in- 
structions from the FHA to lump those together if the ownerships 
were the same. We did that for your purposes. On our books we 
don’t lump them together. The costs are the same regardless of 
whether you lump them together or not. 

Mr. Stmon. All right. On your books do you not charge this 


$521,000 against Parkchester / 


Mr. Karetow. That was the only job we had at the time. 
Mr. Stmon. So you charged 
Mr. Kapetow. Let me finish my statement. 

Mr. Srwon. You said two things that are inconsistent. First, you 
said on your books you didn’t charge this against Parkchester. Now 
you say you did charge it against Parkchester. 

Mr. Karetow. We charged this overhead against Shelby Construc- 
tion Co., Inc. The FHA sent us a letter several months ago asking 
us to lump together the profits of Shelby and the costs of Shelby, w ith 
the cor por ation. We did that for their benefit, and gave you a copy 
of it, which this is, but on our books we only charged actual construc- 
tion costs, but the overhead is a tangible item. We prorated as fairly 
as we knew how, when they asked us to lump this together. We didn’t 
prorate it before this. 

Mr. Stmon. Now you said- 

Mr. Karreiow. Let me finish, sit 

If J. A. Jones, Mary Chapman Scott, or anyone else, had given you 
a lump-sum contract to build these projects they would add into their 
estimate of cost their cost of doing business, and that cost of doing 
business isa tangible cost. It can’t be lightly waved aside. 

Mr. Stmon. Let me ask you this: If J. A. Scott or somebody you 
are talking about built these homes out here, and the costs were $214 
million less than the amount they got paid, which is the case here 

Mr. Karetow. I don’t think so, but go ahead. 

Mr. Srmon. They would pay an income tax on that $214 million, 
wouldn’t they ? 

Mr. Karetow. They would have to live up to the tax laws; yes, sir. 

Mr. Srmon. Did you ever pay a dime of income tax on the diler- 
ence between the cost of these projects and the mortgages ? 

Mr. Karretow. My accountants and my auditors—— 
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Mr. Simon. My question is whether you ever paid a dime of income 
tax, according to your figures, on the $1,746,000 difference. Did you 
ever pay any tax on it? 

Mr. Karriow. I will answer that. I will find it in a second. 

Mr. Simon. My question is whether you ever paid a dime of income 
tax on the difference between the mortgage proceeds and the con- 
struction costs. 

Mr. Karr.tow. No. 

Mr. Simon. The answer is “No”? Is that the answer, Mr. Kapelow ? 

Mr. Kapretow. No. 

Mr. Simon. You didn’t? 

Mr. ae But 1 want to qualify that. I want to read this letter. 

Mr. Srwon. I didn’t ask you to read a letter. I asked you—— 

Mr. Karrtow. This is part of the question, sir. 

Mr. Srwon. Isn't the reason you didn’t pay any tax is you returned 
a consolidated income-tax return ? 

Mr. Marvin. May he be allowed to make his complete answer ? 

Mr. Sion. He has made a complete answer. 

Mr. Karritow. I want to qualify it. 

Mr. Marrin. He doesn’t think so, and you don’t know with all due 
deference what he might say. 

Senator Bennerr. How long is the letter? 

Mr. Martin. About two paragraphs. 

Mr, Simon. It is a mimeographed form which says they reviewed 
his income-tax returns; is that right 4 

Mr. Marvin. That is right. 

Mr. Karrtow. This is dated November 4, 1953, in regard to the 
income tax for fiscal years ending October 31, 1950, and October Ol, 
1951, addressed to Shelby Construction Co., Inc., and subsidiaries: 

GENTLEMEN: On examination of your income-tax returns for the years indi- 
eated above, the conclusion has been reached that they should be accepted as 
filed. I am sure you will appreciate that shouid subsequent information be 
received which will materially change the amount reported it will be necessary 
under existing laws to redetermine your tax liability. Very truly yours 

Signed “George A. Lambert.” 

Mr. Stwon. How does that change your answer you didn’t pay a 
dime of income tax on this money 4 

Mr. Kapevow. I paid what I was supposed to under the law, sir. 

Mr. Srwon. That still isn’t my question. How does that change 
your previous answer, or qualify your previous answer, that you 
didn’t pay a dime of income tax on this money ¢ 

Mr. Karevow. I didn’t want any inference made that there was 
anything wrong in my not doing it. 

Mr. Srwon. I didn’t ask you whether there was anything wrong. 
I asked you whether you paid a dime of income tax on this money. 

Mr. Karretow. The answer is “No.” 

Mr. Srwon. The answer is “No”; is that right? 

Mr. Kapetow. Yes, sir. 

Mr. Simon. Doing this the hard way, Mr. Kapelow, taking the 
sheet of paper—— 

Mr. Marrix. Senator, could I say, and then I will stop, but this 
company is engaged in $32 million worth of construction right this 
moment that has nothing to do with FHA insurance. If an inference 
was created that this company had large unpaid income taxes, as the 
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question would have indicated prior to the Treasury Department’s 
letter, it might lead them to immediate bankruptcy. ‘That is why Mr. 
Kape low was very anxious to get into the record the report of the 
Treasury Department. 

Senator Bennerr. I think the committee understands that Mr. 
Kapelow was within his rights under the income-tax law, but I am 
sure the reason for Mr. Simon’s questioning is Mr. Kapelow’s attempt 
to push this profit back and forth between these companies when, 
as a matter of fact, under the income-tax law, he claimed that they 
were a related group. One was a subsidiary of the other and that 
there was in fact no profit made in their relationship. 

Is that a fair statement ¢ 

Mr. Martin. That is a very fair statement, Senator, and thank you 
very much. 

Mr. Sion. Mr. Kapelow, taking that compilation that you have 
given on Parkchester, 1t says at the bottom there that the difference 
between the mortgage and the costs—the difference between the mort- 
age proceeds and all of your costs—is $1,746,188; is that right 

Mr. Karrnow. Yes, si 

Mr. Stwon. And that iuiialis $52 1,000—$#521,999 of so-called over- 
head; is that right? 

Mr. Karrtow. Yes, sir. 

Mr. Simon. And—— 

Mr. Karetow. I assume that; ves, sir. 

Mr. Srwon. And if the so-called overhead was eliminated, the differ- 
ence between the mortgage proceeds and the costs of construction 
would be $2,268,000; is that right 

Mr. Kavrentow. It is not so-called overhead. It is real overhead. 

Senator Bennerr. We are talking about a simple arithmetical 
computation. 

Mr. Karretow. I agree with his statement, if it is a simple arith- 
metical computation. 

Mr. Stvon. In your $521,000 of overhead you included $7,911 for 
advertising. What savesibie do you have to do in building a 
Government-insured project ¢ 

Mr. Karretow. I have not had a chance to analyze that breakdown 
of that figure, as requested by your examination only last Monday, 
Labor Day, but I am sure that whatever advertising had to be done 
was done and properly charged. 

Mr. Simon. That wasn’t my question. 

Mr. Karretow. We advertised for laborers on occasion; we adver- 
tised for engineers. 

Mr. Stuon. Do you know what that advertising is for? 

Mr. Karretow. I do know there was some routine advertising going 
on at the time. 

Mr. Simon. Do you know what that advertising was for? 

Mr. Karetow. No, sir. This is general overhead. It is not neces- 
sarily a cost of the project. 

Mr. Stmon. Not necessarily a cost of the project ? 

Mr. Karretow. Not necessarily, but probably. 

Mr. Staon. Do you know how much of that is a cost of this project ¢ 

Mr. Karetow. No,sir. We allocated the Shelby overhead percent- 
age which is to the only jobs it had going at that particular time. 

“Mr. Srton. Whether it had anything to do with Parkchester or not ? 
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Mr. Karrtow. I think you will find the biggest part of this within 
a very small percentage went to the project. 

Mr. Srvon. Is that right? 

Senator Bennerr. Isn't it true that if you had only one job going 
you automatically allocated all of your overhead to that job 4 

Mr. Karrtow. We spent full time on that job. 

Mr. Martin. That is a very fair statement, Senator. 

Senator Bennert. Isn’t that true? 

Mr. Marrrn. Yes, sir. 

Senator BeNNetTT. So that the statement from which Mr. Simon 
has been reading during the time Parkchester was the only job going 
is a statement of the operations of Shelby Construction Co. rather 
than the operation of the Parkchester projects ? 

Mr. Kaprtow. That is correct. 

Mr. Stmon. You charged against the Parkchester job $16,030 for 
entertaining. Who got entertained on that? 

Mr. Karetow. During the normal course of the operation of our 
business it was necessary to do quite a bit of entertaining. 

Mr. Simon. Who did you entertain? 

Mr. Karetow. Wait a minute. I will get around to it. We had 
to entertain bankers, we had to—— 

Mr. Simon. In connection with this job? 

Mr. Karrenow. Yes, si 

Mr. Simon. What ae rs? 

Mr. Karretow. In a very material way. 

Mr. Srwon. What bankers did you enterain? 

Mr. Karrnow. We had a syndicate of about 8 or 10 banks. 

‘Mr. Sumon. What bankers did you entertain ? 

Mr. Karetow. Would you like for me to list the banks? 

Mr. Simon. No. I would like the individuals you entertained. 
I would like to know who the $18,000 worth of entertaining 

Mr. Karrerow. It is impossible to list all the names. I can list some 
of them. 

Mr. Srwon. Can you list the parties and what some of them cost ? 

Mr. Karrtow. No, sir: not at this time. 

Mr. Simon. Maybe I can help vou. You rented a house at Bay St. 
Louis fora party for FILA officials, and then took them on a boat trip 
in 1948. Do you remember that? Do you remember that, Mr. 
Kapelow ? 

Mr. Karrenow. T think the rental on that house was $10 or some- 
thing of that nature. 

Mr. Simon. How about the boat trip? 

Mr. Karrirow. We had two boat trips. 

Mr. Stwon. I am talking about the first one, now, where you rented 
a house in Bay St. Louis and then took them on a boat trip. 

Mr. Karretow. As well as I can remember, sir, I don’t think the 
cost of those boat trips, the 2 boat trips cost over $200 each, or about 

$10 or S12 per person. 

Mr. Simon. The second boat trip—— 

Mr. Kareiow. Let me clarify the boat trips at this point. Those 
boat trips were ordinary fishing trips, at 1 point on 2 different occa- 
sions. We invited all the men, members of the FHA, with the per- 
mission of the director, to go 
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Mr. Simon. Just let me make sure we are clear on that. You say 
under oath you had the permission of the director ? 

Mr. Karrniow. Yes, sir. 

Mr. Simon. I warn you he denies that. 

Mr. Karrrow. To the best of my knowledge, I did; yes. 

Mr. Simon. Let us get the record clear. Do you say Dumestre 
approved the boat trips? Were you there, Mr. Martin? 

Mr. Marrry. No, sir. But I would like to—L have discussed this 
with my client. 

Mr. Simon. IT want you to state under oath whether Mr. Dumestre 
approved the boat trips. 

Mr. Kaprtow. To the best of my knowledge, yes. He definitely 
knew of them and he was invited. 

Mr. Simon. Do you say under oath he approved them ? 

Mr. Karrenow. I don’t know, sir. He didn’t go himself. 

Mr. Stuon. You are not prepared to say he approved them ? 

Mr. Karrrow. No, sir. 

Let me finish my statement, now; you interrupted when I was 
making a statement. 

Mr. Simon. I would be grateful if you would first tell me how much 
of that $16,000 was spent on these two boat trips. 

ir. Karrtow. I don’t know, sir, but—— 

Mr. Stmon. Do your books show ? 

Mr. Karrtow. These boat trips—we haven't had a chance to go 
back to our books. That request was only made, as I say, Monday, 
Labor Day, when our office was closed. 

Mr. Sruon. One of the boat trips was a 3-day trip; wasn’t it? 

Mr. Karriow. Two-day trips, as I recall, si 

Mr. Simon. Wasn’t the first a 1-day trip and the second a 3-day 
trip? 

Mr. Karrenow. I wasn’t on the second one, myself, sir, so I can’t 
speak 

Mr. Sraon. Didn’t they leave Thursday night, and were gone Friday 
and Saturday ? 

Mr. Karetow. To the best of my knowledge, they left Friday night 
and were gone Saturday and Sunday. 

Mr. Srmon. Liquor served on both of them ? 

Mr. Karriow. [ think there were a couple of bottles of liquor there, 
but they were returned, frankly, untouched. 

Mr. Stmon. Liquor was available and none drank ? 

Mr. Karetow. I started to give you a statement about the boat trips. 

Mr. Sruon. | — like you to first tell me how much they cost. 

Mr. Karerow. I don’t remember, sir. To the best of my recol- 
lection—the cost of the boat was about $100. It was a fishing tug. 
It was strictly—they were strictly fishing trips for men only. 

Mr. Sruon. Is that the fishing tug that would sleep 12 people? 

Mr. Karetow. Yes,sir. We put matresses out on the deck, and when 
the mosquitoes | get too bad you would all go downstairs and sit down. 

Mr. Simon. How much of the $16,000 was spent entertaining FHA 
people ? 

Mr. Karreitow. It would be impossible to say, but a very insignifi- 

cant amount, I am sure. The records are av: aidan. We would be 
ys ad to make them available to you. Iam sure you will find it is a very 
insignificant amount of this $16,000. 
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Mr. Srwon. What was the rest of the entertaining for? 

Mr. Kapretow. I started to say we had to entertain bankers regu- 
larly. 

Mr. Siwon. How much did you spend entertaining the bankers? 

Mr. Karetow. I don’t have the figures with me, Mr. Simon, but I 
can tell you generally what the entertainment consisted of. 

Mr. Simon. Bankers, FILA people, who else / 

Mr. Karetow. Bonding companies. 

Mr. Simon. How many times did you entertain the bonding com- 
panies ¢ 

Mr. Karetow. Oh, a number of different occasions. 

Mr. Simon. How many times? 

Mr. Karrrow. They made regular trips and inspections down here, 
checking our work. 

Mr. Stwon. How many times did you entertain the bonding com- 
panies ? 

Mr. Kaprriow. I don’t remember, sir, but a number of times. 

Mr. Staron. Who else was entertained ? 

Mr. Karrtow. Insurance companies. 

Mr. Stwon. How many times did you entertain the insurance com- 
panies ? 

Mr. Karriow. Mr. Simon, you are asking me questions that hap- 
pened 6 years ago. 

Mr. Stuon. If you don’t know, the answer is you don’t know. 

Mr. Karrtow. I don’t know. 

Mr. Simon. The next item is $59,420 for legal and professional ex- 
pense. What is that for? 

Mr. Karrtow. For legal and professional expense. 

Mr. Sriuon. To whom was it paid, and for what purpose ? 

Mr. Karretow. It was paid to attorneys. 

Mr. Simon. What attorneys and for what purpose ? 

Mr. Karricw. They were a number of attorneys that had to help 
us In setting up 2 very intricate and complicated financing arrange- 
ment. The attorneys were William Goodwin, of Memphis, Tenn. © 

Mr. Stuon. How much of the $59,000 did he get ? 

Mr. Kare.ow. To the best of my memory, around $30,000. That is 
a guess, , 

Mr. Srron. Is that all for work on Parkchester ? 

Mr. Karentow. Yes, sir. 

Mr. Stmon. Up above on this sheet you have got legal and organi- 
tional expenses of $3,440. 

Mr. Martin. Senator, could I make a personal statement? I see 
a reporter from my hometown is here. I didn’t represent Shelby 
Construction Co. in these projects, and unfortunately I didn’t get 
any of the fees for representation of Shelby in these projects. 1 
wouldn't have minded to have done it. I want the record to be 
straight. 

Senator Bennerr. We will accept the statement and sympathize 
with you. 

Mr. Simon. There seemed to be enough to go around, Mr. Martin. 
It is too bad you didn’t get your share. 

Mr. Karrtow. I thought it was high, too. 

Senator Bennerr. Off the record. 

(Discussion off the record.) 
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Mr. Simon. Who got the rest of the $59,000 ? 

Mr. Karrtow. We employed Alvin Liska, of New Orleans. We 
employed Rosen, Kammer, Burk, and Wolf. I think that is the name 
of the firm. 

Mr. Simon. How much did Liska get and how much did the Rosen 
and Kammer firm get? 

Mr. Karritow. ‘The Rosen and Kammer firm were from New 
Orleans. I don’t remember their fees. 

Mr. Stmon. Was that all charged for work on this job ? 

Mr. Kapretow. Yes, sir. 

Mr. Stmwon. Why do you list up on top as legal and organizational 
expense $3,440, and the n bury in this half a million dollars of over- 
head $60,000 of lawyers’ fees? 

Mr. Martin. Senator, the book says, the estimator’s book, that legal 
fees go into overhead instead of into cost of building. 

Mr. Srwon. I didn’t say it was wrong. I merely want to know 
why one is out in front and the other is buried. 

Mr. Karetow. Mr. Kornman tells me the $3,400 was merely for 
‘ganizing the corporations themselves, setting up their charters, 
Mr. Simon. It says legal and organization. 

Mr. Karrtow. That is an accounting terminology, I am told. 

Mr. Stwon. Included in this so-called overhead 
Mr. Karetow. There are other firms. 

Mr. Sion. Included in the so-called overhead 
Mr. Karretow. The banks’ attorneys were Phelps, Dunbar, Marks & 
Claverie, which we had to employ and pay. 

Mr. Simon. Included in this overhead is $145,550 for officers’ 
salaries. Who got that? 

Mr. KareLow. We have a recap of the officers’ salaries for the year 
ending October 1948. Emile Bluestein drew a salary of $10,000. 

Senator Bennerr. May I interrupt at this point? Was Mr. 
Bluestein a stockholder ? 

Mr. Karetow. Yes, sir. 

Senator BenNerr. You gave us the stockholders and his name was 
not among those you listed. 

Mr. Karrvow. I gave you the present stockholders, sir. 

Senator Bennerr. I think we were after the stoc kholders at the 
time the corporation was formed. 

Mr. Karretow. I am sory. 

Mr. Simon. That is right. 

Mr. Karrevow. I didn’t understand that. I will be glad to amend 
that at this point. 

Senator Bennerr. Will you correct it at this point and give us the 
stockholders who formed—was the Shelby Construction Co. 

Mr. Karrntow. Yes, sir. 

Senator Bennerr. For the purpose of taking the Parkchester com- 
mitment ¢ 

Mr. Karrnow. Originally when Shelby Construction Co., Inc., of 
Louisiana, was organized, Dilworth Homes, Inc., pure hased 90 per- 
cent of the stock and Emile Bluestein purchased 10 percent of the 
stock. 

Seriator Bennerr. Subsequently, at this point, may I ask if the 
stockholders of Dilworth Homes represented in the same proportion 
then that they were represented now, as you quoted us earlier 4 
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Mr. Karrntow. No, sir. 

Senator Bennerr. Will you start from the beginning and tell us 
who the stockholders of Dilworth Homes were at the time Parkchester 
was started ? 

Mr. Karrenow. ee . the organizing of Shelby Construc- 
tion Co., Inc., of Louisiana, Mr. Leader and his wife owned 50 percent 
of Dilworth Homes, Inc., and my wife and I owned 50 percent of 
Dilworth Homes, Inc. Dilworth then purchased 90 percent of Shelby 
Construction Co., Inc., stock, and Mr. Bluestein purchased the other 
10 percent. 

Senator Brennerr. And subsequently Mr. Kornman acquired—— 

Mr. Karetow. Subsequently Mr. Kornman acquired approximately 
6 percent of Dilworth Homes, Inc., stock. 

Senator Bennerr. And you and Mr. Leader, with your wives, ac- 
quired Mr. Bluestein’s share ? 

Mr. Karrrow. At a later date. 

Senator Bennerr. Of Shelby Construction ? 

Mr. Karetow. No. Mr. Leader and IT aequired Mr. Bluestein’s 
stock. 

Senator Bennerr. That was what I intended to infer. if I didn’t 
make myself clear. 

Mr. Marrin. Senator, with those exceptions of Mr. Kapelow, there 
have never been any other stockholders at all except those he named. 
Is that right ? 

Mr. Kaprrow. That is rieht. 

Senator Bennerr. Excuse me. Will you proceed to give us the 
breakdown of this $145,000 ? 

Mr. Karrtow. Yes, sir. 

For the vear ending October 1948, Mr. Bluestein drew $10.000 
salary. None of the other stoc aie or officers drew any salaries 
that year. 

a Simon. Will you tell me who got the $145,555 that is charged 

eainst Parkchester ? 

i r. Karetow. Iam giving it to you by years. 

Mr. Simon. Could you give us the bre akdown of the $145,000 7 

Mr. Karrnow. I only have our salaries by years. 

Senator Bennerr. Haven't you got t hem totaled 2 

Mr. Kornuan. I can total them for vou. 

Mr. Sewon. Was that money all paid to Bluestein, you, and Leader ? 

Mr. Karenow. There are other officers. 

Mr. Siuon. Who got any part of the $145,000 other than Bluestein, 
you, and Leader / 

Mr. Karetow. Mr. Kornman got, he says, $15,400, he thinks. 

Mr. Stuon. Anybody else ? 

Mr. Kaprrirow. No. They came in at a later date. Toward the 
end of Parkchester, Mr. Kuntz got—Mr. Kuntz drew a salary for the 
year ending October 31, 1950, of $1,623. 

Mr. Simon. $130,000 of the salaries you charged to Parkchester 
were paid to you and Leader and Bluestein; is that right? 

Mr. Kareiow. Shelby Construction Co. paid these salaries, sir. 

Mr. Srwon. You charged them against the Parkchester project, 
didn’t you? 

Mr. Karrtow. We charged them against Shelby’s books as a cost of 
Shelby doing business. 
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Mr. Stmon. Mr. Kapelow, let us make up our mind. 

Mr. Martin. Mr. Simon’s 

Mr. Simon. Wait a minute. I 

Mr. Martrn. We will accept the Senator’s statement as to how 
overhead and salaries worked, that are part of overhead. 

Senator Bennerr. Earlier, Mr. Simon, we brought out the fact that 
all of these things under “other’ ’are the total expenses of Shelby 
Construction, and they charged them all to Parkchester. 

Mr. Suwon. That is right. 

Senator Bennerr. So it is correct for Mr. K: apelow to say that these 
salaries to whiel you are referring were the salaries paid by Shelby 
Construction, but it is also correc t to say that they were all charged 
to Parkchester because he has testified that since that was the only job 
running they automatically charged them all to Parkchester. 

Mr. Karetow. Shelby did not charge Parkechester except for a 
lump-sum contract. I will accept the Senator’s statement. 

Mr. Stuon. What I am trying to determine is the extent of the wind- 
fall here. 

Senator Bennett. [ understand. 

Mr. Stuon. Their computation shows—you check me if I am wrong 
on this, Mr, Kapelow—your comput: ation shows that the mortgage 
proceeds were $1,746,188.44, in Parkchester, over and above all costs. 

Mr. Karevow. That is right. 

Mr. Srmon. And in those costs that you take credit for, in reducing 
the excess-mortgage fund to the $1,748,000 you paid yourself and you 
and Leader, too, a salary of $120,000. 

Mr. Kapretow. From Shelby Construction Co. 

Mr. Martin. Tell him yes. 

Mr. Kaprntow. Yes. 

Senator Bennetrr. You can’t play this on both sides of the fence. 
If you are going to put all of the Shelby Construction overhead in 
against Parkchester, then you have got to agree that whatever is in 
that overhead is charged to Parkchester. 

Mr. Simon. Let us put it this way: After giving yourself credit for 
$522,000 of overhead which may or may not have been related to 
Parkchester, the mortgage proceeds still exceed the total costs, over- 
head and everything else, by $1,746,000; is that right 

(There was a conference bet ween Mr. Ki ipelow and Counsel Martin. ) 

Mr. Sraron. Isthat right? 

Mr. Karetow. Yes, sir. That was correct, except before con- 
tractors’ normal profit and before 

Mr. Stmon. Let me ask you 

Mr. Karetow. Wait a minute. And before investing an additional 
$163,000 in cash in the project, in the form of working capital. 

Mr. Srmon. Wait a minute. When you build a project for yourself 
do you charge yourself a contractor’s profit / é 

Mr. Karetow. Shelby Construction Co. is a construction company ; 
yes, sir. When we built our own project we charge ourselves for the 
cost of it. 

Senator Bennerr. But earlier this morning, Mr. Kapelow, you testi- 
fied that since these were so closely related you claimed the right to file 
a consolidated tax return, and paid no tax on any profit, on any rela- 
tionship between Shelby Construction and Parkchester. 

Mr. Karrrow. But Shelby Construction Co.—yes, sir. 
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Senator Bennett. I don’t think it is fair to say “Well, this profit 
belongs to Shelby Construction, it doesn’t belong to Parkchester,” 
when, on the other hand, you throw the two of them together in order 
to escape, legally, the responsibility of paying a tax on that profit, due 
to the relationship between Shelby and Parkchester. 

Mr. Marrin. Senator—— 

Mr. Srvon. Is that correct? 

Mr. Karretow. Yes, sir. 

Mr. Marin. On the tax end, that would appear reasonable; from 
the FHA and I call attention to the 1954 Housing Act, in which it said 
that “actual costs” —— 

Senator Bennerr. May I interrupt you? The 1954 Housing Act 
was not in effect when this contract was made or when the tax returns 
were submitted. Wecan’t make this an ex post facto situation. 

Mr. Martin. Then, Senator, could I read the conferee’s report in 
passing on the 1954 Housing Act ¢ 

Senator Bennerr. I don’t think that has anything to do with this 
investigation, if you will pardon me. 

Mr. Simon. Is it true that when you finished the Parkchester job— 
can we decide now, Mr. Kapelow, whether we are going to treat these 
corporations as one or whether we are going to treat them separately ? 

Mr. Karevow. I think you can treat them as one. 

Mr. Simon. All right. Treating them as one, when the job was 
finished, after you h: ud paid every bill that you had in connection with 
Parkchester, and after you had paid all the overhead that Shelby had, 
whether connected with this job or not, and after you and Leader had 
paid yourself $120,000 in salaries, you still had $1,746,000 of the mort- 
gage proceeds, in cash, left over; is that right 4 

(There was a conference between Mr. Kapelow and Counsel Martin.) 

Mr. Srvon. Is that right, Mr. Kapelow ¢ 

Mr. Karrtow. The mortgagor corporation did not but Shelby Con- 
struction Co. did. 

Mr. Stuon. We shouldn't change more than once a minute on 
whether you are going to treat them as one or separate. How are we 
going to treat them / 

Mr. Karerow. We treated them as separate entities completely. 

Mr. Simon. You certainly didn’t when you paid your income taxes, 
did you? 

Mr. Karerow. That was for tax purposes only. 

Mr. Simon. Let us make up our minds how we are treating them. 
Are they one or are they separate / 

Mr. Kareiow. The corporations were one entity, Shelby Construe- 
tion Co, was another entity. 

Mr. Simon. And when you filed your income-tax returns you 
treated them all as one, didn’t you? 

Mr. Kapretow. We took advantage of the consolidated return; 
yes, sir. 

Mr. Srwon. You had $1,746,000 in cash left over out of the mortgage 
proceeds after paying everything, including $120,000 to yourselves; 
is that right 4 

Mr. Karerow. Yes, sir. That $120,000 was for a 3-year period, 
though. 

Mr. Simon. You paid it to yourselves ? 

Mr. Karrirow. We actually performed work; yes, sir. 
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Mr. Stmon. How much did you pay yourselves when you built your- 
self a house ? 

Mr. Karetow. Nothing. 

Mr. Sruon. The thing that to me is very interesting is you were 
the owner of these houses, and when you applied for a Federal Goy- 
ernment mortgage you took the position that you were the owner, 
and they were going to be built for you, but app: arently your thought 
was you were going to make a profit only out of the mortgage money 
and not out of the operating profit; is that right ? 

Mr. Karetow. Only within limits. Let me state it this way: I had 
to make a decision, and I did make that decision as to whether I would 
let Shelby Construction Co. build these projects, or whether I would 
contract them out to another construction company. 

Mr. Stwon. Did it ever occur to you that you might let someone 
else build it ? 

Mr. Karetow. Another construction company would have charged 
a profit; yes, sir. 

Mr. Stmon. Did it ever occur to you to let someone else build them ? 

Mr. Karetow. Yes, sir. 

Senator Bennerr. Did you take any bids? 

Mr. Karerow. On this particular project: no, sir. We discussed 
it 2» number of times. On other projects we let builders build them. 

Senator Bennerr. We are talking about this one. You did not, 
in fact, take any bids, so while in fact you might have had some vague 
idea that it would be possible to have these built by somebody else, 
those ideas did not get to the point of resulting in any actual steps 
being taken ? 

Mr. Karretow. No, sir. 

Mr. Stwon. Mr. Kapelow, your estimate of cost was 50 percent. off 
here. Your actual costs of building and land was roughly $8 million, 
and you estimated $12 million. Can you tell us how you happened 
to be 50 percent off ? 

Mr. Kaprrerow. Mr. Simon 

Mr. Martin. Senator, could we still keep that overhead figure in 
as a usual cost ? 

Senator Bennett. I don’t think that is involved in this question. 
The question is, he submitted an estimate, which was approximately 
the same as the FHA estimate of $12 million. He built the project 
without the overhead for $8 million. 

Mr. Karrrow. In my estimate I had considered it a cost of doing 
business. When I bid other jobs, around the country, which we do 
frequently 

Mr. Simon. You are 35 percent off if you add the overhead. 

Mr. Kaprnow. All right, sir. I will explain how that could have 
happened. 

Mr. Stuon. IT don’t know how it could have happened. I want to 
know how it did happen. 

Mr. Karreiow. All right. 

When we filed the applications for these projects they were filed on 
the basis of preliminary plans: all applications with all FHA projects 
are filed on the basis of preliminary plans. At that time we were new 
in New Orleans. We knew that there was a treacherous ground con- 
dition existing in this city. There was piling required under all of 
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these buildings. We had to allow ample contingencies to take care of 
the subsurface drainage and piling that existed. 

We subsequently, after the construction of the contracting of the 
first block performed actually a great amount of the subcontract work 
ourselves, If we had continued on a final completion of this project, 
with the same subcontractors that we had started this project with, 
the profit would have been materially reduced. What we did was we 
actually went into the subcontracting business on a great number of 

cases, and we financed a great number of subcontractors, and by mak- 
ing a subcontractor’s profit we were able to increase the amount of 
money we made on the project. 

Also, there was a substantial reduction in the cost index at that 
time, because there was a tightening of money m: arkets just at the time 
these projects were committed for, and over the period of the 2 years 
it took to build these projects there was a very substantial drop in the 
cost index, and we were able later to buy materials at a cheaper price 
than we thought would be necessary on the front end. 

Mr. Stwon. Did—— 

Mr. Karetow. Wait a minute. I haven’t finished yet. 

Also, this was right at the end of the war. There was a scarcity In 
the labor market. We didn’t know whether labor would be available 
for construction of this project, and there was a scarcity of materials. 

Senator Bennerr. Did you build any projects in Memphis before 
you came down here 4 

Mr. Karriow. Yes, sir; we had encountered considerable difficulty 
in labor and materials on those projects. 

Mr. Simon. Did Delta or Tri-State do any work on the Park- 

chester properties ¢ 

Mr. Kaprrow. Yes, sir. 

Mr. Sron. Did they get paid for it? 

Mr. Karrtow. No, sir. 

Mr. Srwron. They 

Mr. Karrtrow. Except for actual cost. 

Mr. Stuon. They just got actual cost? 

Mr. Karriow. Yes. 

Mr. Kornman. Cost plus 5 percent. 

Mr. Karetow. In some cases Mr. Kornman tells me 5 percent over- 
heod was put in. 

Senator Bennerr. Were the stockholders of Delta and Tri-State 
identical with the stockholders of Parkchester ? 

Mr. Karetow. Substantially, I think so. 

Mr. Simon. Parkchester, there are no basements, are there? 

Mr. Karriow. No, sir. You don’t build basements in New Orleans. 

Mr. Sion. I didn’t ask vou why. There are no basements. It is 
at least half frame and some are ali frame? 

Mr. Karrnow. Yes. 

Mr. Simon. The only furnaces are floor and wall heaters? 

Mr. Karetow. Yes, sir: that is customary acceptable heat in New 
Orleans. 

Mr. Siaon. Wasn't quarreling. That is a fact, isn’t it ? 

Mr. Karrntow. Yes. 

Mr. Simon. Yet the cost was $9.90 a square foot ? 

Senator Bennerr. Was that the cost or the estimate? 
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Mr. Stwron. I am sorry. The estimate was $9.90 a square foot; is 
that meht ? 

Mr. Kapretow. I will take your word for it. I don’t calculate in 
square feet. 

Mr. Simon. Now, you have the Claiborne Towers job, which you 
built, which is, what is it, a 14-story elevator building ? 

Mr. Kapetow. Seventeen story. 

Mr. Simon. Seventeen-story elevator building, all brick ? 

Mr. Kaprntow. Yes. 

Mr. Simon. Fireproof construction ¢ 

Mr. Karetow. Yes. 

Mr. Simon. Elevators? 

Mr. Kapetow. Yes, sir. 

Mr. Stwon. Wasn't the ground problem under Claiborne Towers 
much more serious than the ground problem under a single-family 
unit ? 

Mr. Karrtow. It was very serious, sir, but we had very accurate 
engineering data on Claiborne Towers, we are spread over a large 
tract of gr ound such as Parkchester there was an underlying strata of 
sand in which piling had to be driven. 

Senator Bennerr. Did you make piling under Claiborne Towers? 

Mr. Karetow. Yes, sir; a great number of them. This sand varied 
in elevation. In some cases it dropped down to 16 feet. Actually in 
some cases it came right up to the level. Before we started the job 
we didn't know but what it might require 40 feet piling. That had 
to be allowed for in the construction of the project. 

Mr. Simon. The question I was leading toward is how you could 
explain the estimate of $9.90 a square foot on Parkchester and $10.58 
a square foot on Claiborne Towers. 

Mr. Kaprtow. Square-foot cost doesn’t mean a thing, Mr. Simon. 

Mr. Stmon. Thank you. 

After you had this property for a couple of years it didn’t make 
money and you abandoned it; is that right? 

Mr. Kapreiow. We sold the stock. Shelby sold the stock in Park- 
chester. 

Mr. Simon. The stock you sold covered 11 square blocks of build- 
ings; is that right ? 

Mr. Karrtow. Yes, sir. 

Mr. Sron. 1,256 apartments ? 

Mr. Karetow. That is correct, sir. 

Mr. Srwon. About one-hundred-some-odd different buildings; is 
that right ? 

Mr. Kaprrow. I don’t know. It sounds right. 

Mr. Srwon. Over 100 different buildings? 

Mr. Karretow. That is correct. 

Mr. Simon. And you sold the whole ball of wax for $5,000 cash 
and $110,000 or $120,000 of notes; is that correct ? 

_Mr. Karrtow. Subject to mortgage and we kept the stock as secu- 
rity. 

Mr. Simon. All you got was $5,000 cash and the notes? 

Mr. Karenow. Well—— 

Mr. Srwon. Notes of $110,000? 

Mr. Kaprrtow. I don’t remember, sir. 

Mr. Kornman. Approximately that. 
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Mr. Sraon. $110,000 of notes and $5,000 cash for the whole Park- 
chester de velopment $i is that correct? 

Mr. Karretow. What did we collect? 

(There was a discussion off the record.) 

Mr. Kornman. I don’t recall, sir. I don’t know offhand. I think 
that is probably correct. 

Mr. Simon. Is the reason you sold it for $5,000 cash because it wasn’t 
making any money for you ¢ 

Mr. Karriow. Parti: lly. Partially it was because at that time our 
bonding companies, which were bonding us for subsequent work, 
wanted us to convert our equities into as much cash as possible. 

Mr. Srron. Did the $5,000 cash difference make that much differ- 
ence with the bonding companies ? 

Mr. Karetow. We got more than $5,000 cash for the sale of Park- 
chester, sir. 

Mr. KornmMan. We got notes receivable in the current account. 

(There was a conference between Mr. Kapelow and Mr. Kornman.) 

Mr. Karetow. We collected possibly to the best of my recollection 
$100,000 for the sale of that stock. 

Mr. Stwon. You got $5,000 and sold 

Mr. Karrtow. We actually got nothing for the $5,000. 

Senator Bennerr. Did the fact you kept stock as security put any 
more cash in your account for the benefit of your bonding company 
immediately? You got $5,000 cash. 

Mr. Karrtow. We got around $100,000 for the sale of Parkchester. 

Senator Bennerr. We will agree to that, but $5,000 of it was cash 
and the balance was notes. 

Mr. Martin. Senator, I think possibly it was a balance-sheet im- 
provement in that a note secured by stock looks a whole lot better 
as an asset than stock in some corporations. 

Mr. Stuon. That happens to be exactly opposite from your client’s 
sworn testimony before this committee in which both Mr. Kapelow 
and Mr. Leader said, and you correct me if Iam wrong, Mr. Kapelow, 
when you were in Washington, that because of a road the city of 
New Orleans was building that tenants had trouble getting to the 
property. 

Mr. Kapriow. Yes, sir. 

Mr. Simon. And you lost your nerve. Isn’t that the exact words you 
used, you lost your nerve? 

Mr. Martin. Senator, I was there, and I would like to say if an 
inference of not telling the truth about that is presented that it should 
be brought out the question was asked in two forms: 

Why did Parkchester start losing money, and they gave that answer, 
and then I gave the reason, as best I knew it, as to why they sold the 
stock after the Parkchester was not operating well. He will tell you 
why it wasn’t. 

Senator Bennerr. Mr. Kapelow I think this morning has testified, 
Mr. Simon, that this was a partial reason; his reference to the bonding 
company Was a partial reason. 

Mr. Karetow. You asked me the reason for having sold it. I will 
tell von the reason why it didn’t do well. 

Mr. Simon. Let me ask you whether you did testify in Washington 
that von lost your nerve because it was losing some money, and you 
gave it up? 
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Mr. Karevow. I think I testified Mr. Leader lost his nerve and Mr. 
Kornman and I wanted to keep it. 

Mr. Simon. That is why you gave it up; is that right? 

Mr. KareLtow. You see—— 

Mr. Stwon. Is that right, Mr. Kapelow / 

Mr. Karetow. Yes, sir. I want to tell you why the conditions led 
up to the project not having money to begin with. 

When we first built Parkchester, as I stated before, there weren’t 
too many improvements in that neighborhood. Although the neigh- 
borhood had a terrific potential and it was one of the few remaining 
undeveloped areas in the city, it had to expand. It was the only place 
New Orleans could expand because New Orleans is surrounded by 
swamps. This had tocome. The city in negotiating for Parkchester— 
I talked to the mayor and asked about certain improvements coming 
into the neighborhood. He told me what the plans for the ne ighbor- 
hood were, After the construction of Parkchester those improvements 
were being made. Paris Avenue was torn up almost continuously, 
Ww rE improvements of the drainage canal, of a bridge, underpass thi aut 

vas being constructed, and repairing the roads, putting sewer lines 
in, water lines, into the area. Asa result, it wasn’t too accessible to the 
people. 

Mr. Stvon. In any event, you walked away from the project. What 
was the annual rental income there ? 

Mr. Karrtow. When we left it, a little bit in excess of $80,000, as I 
recall, 

Mr. Kornm an. $82,000 or $83,000. 

Mr. Karreiow. $82,000 or $83,000 a month. Tam guessing. 

Mr. Sion. So you had an annual income of approximately $1 mil- 
lion a year? 

Mr. Kaperow, Approximately. 

Mr. Stmon. Yousold it toa man who gave you $5,000 cash and notes 
for $110,000? 

Mr. Kaprvow. I think that is correct. I don’t recall the exact 
amounts, 

Mr. Stuon. What happened to these 11 corporations of yours? 

Mr. Karretow. The new owner took them over. 

Mr. Simon. And you ceased to have any interest in those 11 corpo- 
rations ? 

Mr. Karretow. Completely. 

Mr. Simon. The only—— 

Mr. Karetow. Except for one thing: What about the furniture? 
Did we sell the furniture at that time? 

Mr. Kornman. Yes. 

Mr. Karritow. At that time we sold the furniture. 

Mr. Sraon. You were never personally liable on the mortgage were 
you? 

Mr. Karretow. No. 

Mr. Simon. Shelby was never personally liable on the mortgage, 
were they? 

Mr. Kornman. No, sir. 

Mr. Karrtow. No, sir. 

Mr. Stwon. The Government would be very happy if you were 
personally liable on the mortgage. You are not? 

Mr. Karetow. No, sir. 
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Mr. Sumon. At the time you got your $5,000 in cash and turned this 
property over to the people from New York, you still had roughly 
134 million of the mortgage money that that the Government had 
guaranteed ; is that right ? 

Mr. Karrtow. Yes, sir. 

Mr. Soon. And as you know the property is now in default and 
the Government is foreclosing it? 

Mr. Karevtow. Yes, sir. We understand that the rental percentage 
is considerably improved shortly after we turned it over, and my 
facts are pretty well borne out that the property would fill. I think 
the property will remain full and be a substantial improvement and 
benefit to the city. 

Mr. Stmon. Now, you know the rents were based upon 614 percent 
return on the estimated costs; is that right! 

Mr. Karverow. I think so. 

Mr. Simon. And, therefore, in computing the rents here the com- 
missioner based the rent on 614 percent of the $12 million estimated 
cost, instead of the $8 million actual cost; is that right? 

Again you can make it $9 million if you want to radd your overhead. 

Mr. Karetow. I don’t know how he computed it, but I assume he 
did. 

Mr. Simon. Also the interest and amortization payments were 
based on a $10,800,000 mortgage; is that right? 

Mr. Karetow. Yes, sir. 

Mr. Simon. Had the mortgage been 90 percent of your actual costs 
it would have been about $3 million less than that? 

Mr. Karevow. It would have been $1,746,188 less than. 

Mr. Srwon. I am sorry, but the law didn’t contemplate 100-percent 
mortgages. It only contemplated 90- percent mortgages. 

Mr. Karetow. Yes, sir; but I put the land in at a value a whole lot 
Jess than it actually was in a developed state. 

Mr. Srwon. You put the land in at a value a whole lot more than 
you paid for it and charged against it every single penny you spent 
to improve it, didn’t you? 

Mr. Marri. Once’: again, as a matter of law in computing that 100 
percent you have to allow for a reasonable contractor's profit. 

Mr. Simon. It is purely a matter of mathematics, Mr. Martin. 

Is that right? 

Mr. Kaprtow. Restate your question, sir. 

Mr. Stmon. Let me go on to something else. 

When you finished Parkchester did you have a lot of materials 
left over? 

Mr. Karetow. Yes, sir. We were a construction company, and 
we didn’t always buy for a particular job. 

Mr. Sron. What did you do with the materials you had left over? 

Mr. Kaprtow. We had a warehouse and we put the materials in the 
warehouse. 

Mr. Simon. What did you do after that? 

Mr. Karrtow. At one time we sold our materials to a wrecking 
company, sir. 

Mr. Stuon. A fellow named Holloway ? 

Mr. Karerow. I think that is the name. 

Mr. Sron. How much did you get for the materials? 
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Mr. Karevow. I think I was told $9,000. I am not sure, approxi- 
mately $9,000. 

Mr. Stmon. My question isn’t what you were told. 

Mr. Kareztow. I don’t know. 

Mr. Martin. Mr. Kornman can supply it. 

Mr. Simon. I want to know from Mr. Kapelow whether he person- 
ally got any money from the sale of that property. I am not talking 
about Shelby now. Iam talking about you personally. 

Mr. Karetow. No, sir. I have no recollection of that. 

Mr. Stmon. My question is whether you personally received any 
of the money. 

Mr. Kapriow. None that I know of. 

Mr. Simon. You are not prepared to say you didn’t receive it? 

Mr. Kapzrow. I don’t recall that I received it; no, sir. I will be 
glad to check ae point for you. 

Mr. Smon. You are unwilling to say you didn’t receive it? . 

Mr. Karrrow. I will be glad to check that point. At this point I 

can’t say I didn’t receive it. 

Mr. Simon. Wouldn’t you recall if you had sold something belong- 
ing to the corporation and put the money in your own pocket ? 

Mr. Karetow. To that best of my knowledge, I didn’t receive it. 

Mr. Simon. You are not willing to say you didn’t? 

Mr. Karetow. Now that you have confronted me this w ay, I don’t 
think so. I will be glad to research that problem for you very 
thoroughly. 

Mr. Simon. What did you sell them at? 

Mr. Karentow. I have no idea, sir. 

Mr. Stuon. Do you know the value of what you sold him? 

Mr. Karrrow. No, sir. I think some of our purchasing agents and 
the man in charge of the warehouse went out and tried to get the 
best price they could for it and sold it. 

Mr. Stmon. Why didn’t you use this on a subsequent job? 

Mr. Karrrow. I don’t know what prompted making the decision 
at that time to sell the material, but we thought it was the thing to do. 
There was a lot of odds and ends. We also had a supply company at 
the time, as I recall, that we had just liquidated. 

Mr. Stmon. Was any part of the purchase price of this excess ma- 
terial paid in cash? 

Mr. Karetow. None that I know of, sir. 

Mr. Stwon. You are willing or unwilling to say none was paid in 
cash ? 

Mr. Karerrow. I will be glad to research that problem. 

Mr. Stmon. When can you find out for us ? 

Mr. Kapetow. Sometime this afternoon. 

Mr. Stwon. You sold him over 1,000 cases of nails; is that right? 

Senator Bennett. Kegs of nails? 

Mr. Stmon. Kegs of nails. 

Mr. Karrrow. TI don’t recall, sir. 

Senator Bennerr. There is nothing more staple in the hardware 
business than a keg of nails. 

Mr. Karrriow. That is correct. 

Mr. Stmon. While that is just one of the long list of items, our 
inquiry indicates that the value of the nails alone was more than 
your books show you got for the entire property. 
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Mr. Karriow. Tam not prepared to say it was 1,000 kegs or 1 keg, } \ 
or were they rusty n: = or were they in good shape, or what the sizes I sc 
of the nails were. I do know we had supply houses ons sometimes tha 
during the days when material was hard to get and you bought car- hur 
loads of nails, you had to sometimes take sizes that you couldn’t use \ Ts 
in certain types of construction, only in specialized types. by oon 
Senator Bennerr. May I ask a question? to k 
Mr. Sraon. Yes, sir. Ih 
Senator Bennerr. I have been in the hardware business. Would 7 
you imagine there were 17 open and partly filled kegs of nails, 30- mao" 
penny common, and that you would have as many as 86 kegs of coated s 
5-penny sinkers, that were open and rusty ? \ 
Mr. Karrnow. Would IT imagine there was? Yes, sir; that could s 
very well have been. the 
Senator Bennerr. As a matter of fact, were not these in your ware- \ 
house ? S 
Mr. Kaprtow. I don’t recall, sir. I will research the question and A 
give you an answer. Tam a little bit curious myself. 
Senator Bennerr. I would like to ask you another question: The em 
Shelby Construe tion had pretty good management. Would it sell that : A 
kind of asscts with no money down, just a note? Would you deal 600 
with a stranger for material of that type. just on his note? N 
Mr. Karrrow. I didn’t personally handle that transaction, sir. $4, 
I remember the sale, that we sold a lot of odds and ends at our ware- \ 
house at that time, fora lump sum, as I recall, of around $9,000. \ 
Senator Bennetr. Do you know how many unused stoves were in \ 
that list ? whi 
And how many unused refrigerators that were bought to go in you 
the project ? \ 
Mr. Karriow. I don’t think we sold any. Maybe we did. & i 
Senator Bennerr. That is something else you had better do a little 18 


researching on. 

Mr. Kapriow. I will be glad to. 

Senator Bennerr. Sinks, stoves—— 

Mr. Karrrow. I will check that. I will be glad to give you an 
answer on that. p 

Mr. Simon. In order to save a little time, I would like to give you 
the benefit of some of these disputed questions. 

You built Claiborne Towers here; is that right ? 

Mr. Kapriow. Yes. 

Mr. Simon. When was that under construction / 

Mr. Kapretow. It began in April of 1950, 

Mr. Simon. And ended when ? 


a > ee ce 


Mr. Karetow. Approximately 21 months later. hea 
Mr. Simon. January 1952? > N 
Mr. Karretow. Yes, sir. I think so. N 
Mr. Stmon. On that one the mortgage was $9,230,600? all 
Mr. Karrtow. Those were two separate projects, sir. $2.2 
Senator Bennerr. May I stop at this point? I am in error. The \ 
sale included everything in the warehouse except the stoves and refrig- out 
erators, P \ 
Mr. Karentow. I didn’t know. que 
Senator Bennett. I am glad to be corrected, or to correct. myself \ 


on that one. cha 
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Mr. Kaprevow. As I say, Iam a little hazy about it. I didn’t think 
I sold any stoves or refrigerators. I will say this, though, Senator, 
that when I finished the project in 1 Nashville, Tenn., I had five or six 
hundred kegs of nails left over. When I finished my St. Louis project 
I sent them to Nashville, Tenn., to be used, about 500 kegs. They 
couldn’t use them on the Nashville job, and sent them to Waco, Tex., 
to be used. I finally ended up paying more freight on the nails than if 
I had taken them and dumped them in the river. Sometimes when 
you get ahold of nails it is cheaper to sell at a discount than to try to 
move them around because the freight is heavy. 

Senator Bennerr. Did you build Claiborne after Parkchester? 

Mr. Kaprtow. Yes, sir. 

Senator Bennerr. You wouldn't have had much difficulty moving 
the nails. 

Mr. Kartow. What was the date of that ? 

Senator Bennerr. When was Claiborne built / 

Mr. Karretow. April 1950. 

Senator Bennerr. The sale was made June 2, 1950, so you were be- 
ginning your construction on Claiborne. 

Mr. Simon. Mr. Kapelow, was the mortgage on Claiborne $3,230,- 
6002 

Mr. Kapretow. The 2 mortgages were $9 million 
$4,600,000 each. 

Mr. Stuon. Was the total $9,230,600 ? 

Mr. KareLtow. That sounds right. 

Mr. Stmon. Were all of your costs, including $721,382 of overhead, 
which included money you paid yourself, including all of that, were 
your total costs >f 9.133.484.85 ? 

Mr. Karrtow. Yes, sir 

Mr. Simon. The ditference between the cost and the mortgage there 
is $97,115. 

Mr. Karetow. Yes, sir. 

Mr. Sraon. Then you built some houses up in Natchez, Miss. ? 

Mr. Kaprtow. Yes, sir. 

Mr. Simon. When did you build those ? 

Mr. Karetow. About 1949, as I recall, sir. 

Mr. Simon. All in the year 19494 

Mr. Kaptow. I am not sure of those dates. 

Mr. Simon. Is that right? 

Mr. Karevow. 1949 and part of 1950, I think, sir. 

Mr. Stwon. And on that was the mortgage $1,741,600? 

Mr. Karenow. Yes, sir; on the eight projects. 

Mr. Simon. Were your costs, inc luding everything—including over- 
head—$212.311.68 less than the mortgage ? 

Mr. Karetow. Yes, sir. 

Mr. Simon. On those three projects were the total costs, including 
all of your overhead, whether attributable to these projects or not, 
$2,255,000 less than the mortgages ¢ 

Mr. Karvenow. I don’t think we ought to analyze those three with- 
out talking about St. Louis, also. 

Mr. Simon. Would you answer my question? I can only ask one 
question at a time. Is that right ? 

Mr. Karrtow. Just for those three; yes, sir; but with St. Louis it 
changes the picture. 
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Mr. Simon. Let me get one picture at a time. When did you 
finish—— 

Mr. Marrin. Senator, in fairness from that same sheet could we 
bring out—— 

Senator Bennerr. We will come into St. Louis before we leave it. 

Mr. Stuon. When did you finish Claiborne Towers? 

Mr. Karriow. January or February of 1952, sir. I think the first 
one was finished in November; the first building, and the second build- 
ing finished in January, if my recollection is correct. 

Mr. Simon. Prior to October 31, 1952, did you have any other build- 
ing than these three FHA projects, and the Dillard University 
project 

Senator Bennetr. Between—— 

Mr. Stwon. Between the time Shelby Construction Co. was incor- 
porated in New Orleans and October 31, 1952? 

Mr. Karetow. Yes, sir. We built some commercial buildings here 
in New Orleans. 

Mr. Stmon. Will you tell us what they were? 

Mr. Kareiow. We built a building for the Warehouse Investment 
Co. 

Mr. Stwon. Where was that? 

Mr. Kapretow. It is on Bienville Street, I think here. 

Mr. Srwon. What was the amount of the contract ? 

Mr. Kareiow. It was a cost plus job of approximately $600,000. 

Mr. Srmmon. What was the plus? 

Mr. Kapeiow. Six percent. 

Mr. Son. What did that amount to? 

Mr. Karreiow. I don’t remember offhand. It is 6 percent of $600,000, 
$36,000. 

Mr. Stmon. And, of course, that wasn’t all profit. You had some 
overhead there, I take it? 

Mr. Kareriow. Yes. 

Mr. Stwon. What else did you build? 

Mr. Karretow. We built the Worth Building here in New Orleans. 

Mr. Stmon. Was that finished before October 31, 1952? 

Mr. Karretow. I don’t remember. I don’t think so. 

Mr. Srwon. I would like to know the buildings that were finished 
before October 3, 1952. 

Mr. Kaprvow. It was under construction at the time. I don’t know 
whether it was finished or not. 

Mr. Sron. You don’t make a profit on it until the building is 
finished; do you? 

Mr. Kornman. That is right. 

Mr. Kaprevow. I think it was finished. 

Mr. Staon. What was the amount of that building? 

Mr. Kapevow. I think it was around $1 million. Iam not sure. 

Mr. Stuon. What was your profit on that ? 

Mr. Kareirow. That was a cost plus. That was also a 6-percent 
job, about $60,000. 

Mr. Stuon. What else did you finish before that ? 

Mr. Kare.ow. I don’t recall any other, sir. 

Mr. Stwon. You don’t recall any others? 

Mr. Karrtow. Not offhand. 
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Mr. Stuon. This Dillar job, going back to it, you said was about 
$900,000 8 

Mr. Kaprtow. Yes, sir. 

Mr. Srwon. What was your profit on that? 

Mr. Karriow. I say to the best of my knowledge, it was around 
$900,000. I think we made about $100,000 on that job. 

Mr. Stwon. About 12 percent; is that right? 

Mr. Karetow. I think so. 

Mr. Sraon. On these 3 jobs that you did prior to October 31, 1952, 
you have $196,000 over your costs. How much overhead did you have 
on these three projects? Or did you charge all the overhead during 
this period to the FHA projects ? 

Mr. Karetow. No, sir. We apportioned overhead. We didn’t 
proportion overhead on our books at all. We proportioned it for the 
benefit of the FHA as fairly as we knew how. 

Mr. Stwon. One hundred and ninety-six thousand dollars on these 
three projects. How much of that is overhead ? 

Mr. Kornman. It looks like around $43,000, October 31, 1950. 

Mr. Kapretow. In October 31, 1951, we charged other than those 
projects $127,000 worth of overhead to other work. 

Mr. Stwon. Would we 

Mr. Kaprevow. In 1950 we charged $43,000 worth of overhead to 
other work. 

Mr. Stmon. So your overhead charged to other work more than 
exceeded your total profit on these three jobs ? 

Mr. Kornman. No. 

Mr. Martin. Six percent. after overhead. 

Mr. Srwon. Let us go back and do it another way. 

Senator Bennert. This is an interesting point. They were paid 
their overhead as part of the cost and got 6 percent for profit. 

Mr. Karrtow. That is right. 

Mr. Srvon. In addition to the overhead ? 

Mr. Karetow. That is right. 

Mr. Sruon. The $196,000 is all profit on these jobs? 

Mr. Karetow. I think so. I am not too sure. 

Mr. Stmon. I have before me a financial statement of Shelby Con- 
struction Co. dated October 31, 1952, which shows the common stock 
at $100,000, and it shows the earned surplus at $5,502,442. 

Mr. Martin. Mr. Chairman 

Mr. Srvon. Is there any part of that earned surplus the five and 
a half million other than the $196,000 you have just testified to that 
didn’t come out of the FHA jobs? 

Mr. Martrn. Senator, could I request that Mr. Kornman, the 
comptroller and treasurer, be allowed to answer this question? As I 
understand it, about $3 million of that value or some large amount 
of that value represents investments in securities; in other words, 
stock in the section 608 corporations 

Mr. Stuon. Mr. Martin, it is customary to have the witness testify. 

Mr. Martin. I am asking’ for the privilege to have the man who 
answers the questions 

Mr. Simon. If the witness doesn’t know he can just say so. 

Mr. Karetow. I would prefer to have Mr. Kornman answer that 
question. 
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Mr. Srmon. My question to you is whether any part of this $514 
million of earned surplus came from any other source than the FHA 
project other than the $196,000 that you just testified to? 

Mr. Karriow. I don’t know. I would like to have Mr. Kornman 
answer that question, 

Senator Bennetr. Did the Shelby Construction Co. engage in any 
business other than the construction of the FHA projects and the 
three other projects during the period from its inception ? 

Mr. Kapetow. Yes, sir. 

Mr. Simon. What other business ? 

Mr. Karentow. We bought and sold real estate. 

Mr. Simon. What real estate did vou buy, and where was it? 

Mr. Martin. Senator, could Mr. Kornman answer the question ¢ 

Senator Bennerr. Mr. Kornman has not been sworn. 

Mr. Martin. He is willing to be, sir. 

Mr. Karerow. Mr. Simon, and Senator, let me answer this way. I 
am not familiar enough with the dates and the happenings of cer- 

tuin events to tell you what was included in that statement, and what 
wasn’t, as a result I will have to say I don’t know. 

Mr. Simon. Let us go to your personal situation 

Mr. Martin. Mr. Kornman—— 

Senator Bennetr. We will probably come to Mr. Kornman after 
we get through. 

Mr. Marvin. Thank you. 

Mr. Simon. When you came down here, in 1947, that FHA balance 
sheet thet vou gave FHA shows you were worth $298,000: is that 

right / 

Mr. Kare.ow. That is approximately right, sir. 

Mr. Stmon. And Mr. Leader was worth the same amount; wasn’t 

he? 

Mr. Karretow. Yes, sir: conservatively we think that is right. 

Mr. Stwon. As a matter of fact, when you talked about it being 
conservative that included your life insurance, your automobile, and 
your household furniture, and everything else: didn’t it? 

Mr. Karrnow. That included a lot of projects that were under 
construction at that particular om that were subsequently liquidated 
within a very short period. In other words, they were housing jobs. 

Mr. Sruon. It included everything, even your life insurance, auto- 
mobile. and household furniture ? 

Mr. Karetow. Yes, sir. 

Mr. Simon. On April 2, 1948, you and Mr. Leader presented a joint 
statement that showed vou were worth $708,000; is that right? 

Mr. KaprrEvow. Yes, sir. 

Mr. Simon. In the years 1949, 1950, 1951, and 1952 vou showed total 
income, other than salaries—you showed total income through 1952, 

other than salaries, of about $28,000; is that right 4 

Mr. Karrenow. No.sir. Where did I show that? 

Mr. Simon. In your income-tax return, 

lam talking about his personal income tax, not the company’s. 

Mr. Marri. Mr. Kornman ean give that. 

Mr. Simon. In this period of time—I want to correct the figure I 
gave before—it 1s $110,443, 

Mr. KareLow. What is that figure, sir? 
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Mr. Marrin. Senator, those capital gains are accounted in the 
return. 

Senator Bennerr. This does not include capital gains. We have 
the « capiti al-gains figures, as well. 

Mr. Simon. Your capital gains, total capital-gains figures in that 
4-year period, were about $28,000 to 829,000, 

Mr. Karriow. I don’t reeall, sir. 

Mr. Simon. Do you recall of any other capital gains you had in 
your 4-year period I mentioned 4 

Mr. Karetow. I don’t even recall now. I would have to look at the 
returns and check them. 

Mr. Simon. What were your salaries in 1949 4 

Mr. Karriow. I had a salary sheet. 

Salary, from 1948 through 1952, was $148,000, sir. 

Mr. Simon. $148,000 in the 4-year period for you? 

Mr. Karrenow. From 1948 through 1952; ves, sir. 

Mr. Marrin. That is 5 years. 

Mr. Simon, Ww hat were your long-term capital gains in that period 4 

Mr. Karvetow. I don’t know, sir. 

Mr. Simon. Did you have any? 

Mr. Kapriow. Mr. Kornman kept all those records. I frankly don’t 
remember. 

M. Simon. I show you a balance sheet of your own, dated Dec e ember 
31. 1951, which shows that on that date you had a net worth of $3,556, 
580. Task you if that is accurate. 

Mr. Karriow. I would have no way of knowing at this time, sir. 

Mr. Simon. Did you furnish that statement / 

Mr. Martin. May the reeord show that is a Dun & Bradstreet 
statement ¢ 

Mr. Simon. It isaDun & Bradstreet statement. 

Senator Bennerr. Dun & Bradstreet cannot get any such statement 
unless it is furnished by the man to whom they apply for information. 

Mr. Martin. I note it shows the book value of the Shelby Con- 
struction Co., Inc., stock is $2,350,000, Senator, and not $5 million. 

Mr. Kareiow. That is my h alf, 

Mr. Martin. That is his half. Pardon me. 

Mr. Kaprrtow. Mr. Kornman tells me this is probably—we are not 
sure—made up on a market-value basis rather than on a cost basis. 

Mr. Simon. Were those your assets / 

Mr. Kapriow. At a market value, probably. We haven’t had : 
chance to study the statement to find out, but it is probably wid 
they were worth ona market value. 

Mr. Simon. You show in here the book value of your stock in Shelby 
$2,350,000; is that right ? 

Senator Bennerr. Is that market or book? 
Mr. Kornman. That is book. 

Senator Bennerr, That is book. 

Mr. Simon. That is book value; is that right ? 
Mr. Karetow. I don’t know. 

Mr. Simon. Is thisstatement wrong? 

Mr. Karevtow. I don't know, sir. 

Mr. Simon. Do you know who prepared it / 
Mr. Kaprtow. I don’t know, sir. 
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Mr. Srmon. Do you know whether you authorized giving this to 
Dun & Bradstreet ? 

Mr. Kaprziow. I don’t remember, sir. I would have to go back to 
my files and check it. That has been a long time back. 

Mr. Stmon. Your investment in Shelby Construction Co., was about 
$45,000; is that right? 

Senator Bennett. Originally. 

Mr. Kaprevow. Originally, I think that is correct. 

Mr. Simon. That is the only investment you ever made in Shelby, 
isn’t it? 

Mr. Karerow. Other than loans, an’ ‘-ersonal guaranties, which 
were substantial. 

Mr. Srmon. The only investment you ever made was $45,000; isn’t 
that right? 

Mr. Karevow. I think that is correct. 

Mr. Simon. And that was in the fall of 1947; is that not right? 

Mr. Karetow. Yes, sir. 

Mr. Suwon. And did you on December 31, 1951, tell Dun & Brad- 
street that the book value of your interest in Shelby was $2,350,000? 

Mr. Karerow. I do not remember, sir, and do not know at this time. 

Mr. Simon. Is this an inaccurate statement? 

Mr. Karretow. I couldn’t tell you, sir. 

Mr. Srmon. Now, you said a minute ago that your salary from 
Shelby in the 4 years of 1949 through 1952 was $148,000 ? 

Mr. Karetow. 1948 through 1952 was $148,000; yes, sir. 

Mr. Srmon. That was your salary from Shelby ? 

Mr. Karrtow. Yes, sir. 

Mr. Stmon. How much was your salary from Shelby in the calendar 
year 1949? 

Mr. Kaprtow. It covered a 2-year period because I didn’t draw a 
salary in 1948, of $52,500. 

Mr. Smon. How much did they actually give you in the year 
1949? 

Mr. Kapetow. I don’t remember. 

Mr. Stmon. Your income-tax return showed that Shelby gave you 
$35,000 in 1949. But the records you have given us show $52,500. Do 
you have any explanation of the difference? 

Mr. Karetow. No, sir. 

Mr. Marrin. Mr. Kornman can explain. I believe these salaries 
are for Shelby and all of its subsidiaries; is that correct, Alec? 

Mr. Kornman. I couldn’t make an explanation without the record. 

Senator Bennerr. I think we must have an answer that Mr. 
Kapelow does not know the reason at this point. 

Mr. Karetow. That is correct ; I don’t know. 

Senator Bennerr. What was the salary that you received from 
Shelby in 1950? 

Mr. Karrrow. $35,500, so it says here. 

Mr. Stmon. Do you know ? 

Mr. Karetow. Not definitely; no, sir. 

Mr. Stuon. Do you know what the salary was in 1951? 

Mr. Karerow. It shows $36.000, and $24,000 in 1952. 

Mr. Simon. Do you know whether that is right ? 

Mr. Karerow. Of my personal knowledge; no, sir. I didn’t add 
them up myself. 
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Mr. Simon. Did you have any other income since 1947 other than 
the Shelby interest / 

Mr. Martin. Salaries? 

Mr. Karetow. We liquidated a number of companies that we owned 
other than Shelby; yes, sir. 

Senator Bennet. We are not talking about capital gains; which 
would represent income on liquidation. We are talking about current 
income for services rendered. 

Mr. Kaprtow. Current income; yes, sir. We had some rentals. 
We had rental property. 

Senator Bennett. Does that rental property belong to you person- 
ally, or did it belong to Shelby ? 

Mr. Karenow. It belonged to a partnership of which I was a 
member. 

Mr. Stuon. What is the Park Terrace, Inc. ? 

Mr. Kaprretow. Park Terrace, Inc., is one of the Parkchester cor- 
porations, I think. 

Mr. Stmon. You got a salary out of that, too, didn’t you? 

Mr. Karerow. Not that I recall, sir. 

Mr. Stmon. Did you get $6,000 in 1949? 

Mr. Kaprrow. Originally we started to pay the officers’ salaries, 
and we decided that the corporation couldn't afford it and was 
reimbursed. 

Mr. Stwon. Did you get a total of $18,750 in salaries from these 
subsidiaries in 1949? 

Mr. Karetow. Not to my recollection, sir. 

Mr. Stmon. You paid an income tax on it. 

Mr. Kapetow. Just a second, sir. 

Mr. Kornman tells me we started out to take a salary on these 
corporations, and later on found out these corporations couldn’t afford 
to pay our salaries, and we reimbursed the total amount of these 
salaries to the corpor ations, sir. 

Mr. Stwon. So you didn’t have that income; is that right? 

Mr. Karrrow. I would rather let Mr. Kornman give you the expla- 
nation of that because, frankly, I don’t know, sir. “T wasn’t aware of 
any salary because I knew that later on we canceled those out. 

Mr. Simon. Going back to this overhead, we have deducted from 
the income from the mortgage proceeds, did Shelby build two houses 
for you? 

Mr. Kapetow. Shelby built one house, which I occupied when I first 
came to New Orleans. I was here about 15 months and I left, approxi- 
mately 15 months—I don’t remember the exact amount, and IT had to 
move my family to St. Louis, and Shelby subsequently sold that house. 

Mr. Stmon. Shelby paid for building it? 

Mr. Karrrow. Yes, sir: and it derived the proceeds from the sale, 
and it put a mortgage on the house. 

Mr. Stwon. Did you pay rent during the time you lived there ? 

Mr. Kaperow. No, sir. 

Mr. Stuon. Did you pay the interest on the mortgage? 

Mr. Karrrow. No, sir. Idon’tthinkso. Iam not sure. 

Senator Bennetr. Did you report the equivalent value of the rent 
and interest on your income-tax return ? 

Mr. Karetow. Shelby made some rather extraordinary demands on 
me in that at a very short notice I had to pick up and move my family 
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from the place to place, for the interest of Shelby, and it was rather 
expensive just to keep moving around, and I felt like that was a 
mighty small remuneration for what I was doing. 

Mr. Simon. Did Shelby build a second house for you later ? 

Mr. Karetow. Yes, sir. 

We even furnish houses and living quarters for our superintendents 
when we move them from job to job for short durations. 

Mr. Simon. Did Shelby build a second house for you ? 

Mr. Karrrow. I built that house myself. 

Mr. Simon. Did you personally pay the costs of building it ? 

Mr. Karrrow. No,sir. They were paid through Shelby. 

Mr. SIMON. Why do you distinguish and say Shelby didn’t build 
that one? 

Mr. Kare.ow. I suppose there shouldn't be a distinction there. 

Mr. Stuon. Shelby built it? 

Mr. Karerow. Allright, if you want to put it that way. 

Mr. Simon. They paid the costs ¢ 

Mr. Karrtow. They paid the cost temporarily. 

Mr. Simon. Well 

Mr. Karrerow. They charged it to my account. 

Mr. Simon. They charged it to your account 4 

Mr. Kapriow. Yes, sir. 

Mr. Simon. What was the cost of that house ? 

Mr. Karerow. What has that got to do with the section 608 inves: 
tigation / 

Mr. Simon. I will be very glad to tell you what it has to do. 

Mr. Martin. He thinks it is person: ul, but I think it is proper. He 

vill answer the question. 

Go ahead. 

Mr. Kaprtow. I think it is $351,000. That is what 1s shown in the 
books. 

Mr. Sruon. Did you charge any overhead to that project ? 

Mr. Karetow. No, sir. 

Mr. Stmon. Did you charge any of these officers’ salaries to that 
project ¢ 

Mr. Karrtow. No, sir. 

Mr. Sron. No overhead at all got charged to that project; is that 
right ? 

Mr. Karr.tow. That is correct. I did most of the supervision my- 
self. In fact, I think I did all the supervision myself. 

Mr. Siaon. What I don’t quite understand is, you owned the Park- 
chester properties, too, didn’t you? 

Mr. Karriow. Not personally. 

Mr. Simon. You owned the stock in the corporation that owned 
them ¢ 

Mr. Karretow. I owned part of the stock in the corporation that 
owned are but I personally handled the details of my own home, 
where I didn’t personally do all the work on the Shelby job. 

Mr. Stwon. But I can’t understand why—— 

Mr. Karrtow. I merely billed the cost of that house through Shelby. 
iy a convenience, and then paid it back. 

Mr. Simon. [ don’t understand why, if you and Leader owned the 
Parkchester houses, you would pay yourself a couple of hundred thou- 
sand dollars—about $175,000 you and Leader paid yourselves, and 
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charged against the Parkchester job, but then you built a house and 
you didn’t ch: arge any salary or overhead against that house. 

Mr. Kaprnow. re I should have. 

Senator Bennurr. Was any comparable service rendered for Mr. 
Leader? 

Mr. Karetow. For what, do you mean, sir? 

Senator Bennerr. Did you build Leader a house ? 

Mr, Kaprretow. I didn’t personally; no, sir. 

Senator Benner. Did the company build Leader a house ? 

Mr. Karrtow. No, sir. He purchased a home. 

Mr. Simon. You bought out Emile Bluestein for $315,000; is that 
right? 

Mr. Karentow. I think that is the figure. 

Mr. Stmon. Do you know? 

Mr. Karretow. No, sir. Do you have the contract? 

Mr. Kornman. Yes. 

Mr. Simon. His investment was $10,000 in 1947? 

Mr. Karretow. Yes, sir. 

Mr. Stwon. You bought him out in 1952, was it? 

Mr. Kaprrow. I think so. 

Mr. Simon. For $315,000? 

Mr. Kaprtvow. That sounds right. 

Mr. Simon. A certain amount cash and the balance over a period of 
time ? 

Mr. Kareiow. Yes, sir. 

Mr. Simon. Who furnished the $315,000 ? 

Mr. Karetow. To buy him out? 

Mr. Simon. Yes. 

Mr. Karpretow. Payments were made at different times. 

Mr. Simon. Whose cash was it? Was it yours or was it Shelby’s? 

Mr. Karetow. It eventually was mine. At that particular moment, 
whether I borrowed the money from Shelby to pay him, I am not 
sure, but I do know this: That if I owed the company any money I paid 
it back. 

Mr. Stmon. Do you know who furnished the $315,000 to buy out 
Bluestein ? 

Mr. Karrtow. No, sir. 

Mr. Stmon. Going to Claiborne Towers, you are familiar with the 
building, are you 4 

Mr. Karertow. Yes, sir. 

Mr. Simon. How many buildings are there? 

Mr. Karrtow. There are two buildings. 

Mr. Simon. Are they separate buildings? 

Mr. Kaprtow. Yes, sir. 

Mr. Stwon. How far apart are they? 

Mr. Karrrow. They are joined by a party wall, similar to a row- 
type house. 

Mr. Stmon. Is there a party wall in existence? 

Mr. Karevow. A portion of it. 

Mr. Simon. What do vou mean by that, that there are some rooms 
that have walls in them? 

Mr. Karenow. Some parts of it have a party wall. 
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Mr. Simon. Mr. Kapelow, have vou ever looked at the exterior of 
the building? 

Mr. Karetow. Many times, sir. 

Mr. Simon. How many buildings are there on the exterior ? 

Mr. Kapetow. From appearance it looks like one building, but 
actually there are two buildings. 

Mr. Stmon. If you were to take a knife and cut the building down 
in the dividing line would you have to cut — other brick in half? 

Mr. Karetow. There is a party wall. Under the laws of Loui- 
siana 

Mr. Stwon. Wait minute. 

Mr. Karetow. Party walls are allowed. 

Mr. Simon. Answer my question. I am talking about the external 
brick wall. If you were to take a knife and go down the dividing line 
would you have to cut every other brick in half? 

Mr. Karetow. I think if you had to theoretically do that, but there 
is a party wall statute in Louisiana where you are allowed to overlap 
bricks. 

Mr. Martin. Isn’t this a question of law ? 

Senator Bennerr. No. This is a — of the actual physical 
facts of the building, and I think Mr. Simon’s question is perfectly 
reasonable. 

Mr. Martin. Senator, could he answer as to what that party wall 
consists of ? 

Senator Bennerr. He didn’t ask about a party wall. He asked 
about the front wall of the building. To me that is not a party wall. 
That is the front wall of the building, and in case you have forgotten, 
Mr. Kapelow, my own memory was—I went yesterday and examined 
it. There is no indication from the outside that there are two buildings. 

Mr. Karevow. I will grant you that. 

Senator Bennerr. If you were to separate them you would have 
to destroy the brick work at the point of separation, or as Mr. Simon 
says, you would have to cut every other brick in half. 

Mr. Srvon. Is that right, Mr. Kapelow? 

Mr. Karriow. Yes, sir; but that is no different from any other party 
wall. 

Mr. Stwon. I didn’t ask you that. 

Mr. Karetow. I answered your question “Yes,” sir. 

Mr. Simon. The bricks were laid over lapping each other? 

Mr. Karriow. Yes, sir: they are laid in a regular bond. From 
appearances it is one building. In actuality, there is two buildings. 

Mr. Simon. The outer wall Iam talking about. Isn't it in actuality 
one building? , 

Mr. Kaprrow. From appearance only. 

Mr. Siwon. Let us test that. Forgetting the inside of the building, 
and just the outside, how many w: alls does each building have? 

Mr. Karrrow. Each building has, from the outside, each building 
would have three walls. 

Mr. Simon. And no fourth wall; is that right ? 

Mr. Karretow. Partial fourth wall. 

Mr. Simon. By a p tial fourth wall, you mean the plaster between 
rooms; is that right ? 

Mr. Karriow. No, sir; separating the first stairs, there is a party 
wall also, over a portion of the dividing, on the party-line wall. 
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Mr. Simon. What portion of the area between the two buildings does 
that cover ¢ 

Mr. Karezow. I didn’t figure it out percentagewise, but there are a 
lot of—in square feet, the building is probably——— 

Senator Bennett. I should stop you at this point and tell you you 
told us earlier you didn’t figure in square feet. 

Mr. Martin. Estimating. 

Mr. Karetow. I am figuring square-foot area, not square-foot cost. 

Senator Bennerr. You can’t figure cost without figuring square 
feet of area, and are you figuring square feet or cubic feet? 

Mr. Karetow. No, sir. I am not speaking of square foot of cost, 
I am speaking of the number of square feet of building that is divided 
in actual dimensions of approximately 180 feet tall, by 200 feet deep. 
You have probably got 36,000, if my figure is correct, square feet of 
actual separating area, and I would say a very large proportion of that 
is separated by party wall. 

Mr. Simon. How much of it? 

Mr. Karetow. I haven't figured it out. 

Mr. Stmon. Ten percent or ninety percent ? 

Mr. Karetow. I would guess way over 50. 

Mr. Simon. Over 50? 

Mr. Karetow. With beams, columns, and existing party walls. 

Mr. Simon. Is that a brick party wall or plaster ? 

Mr. Kapretow. Some places it is brick, some places steel and concrete 
in the form of beams and columns. 

Mr. Stmon. Is there a hall on every floor going from one building 
to the other ? 

Mr. Karevow. It is open right now by agreement between the two 
builders. 

Mr. Srmon. Is there one lobby for the entire building ? 

Mr. Karetow. There are actually two lobbies and a wall could be 
built right down the middle and the two lobbies would function 
separately. 

Mr. Srwon. If you build a wall down the middle you would build 
a wall right through the middle of the entrance, wouldn’t you? 

Mr. Karertow. It was purposely planned that way. 

Mr. Simon. You would build the wall right through the middle of 
the entrance ¢ ; 

Mr. Karetow. You would have two entrances then. 

Mr. Simon. Could you answer the question ? 

Mr. Karetow. Yes, sir. Then you would have two entrances. 

Mr. Simon. You filed your application for Claiborne Towers with 
the local FHA office ? 

Mr. Martin. Senator, I know you are very much interested in why 
these are two separate buildings. Could he tell you why ? 

Senator Bennetr. We have seen other evidences of the same kind 
of an arrangement which evades the basic principle, or one of the 
basic rules under which FHA section 608 mortgages were granted, 
and he is not the only one who has done it. 

Mr. Martix. Senator, before saying he has evaded could you per- 
mit him to state that there are separate elevators, separate heating 
units, air-conditioning units? I think it may be completely different 
from that that vou have in mind. 
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Senator Bennerr. We will accept in the record that there are these 
separate entities, but— 

Mr. Marrin. So if a wall were put down in the middle there each 
building could operate tomorrow separately and independently of 
the others. 

Mr. Simon. Mr. Kapelow, how much would it cost to build a wall 
separating these 2 buildings and leaving a 1-inch space between the 
2 walls? 

Mr. Karerow. You would not have to leave the 1-inch space. 

Mr. Simon. I didn’t ask you that. 

Mr. Karerow. I didn't figure it that way. 

Mr. Simon. Do you think you could build it for a quarter of a 
million dollars, build two walls an inch apart separating the 
buildings ? 

Mr. Kaprrow. With a space between or tear down the party wall? 
I don’t understand. 

Mr. Simon. If you were to separate the 2 buildings and give each 1 
of them a brick fourth wall an inch apart, what would that cost? 

Mr. Karrrow. If vou had to tear down the middle section of the 
building today, IT have no idea but there is no difference 

Mr. Simon. You couldn't do it for it for a quarter of a million? 

Mr. Karetow. This is no different from a row-type project in which 
FHA will insure separate mortgages. 

Mr. Simon. Did you not know the Congress provided no mortgage 
should be more than $5 million ? 

Mr. Karrrow. It is not. They are four million six each. 

Mr. Simon. Wasn't all of this a subterfuge to get a $10 million 
mortgage ¢ 

Mr. Karrrow. No, sir. 

Mr. Simon. And comply with the law? 

Mr. Karrnow. No, sir. 

Mr. Marvin. Tell him about one being finished, please. 

Mr. Karrtow. One was finished 8 or 4 months before the other, 
and operating independent of the other. We were still building on 
the second building. The mortgage was purchased by the mortgage 
company on the first building while the second building was still 
under construction, a separate, complete entity. The New York Life 
Insurance Co, purchased that mortgage after advice of their legal 
staff that they were two separtae buildings, and the architectural staff. 

Mr. Simon. You filed your application here with the FHA office. 
Did they approve it ? 

Mr. Karrrow. T think so. 

Mr. Simon. You think they did? 

Mr. Karriow. I didn’t personally handle it. I think so. 

Mr. Simon. Do you know whether they did? 

Mr. Karrrow. I know that the application before it was approved 
was sent to Washington for approval. 

Mr. Simon. My question is whether the local FHA office ap- 
proved it. 

Mr. Kaprrow. Thev told me thev approved it finally. 

Mr. Simon. Who told vou that / 

Mr. Karevow. The director. 

Mr. Simon. Was that before you went to Washington, or afterward 7 
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Mr. Karevow. It was a much later date. I didn’t question before 
that. 

Mr. Simon. Isn’t the reason you went to Washington that the local 
FHA office refused to approve it 4 

Mr. Karreiow. The local FILA office—— 

Mr. Simon. Just answer my question. Is the reason you went to 
Washington because the local FHA office refused to approve it / 

Mr. Karetow. To the best of my recollection, I don't think so. 

Mr. Simon. Why did you go to Washington, then / 

Mr. Karetow. In trying to recall the problem, I seem to remember 
that the local director said that he didn’t feel like his staff was quali- 
fied to undertake the evaluation of such a large building, and as a 
result he would prefer to pass it on to W ashington for their decision. 

Mr. Simon. Isn't it true, then, that he did refuse to approve it, re- 
gardless of the reason why he did refuse to approve it ¢ 

Mr. Karevow. If you want to put it that way. 

Mr. Martin. That is no refusal, Mr. Simon. Tell him about 
later on, 

Mr. Simon. Then you went to Washington and you spent how long 
in Washington ? 

Mr. Karvenow. I don’t know, sir. I know the architectural section 
of FHA, and the architectural section of the New York Life Insurance 
Co., which we presented these plans to, then went about criticizing our 
design of the building, and they completely revised. 

Mr. Srvon. Can you just answer my questions, Mr. Kapelow? 

Mr. Karenow. You asked me how long we spent in Washington. 
I was telling you what we were doing in Washington. 

Senator Bennerr. We didn’t know what you were doing. 

Mr. Karretrow. Probably several weeks. 

Mr. Simon. Was it about 3 weeks? 

Mr. Karr.ow. I think so. I am not sure. They were redrawing 
plans, the reason it took so long. 

Mr. Simon. Who in Washington approved the plans for the build- 
ing. What man? 

Mr. Karrevow. I don’t know, sir, for a fact. 

Mr. Simon. You don’t know? 

Mr. Kapretow. For a fact, I don’t. I understand Clyde Powell 
iinally approved it. 

Mr. Simon. Yes, Clyde Powell approved them, didn’t he? 

Mr. Karenow. Yes: L think he approves all large structures; doesn’t 
he? 

Mr. Staton. IT show you a memorandum dated October 12, 1949, from 
Clyde Powell to Curt C. Mark, Assistant Commissioner for Under- 
writing. It is entitled “Subject : Suggested Revisions of Clairborne 
Powers, New Orleans, La.” The first paragraph reads: 

Attached is a copy of the plan that has been worked out for this project by my 
office and the sponsor's architect. 

Can you tell me why Clyde Powell was telling the Underwriting 
Commissioner that his office and: your architect had worked out these 
plans ¢ 

Mr. Karretow. IT have no idea why he wrote the letter. We do know 
he worked with the architectural staff, at least some of our staff did. 
Mr. Bluestein primarily worked with the architectural stail, for sev- 
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eral weeks, revising the building, according to the desires of the Wash- 
ington are Jhitectural staff of FHA. I suppose they recommended back 
to Clyde Powell who then wrote the letter, because he goes on further 
to explain about the courts are now of a suflicient size to meet the 
requirements, and so forth. 

Mr. Simon. Mr. Kapelow, you have charged against the Claiborne 
project $40,411 for travel. liow much of that was incurred during 
this 3-week period ¢ 

Mr. Kareitow. I have no idea, sir. 

Mr. Simon. Will your records show ¢ 

Mr. Karetow. | would be willing to say, although I don’t know 
personally, but I would be willing to say not one penny of it went to 
Clyde Powell. 

Mr. Simon. You don’t know that personally. Why did you add 
that 

Mr. Karrtow. Because I know that you have asked me before if I 
had ever any dealings with Clyde Powell. 

Mr. Suton. Why did you add when you said not a peeny of this 
went to Clyde Powell that you don’t know it personally ? 

Mr. Karevow. I wasn’t there, but Mr. Bluestein—— 

Mr. Stmon. Weren't where ? 

Mr. Kapretow. I wasn’t in Washington for this occasion. 

Mr. Simon. Were you there during any of this 3-week period? 

Mr. Karevow. No. 

Mr. Simon. None at all? 

Mr. Karretow. No, sir. 

Mr. Simon. Who represented your company there ? 

Mr. Karriow. Mr. Bluestein, I think, was there primarily. 

Mr. Spon. Is he the one that dealt with Mr. Powell? 

Mr. Karevow. I think he and Mr. Leader did. Mr. Leader testi- 
fied, I think, in our executive session, what experience he had with 
Clyde Powell. 

Mr. Stuon. I am intrigued by the extent to which Mr. Powell had 
a personal interest here. In December of 1953 did your company 
enter into an agreement with Powell? You sold it by 1953, had you? 
Were you still in there in December 1953 ? 

Mr. Karetow. No, sir. We had sold it. 

Mr. Sruon. Did you know that in December 1953 Powell entered 
into an agreement permitting them to charge double the rents during 
a 6-month period ¢ 

Mr. Karrtow. | heard about it a few months ago. 

Mr. Martin. When did you sell it? 

Mr. Karrtow. We sold it in the spring of 1953. 

Mr. Kornman. March 1952. 

Mr. Sr1on. The first monthly payments of principal and interest 
to the replacement. fund were due on October 1, 1951; is that right? 
Mr. Kareiow. It sounds right. 

Mr. Srwon. Did you get three extensions from Mr. Powell? 

Mr. Karrow. It took longer to build the building. I don’t think 
they were gotten from Mr. Powell. They were gotten from the local 
oflice. 

Mr. Srron. ~ you certain they weren't given by Mr. Powell ? 

Mr. Karerow. I don’t know. All our dealings were with the local 
office to the best of my knowledge. I have testified about my relation- 





ship v 
ship, 
desk 4 
Mr. 
Mr. 
ion ol 
Mr 
ment 
S160, 
Mr 
Mr 
sel 
Weh 
Th 
conti 
sched 
don’t 
in re 
(MN 


the s 


Se 
Mi 
M 
Mr. ¢ 
Se 
we a 
tion 
M 
neitl 
Se 
M 
anyt 
ion. 
M 
Se 
M 
M 
ente 
mon 


M 
M 
M 
M 
mat 
if t! 
N 
tos 
our 
mel 
rect 
any 





Vash- 
back 
rther 
t the 


porne 
wring 


KNOW 
nt to 


add 
» if I 


this 


‘iod 2 


esti- 
with 


had 
any 
you? 


ered 
ring 


rest 
rht ? 


ink 


ocal 


ocal 


ion- 


FHA INVESTIGATION 1815 


ship with Mr. Powell and Mr. Leader has testified about his relation- 
ship, and I think on each occasion we have seen him once across the 
desk for a couple of minutes’ duration. 

Mr. Simon. He certainly had a lot to do with this project. 

Mr. Karetow. We have never spent one cent in any shape or fash- 
ion on Powell in any way. 

Mr. Sion. We would like to have you explain where the entertain- 
ment money of $37,000 went and the travel of $120,000, or a total of 
= for entertainment and travel. 

* Karetow. I would be glad to get those figures for you, sir. 

Mr Sron. We would be very happy to have them. 

Senator Bennerr. Gentlemen, it is obvious that we are not through. 
We have already run 30 minutes past our usual pattern. 

This hearing will be recessed at this point until 2 p. m. and we will 
continue our discussion with Mr. Kapelow. Other witnesses who were 
scheduled for this morning should be available this afternoon. I 
don’t know how much longer this discussion will take, so we are now 
in recess until 2 o'clock this afternoon. 

(Whereupon, at 12:28 p. m., the committee recessed until 2 p. m. of 
the same day.) 


AFTERNOON SESSION 


Senator Bennerr. Are you ready ? 

Mr. Martin. Yes, sir, Senator. 

Mr. Kapelow would like to make a definite clear statement about 
Mr. Clyde Powell, if he could be permitted to. 

Senator Bennerr. On the same basis as the earlier ruling, before 
we are finished he will be permitted to make that statement in addi- 
tion to the one he wants to read into the record. 

Mr. Martin. This is just a direct unequivocal answer by him that 
neither 

Senator Bennerr. Would you ask him the question 

Mr. Martin. Nor anybody in his company ever paid Clyde Powell 
anything, never entertained him in any manner, form, shape, or fash- 
ion. He will so answer under oath. 

Mr. Stwon. Mr. Kapelow—— 

Senator Bennerr. Would you like to ask that ? 

Mr. Srwon. I was going to ask him. 

Mr. Kapelow, did any part of the $37,840 which you charged up to 
entertainment go for entertaining Mr. Powell or as payment of any 
money to him? 

Mr. Karrerow. We want to state here now and for the record—— 

Mr. Srmon. My question is, Whether any part of the $37,840-—— 

Mr. Karetow. No, sir; but I would like to qualify that, sir. 

Mr. Martin. Senator, these questions are more than just—this is a 
matter that might break or bankrupt these companies in their business 
if they are not permitted to fairly answer the question. 

Mr. Karetow. I want to qualify the question and say we would like 
to state that at no time have we ever entertained Mr. Powell, none of 
our employees have ever entertained him, and none of our entertain- 
ment fund in any way was used in his behalf, either directly or indi- 
rectly. Nothing of any type has been given to him on any occasion for 
any entertainment, or any entert: \inment furnished by myself or any 
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of our employees. I have carefully checked this point and want to 
state for the record whatever documents were signed by Mr. Powell 
must have been because he was head of the department, and they had 
to bear his signature in the normal discharge of his duties. 

Mr. Simon. Did any part of the $120,906 for traveling go for moneys 
paid to Mr. Powell 4 

Mr. Karrtrow. No money of any type went to Mr. Powell from our 
company, e ‘ither directly or indirectly, to our knowle dge. 

Mr. Srwonx. When did you start the construction of the St. Louis 
projec t¢ 

Mr. Karrirow. April 11, 1950, sir. 

Mr. Simon. When was it finished ? 

Mr. Karetow. I think it was November of 1951, s 

Mr. Spon. When? 

Mr. Karetow. November of 1951, I think, sir 

Mr. Suwon. November 1951 ¢ 

Mr. Kaprritow. Yes, sir. 

Senator Bennerr. At this poimt, it seems to me I remember that 
when you we re ql uestioning them about a date, which was October 31, 
1952. the testi mony Was that the St. Louis project Was not finished by 
that time. I could be mistaken, but that is my memory of the testi- 
mony this morning. 

Mr. Simon. In 3 any event, I take it he is not testifying that prior to 
October 31, 1952. the St. Louis project was finished; is that right ? 

Mr. Marrin. if the date is material, we will get the exact date. 

Mr. Sruon. If he says it was finished November 1951—— 

Mr. Kornman. I think that is correct. 

Mr. Simon. Then I take it there could be no question at all it was 
finished pl ior to October 31, 1952. 

Is that right, Mr. Kapelow ? 

Mr. Kornman. That is right. 

Mr. Karetow. Yes, sir. I think that is correct. 

Mr. Stmuon. No question it was finished prior to October 31, 19524 

Mr. Karetow. That is correct, sir. 

Mr. Simon. Now, going to the Claiborne project, who was the 
architect in the Cleiborne project ? 

Mr. Karretow. Mr. Aaronson. 

Mr. Simon. Who? 

Mr. Karetow. Mr. Aaronson was one of the architects. There were 
a number of them. 

Mr. Simon. How many architects were there ? 

Mr. Karetow. Beg pardon, sir? 

Mr. Simon. How many architects were there ? 

Mr. Karetow. There were a great number of technical men. 

Mr. Simon, How many architects were there ? 

Mr. Karrtow. Mr. Van Powell, of Memphis, Tenn. 

Mr. Stvron. Van Powell? 

Mr. Karretow. Yes, sir: he did some architectural work. 

Mr. Marrrx. May we make absolutely clear that Van Powell is not 
Clyde Powell 7 

Mr. Simon. Iam only asking who the architects were. 

Mr. Karrtow. As architectural—that had architectural license to 
practice In the State, do you mean, or who practiced architecture on 
the building? 
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Mr. Stmon. I want to know who did the architectural work on the 
buildings. 

Mr. Karretow. Mr. Aaronson. 

Mr. Srwon. Aaronson ? 

Mr. Karrentow. Yes, sir. 

Mr. Siaon. What is his first name ? 

Mr. Karrnow. I don’t recall. 

Mr. Stwon. Where is he? 

Mr. Karrvow. Here in New Orleans. 

Mr. Sruon. Was he an emplovee of your company or a practicing 
architect ? 

Mr. Karrnow. I think he is a practicing architect, sir. 

Mr. Stwon. Was he an employee of your company at that time? 

Mr. Karrtow. No, sir. 

Mr. Stmon. Who else? 

Mr. Karrnrow. I gave you Mr. Ven Powell’s name, Mr. Bluestein 
and myself, technical men. 

Mr. Simon. I didn’t ask you about technical men. I asked you the 
architects. 

Mr. Martin. The question was who did architectural work, whether 
licensed or not licensed, and these gentlemen are civil engineers, 
structural engineers. 

Mr. Stwon. Telling me he is an architectural man doesn’t answer 
the question. I take it you are a teclinical man, too, You are a lawyer. 

Mr. Kaprnow. These men did technical work. There is a lot of 
engineering that went into the building. 

Mr. Stmon. Who did all the architectural work? We now have four 
people, Aaronson, Van Powell, Bluestein, and Kapelow. 

Mr. Karetow. We employed other people. 

Mr. Simon. Give me the names of all the men who did architectural 
work ? 

Mr. Karrrow. There was a great payroll of a number of people 
working on that building. 

Mr. Sruon. I want to know who all the architects were. 

Mr. Martin. If you want to know, Mr. Simon, in detail who they 
were, the company will furnish the complete payroll records at that 
time. 

Mr. Srwon. Just ask the witness to tell me who the architects were? 

Mr. Kaprnow. On the electrical work, there was Mr. Goodman. 

Mr. Stwon. Is he an employee of the company ? 

Mr. Karrerow. No, sir. 

Mr. Simon. Was he an architect / 

Mr. Karretow. He was an electrical engineer. 

Mr. Stmon. Do you eall that an architect ? 

Mr. Karevow. That is a function of the architectural service. We 
had a structural man by the name of Mr. Thompson. 

Mr. Sruon. Is he an architect ? 

Mr. Karrtow. Structural engineer. 

Mr. Simon. Is that a function of the architect ? 

Mr. Kaprrrow. Yes, sir. All the ones I will give you will be fune- 
tions of architectural work. We had a mechanical engineer, Wylan 
and Moses. 

Mr. Stmon. Did they do architecture ? 
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Mr. Karetow. They did the heating layout of the building, which is 
a function of architectural work. 

Mr. Smuon. What were—— 

Mr. Karretow. There were several others that I don’t recall. 

Mr. Suwon. What were the architects’ fees paid on this job? 

Mr. Kareiow. I don’t recall, sir. They were quite substantial. 

Mr. Suwon. How much? 

Mr. Karrtow. I don’t remember. 

Mr. Srmon. A million dollars, $2 million? 

Mr. Karritow. I would hesitate to hazard a guess, sir, because it 
would strictly be a guess. I haven’t researched that problem. 

Mr. Martin. Mr. Simon, do you mean to all the people he has 
named as performing architectural functions, or do you mean just to 
a licensed architect ? 

Mr. Sruon. I asked him what the architects’ fees were. 

Mr. Karerow. I don’t recall, sir. It would just be a guess. I am 
sure you don’t want that. 

Mr. Stwon. In your application you estimated the architects’ fees 
as $214,000 on one project, $214,000 on the other, or a total of $428,000. 
Is that right? 

Mr. Karetow. I presume so; yes, sir. 

Mr. Sion. Did you pay anything like that to architects? 

Mr. Karetow. I don’t think we paid that much; no, sir. 

Mr. Srwon. You didn’t pay any substantial part of that, did you? 

Mr. Karenow. Yes, sir. We paid a substantial portion of that. 

Mr. Stuon. How much of it? 

Mr. Karerow. I didn’t recall. I will have to get the books. 

Mr. Srvon. Was it as much as $100,000? 

Mr. Karretow. It was more than that. 

Mr. Srwon. As much as $200,000? 

Mr. Kaprtow. I don’t recall. I just don’t remember. 

Senator Bennett. Is Mr. Kornman in a position to testify to that 
when we call him ? 

Mr. Martin. If by payment to a licensed architect is the way the 
question is asked, I think he can be. If you want the aggregate of all 
of the architectural services and functions that were paid for, then 
it will take an extensive tabulation, won’t it, Alec ? 

Mr. Kornman. It will take some time. 

Mr. Martin. Including even figuring into your subcontracts because 
your heating man has his structural design. 

Senator Bennerr. Wait a minute. Subcontractor has no standing 
in this particular situation. 

Mr. Kornman. No. 

Mr. Karriow. Our costs are dealing with our own direct costs. 

Mr. Stuon. Mr. Kapelow, in your estimates you told FHA that the 
construction costs for this project was going to be $3,678,000 on each 
project. Is that right? 

Mr. Kaprriow. I can’t find my papers. 

Mr. Kornman. I don’t have it at all. 

Mr. Karetow. I will have to take your word for it. 

Mr. Marrin. It is too important a matter. You would want the 
exact information. 

Mr. Stwon. I would be glad to let him look at the photostats of his 
application, if that would help him any. 
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Mr. Kornman. That is O. K. 

Mr. Kaprrerow. Repeat your question, sir. 

Mr. Sruon. I can’t give you the number, now, because you have the 
application, but will you tell us what you estimated to be the cost of 
construction of the buildings? 

Mr. Karrvow. Is this the application itself? This is the appli- 


cation. 


Under construction, dwellings was $3,678,000 for each building, plus 
stores. 

Mr. Simon. The total would be twice that amount ? 

Mr. Martin. No. 

Mr. Kare.ow. Plus stores of $370,800 each, in each instance. 

Mr. Simon. The total for the entire project would be twice that 
amount; wouldn't it 4 

Mr. Kaprrtow. Where we have the estimated builders’ and archi- 
tects’ fee 

Mr. Simon. Let us get one thing at a time. 

Mr. Kaprrtow. Yes, sir. The answer to your question; that is 
correct. 

Mr. Simon. You put down there as an architect’s fee an amount 
precisely equal to 5 percent of the estimated cost of the building; is 
that right ¢ 

Mr. Karrtow. Yes, sir. 

Mr. Suwon. Isn’t it true, Mr. Kapelow, that you didn’t contemplate 
at all that that would be your architect’s fee, but that you put down 
as an architect’s fee 5 percent because you knew that that was the 
maximum FHA allowed ¢ 

Mr. Kare.tow. Not only is that the maximum of FHA allowed, that 
is the prevailing price for plans of that type, the charge to be made 
for them. 

Mr. Srwon. When you go out and hire an architect in a small prop- 
erty that is the prev: ‘ailing architect’s fee, but do you know of any 
$10 million properties where the architect gets 5 percent ? 

Mr. Kapetow. I wouldn’t know, sir. 

Mr. Simon. In this particular case, when you filed that application, 
didn’t you know that your architect’s fee was going to be substantially 
less than that ? 

Mr. Karetow. When we filed this, sir, we hadn’t completed the 
plans. We were hoping to do it a little ’ cheaper than this, but we 
didn’t know exactly what it would cost. 

Mr. Simon. You knew it was going to cost a lot less than 5 percent, 
didn’t you / 

Mr. Kareiow. The FHA has always represented to us that regard- 
less of what the architect’s fee is they came up with a lump sum of 
what they estimated the value of that building to be, and that is how 
much commitment they would give us, if we had no architect’s fee. 

Mr. Srwon. Is what you are saying that FHA would allow you 5 
percent for architect’s fees no matter what the architect’s fee was 

Mr. Kapretow. Based on the value of the buildings, they paid their 
own computations, a process for which I had no interest. 

Senator Bennerr. Did FHA make the computations of the figures 
that you put on your application 

Mr. Karetow. No, sir. 

Mr. Martin. Senator, could I comment, that—— 
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Mr. Simon. Could we get his testimony, Mr. Martin ¢ 

Mr. Martin. The law—— 

Mr. Simon. We are not asking for law. 

Mr. Marvin. The law directed that the loan be based on the com- 
missioner’s current estimated cost. 

Senator Bennerr. We are not talking about what the law said about 
the loan. We are talking about an application that was made by Mr. 
Kapelow, the figures for which were supplied by Mr. Kapelow. And 
the inference which counsel and T both draw from the amount set in 
for architect’s fee is that without attempting to find out how much 
an architect would charge for this job he took the amount which 
represented the maximum that FHA would allow, calculated it, and 
put it in on the face of the application. 

If he would like to deny that, we would be very happy to have evi- 
dence that we are mistaken. : 

Mr. Marrix. Senator, I think his answer fairly construed would be 
that— 

Mr. Simon. Why don't vou let him give the answer ? 

Mr. Martin. The prevailing architect fee in New Orleans cover ing 
all of the engineers as well as the architect would have been 5 percent. 
That is what you or T would have to pay. 

Mr. Simon. That is exactly what you whispered to him a minute 
ago, and he told you he couldn't say that. 

Now you are trying to say what he told you he couldn’t s: 1y. 

Mr. Marrix. That is not only what IT whispered to him. 
what FHA had in its regulations for years. 

Senator Bennerr. Tam sorry to act like a presiding officer, but I 
think we had better let Mr. Kapelow do the testifying, and if, again, 
he wants to reply that he cannot say, we would have to let him reply to 
that. 

Mr. Karriow. I was told in my filing applications with FHA 
offices—not with this office only, but with all FHA offices, that I was 
entitled to put in asa cost of construction 5 percent architect’s fee. 

Mr. Simon. Let me ask you two questions on that. 

Mr. Kaprtow. Regardless of what it cost me. In dealing with the 
FHA I had to assume I was dealing with reputable and honorable 
people, and I accepted that. 

Mr. Simon. You say you were entitled to put it in. 
mean they would permit you to do it 2 

Mr. Karetow. They told me, according to the acts of Congress, that 
IT was entitled to put in 5 percent as an architectural fee if it cost me 
nothing. 

Mr. Simon. Who told you that according to the act of Congress you 
were entitled to put in 5 percent? 

Mr. Karriow. I am sorry. I shouldn’t have said act of Congress. 
regulations of FHA. 

Mr. Sion. Who told you? 

Mr. Karrtow. Every FHA office T have ever walked into. 

Mr. Simon. Give me the name of the person. 

Mr. Karerow. Usually the director and chief underwriter and 
assistant directors. 

Mr. Sron. I don’t want usually. 

Tell me the name of the man. 

Mr. Karriow. I started dealing with Mr. Buck Horner in Texas. 
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Mr. Simon. Did Mr. Buck Horner tell you that? 

Mr. Karreiow. Yes, sir. 

Senator Bennerr. Excuse me again. We are getting into another 
situation like we got into this morning when we were discussing the 
value of the land, and as far as I am concerned it seems to me that this 
is no place to argue interpretation of FHA regulations. We are 
attempting to get facts, and if Mr. Kapelow can give us any facts 
with respect to how he arrived at the figure he put in his application 
we would be glad to accept it. 

Mr. Karetow. I am going to tell you the different people I have 
talked to in FHA, as I say not in one office, but many offices, and they 
told me the regulations allow me to put in up to 5 percent for an, 
architect’s fee. 

Mr. Stmon. Up to 5 percent? 

Mr. Karetow. That is correct. They didn’t say I had to get down 
below. 

Mr. Srmon. They didn’t say you had to go all the way to five; is 
that right ¢ 

Mr. Karetow. I suppose not. I don’t remember exactly. 

Senator Bennerr. Wasn’t it anticipated as a matter of fact, Mr. 
Kapelow, that before you would apply for a commitment of this size 
you would have made some kind of an arrangement with an architect 
which would enable you to put in a reasonably good estimate of what 
your architectural fees would be, rather than taking an arbitrary 5 
percent which was the maximum, and adding it to your application ? 

Mr. Karevow. We actually performed a great portion of these serv- 
ices for our own account. 

Senator Bennetr. Now you are talking about what happened after 
the fact. 

Mr. Karriow. That was contemplated when we put in the applica- 
tion also. We had no idea what it would cost. Plus our services were 
worth something to us. 

Senator Bennerr. The fact is you put on your application an 
amount which represented the maximum that FHA would have per- 
mitted you to put on? 

Mr. Karretow. Yes. 

Senator Bennerr. I am going to ask you a question. Maybe I 
shouldn’t. If the FHA had allowed you to put 8 percent on, would 
you have put 8 percent ? 

Mr. Kaprenow. At that time I would have had to think about it. 
I don’t know. 

Mr. Simon. In any event, you did put in the maximum, and you 
did not intend at that time to spend that amount of money for 
architects’ fees; is that right? 

Mr. Karrtow. Let me qualify my answer to Senator Bennett a 
minute, please, sir. In an application for my Parkchester application 
I only used 4 percent. 

Senator Bennerr. Did you use 4 percent on your application ¢ 

Mr. Karrtow. Yes, sir. 

Mr. Simon. I am particularly interested—— 

Mr. Karretow. I was answering his question. He said if I could 
put 8 percent would I have done it, and the other applications just 
previous to this I used 4 percent. 

Senator Bennerr. May I make this observation ? 
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Parkchester was a different situation, because there you repeated 
the same architectural plan over and over again, and it would have 
been possible for you in Parkchester to have bought plans for 5 
or 6 houses, and you would have had a terrible time paying 4 per- 
cent architect’s fees, when all you were doing was repeating the same 
pattern over and over again, but in this case, “of course, you are build- 
ing a large building that required—all of which had to be covered by 
specific architectural services. 

Mr. Karrtow. Actually we varied the buildings considerably from 
block to block and from time to time in Parkchester. 

Mr. Stwon. In Parkchester 4 percent of the estimated cost of the 
building would be $460,000. How much did you actually pay the 
architects ? 

Mr. Karetow. There, again, we did a big portion of the work 
ourselves, 

Mr. Srwon. How much did you actually pay the architects ‘ 

Mr. Kargetow. $278,000 for the architectural service. 

Mr. Stmon. Going back 

Mr. Martin. Wait a minute. 

Mr. KapeLtow. That was for the architect and for work we had 
done ourselves for which we had charged it back. 

Mr. Simon. That is not what I asked you. How much did you 
pay the architects ? 

Mr. Karrtow. I don’t know, sir. 

Mr. Simon. The work you did yourself, I take it you included the 
salaries of those people under those costs you gave us this morning ? 

Mr. KapeLow. The income I included as income also. 

Mr. Simon. My question is whether you included the salaries you 
paid these people under the cost. 

Mr. Kapriow. I included salary and income in that total lump-sum 
figure you had this morning. All the figures were there. 

“Mr. Srron. You don’t think we should include the items twice ? 

Mr. Kapreiow. I did not include them twice. 

Mr. Stmon. I = asking you how much you paid the architects / 

Mr. Karetow. I don’t recall, sir. 

Mr. Stuon. Going back to Claiborne, in July 1951, was John N. 
McKay the United States attorney in New Orleans? 

Mr. Karriow. I have since i out that he was United States 
attorney, but just when he was I don’t know. 

Mr. Sion. Did you know that 

fr. Karerow. Wait a minute. I think I did know at that date. 

Mr. Stmwon. Did you know that in July of 1951 the United States 
attorney in New Orleans inquired into the question of whether the 
statements in your application with respect to architect’s fees were a 
fraud on the Government ? 

Mr. Karrvow. I knew that there was an inquiry at that time. 

Mr. Marrin. Senator, can it be brought out at this time, to read 
the letter from general counse]—— 

Mr. Siuon. That is what Iam about to do. 

Mr. Marriex. Of the FHA to the Attorney General of the United 
States saying there had been nothing illegal about Shelby Construe- 
tion accounts in these projects 4 Shouldn't that be put in the record 

Senator Bennerr. If you will give Mr. Simon an opportunity, it 
will be put in the record. 
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Mr. Stwon. Did you know that on August 14, 1951, Bertram C. 
Bovard, who was then the general counsel of FILA, wrote the Attor- 
ney General of the United States a letter, which I am about to read, 
and Iam going to omit two paragraphs, unless you want them read, 
which have nothing to do with this part of the case. 

Mr. Marrin. I think it is surely important to put the entire letter in. 

Mr. Simon. Let me say I am delighted to put it all in. 1 thought 
the two paragraphs ought to be omitted in ‘fairness to your client, but 
if he wants them all in—— 

Mr. Karretow. Are you speaking of the house ¢ 

Mr. Simon. Yes. 

Mr. Martin. So far, Mr. Simon—- 

Mr. Simon. Do you want we to read those two ¢ 

Mr. Karevow. Since the house has been brought up, I would like it 
all to go in. 

Mr. Simon. We will read it all, then. 

This is from the general counsel of FILA to the Attorney General : 


This is in reference to your letter of July 13, 1951, enclosing a copy of a letter 


-addressed to your office, from John McKay, United States attorney, New Orleans, 


La., dated July 6, 1951, in reference to the above subject. 

Shortly after the receipt of your letter, an administrative officer attached to 
the Washington staff was in New Orleans and discussed the matter personally 
with Mr. McKay, and at the same time went over the subject matter of the 
complaints with the local insuring office, and requested the local insuring office 
to submit a detailed report in regard to the particular complaint items. The 
local insuring office has now submitted its report and based upon the data sub- 
mitted it is our opinion that there is no substantial evidence to support a com- 
plaint of fraud against the United States nor do we feel that a more complete 
investigation is indicated. The local insuring office made a personal inspection 
of a dwelling now under construction amd owned by one of the officers of the 
owning mortgagor corporation, and reports that the materials, bricks, water 
heaters, and kitchen equipment were entirely dissimilar to the materials being 
used on Claiborne Towers and Governor Claiborne Apartments, and that the 
subcontractors constructing the residence were not the same as those for the 
insured mortgage projects. The particular residence is owned Mr. Paul Kapelow, 
and is the only residence within the knowledge of the insuring office which 
is being built by an official of either Claiborne Towers, Governor Claiborne, or 
Shelby Construction Co. A most complete examination was made, and no evi- 
dence was disclosed indicating a diversion of materials from the captioned 
projects to the private resident of Mr. Kapelow. In regard to the rumors that 
these projects are to be converted from apartment buildings into a hotel, atten- 
tion is directed to the fact that this administration is in complete control of 
any such change in construction, or in the use of the buildings. as well as the 
rent schedule. Any action taken by this administration will, of course, be con- 
sistent with the statutory authority of the Federal Housing Commissioner. 


Now we are getting to the part that T had in mind. 


The situation with respect to the architect and the fees to be paid is a matter 
more particularly for investigation and prosecution if any— 


Mr. Martin. “More properly” ours reads, the transcript of that. 
Mr. Simon (reading) : 


The situation with respect to the architect and the fees to be paid is a matter 
more properly for investigation and prosecution, if any, under the laws of the 
State of Louisiana, insofar as the requiréments of the Louisiana laws are con- 
cerned, Our files indicate that as far as this administration can determine, 
the requirements of this administration have been met, or at least we {ind no 
evidence of violations of our requirements, nor any evidence indicating any 
fraud against the United States in connection therewith. As you know, the 
determinations made by this administration with respect to the maximum in- 
surable mortgage must necessarily be based upon estimates. The commitment 
for insurance, Which is issued to the lending institutions, covers the issuance of 
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a mortgage in a specified amount, subject to completion of construction, in ac- 
cordance with the FHA requirements, and there are no reexaminations of the 
actual costs which would in any way affect the amount specified in the com- 
mitment. The fact that an architect may not have been actually paid the 
amount of fees included in our estimates would not of itself indicate the exist- 
ence of fraud, or the possibility of fraud any more than the fact that the actual 
costs of physical improvements may be less than the estimates of cost made 
prior to the issuance of the commitment, and upon which the mortgage amount 
specified in the commitment Was determined, This administration is, of course, 
vitally concerned with any possibility of fraud or improper action concerning 
any matters within the responsibility of this administration but as heretofore 
eutlined our examination of the complaints discussed by Mr. McKay does not 
indicate any substantial evidence indicating the existence of any fraud against 
the United States for any irregularities or improper actions in connection with 
the insurance of these projects. Nevertheless, we appreciate very much your 
action in calling that matter to our attention, and giving us an opportunity to 
eXamine into the Complaints and satisfy ourselves with respect thereto. 

Now, if I understand that letter correctly, Mr. Bovard was saying 
that the mere fact that you didn’t pay and didn’t intend to pay the 
architect’s fees put in your application was of no concern to FHA. 
Is that the way you understand it ? 

Mr. Karrtow. That is the way it was represented to me when I 
was dealing with the FHA on section C08"s; yes, sir. 

Mr. Simon. And because of that letter from Bovard, do you know 
that the Attorney General and the district attorney felt they were pre- 
cluded from taking any action in this case? 

Mr. Karenow. I saw this letter for the first time, Mr. Simon, about 
2 days ago. I had understood- 

Mr. Simon. Where did you see it 2 days ago ¢ 

Mr. Karerow. LT understand Mr. Bovard had testified about Clai- 
borne ‘Powers and about me, and we sent for this transcript, which came 
ina couple of days ago. It was the first time I knew of the existence 
of this letter to have read it. 

Mr. Martin. Could it be stated for the record that Mr. Bovard, 
the general counsel of the FHA, was the man who either wrote or 
approved the regulations under section 608 and, therefore, was sup- 
posed to be the greatest authority on those regulations in the country 
at that particular time? 

Mr. Simon. So long as we are stating things for the record, Mr. 
Martin, we might complete it by saying that Mr. Bovard has been dis- 
missed for incompetency and ‘this very letter was one of the bases 
on which he was dismissed. It was this letter that prevented the 
Attorney General from prosecuting, not only this case, but many other 
cases, in Which the architect’s fees were deliberately misstated in the 
applications. 

Mr. Martin. Since you are interested not in Mr. Kapelow but the 
harm it has done, if it is thought he alone did this type of thing, could 
it be said this was common usual practice among all builders at the 
time? 

Senator Bennerr. I think that is a little too strong. I think it 
could be said that other builders did it. I don’t think it is fair to say 
that all builders did it. 

Ir. Martin. A very prevalent practice would be a fair compromise. 

Mr. Simon. I think it more accurate to say there are a number of 
builders who did it, and the Attorney General wanted to prosecute, 
and Mr. Bovard said they couldn't do it, because they weren’t con- 
cerned with what the architect’s fees really were. 
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_ al } Mr. Kavrrow. I might state I never met Mr. Bovard, Mr. Simon. 
aan I have never had any dealings with Mr. Bovard, and so far as I 
d the know no member of my company has ever had any dealing with Mr. 
exist- Bovard. We didn’t know that Mr. Bovard had written this letter at 
ctual : the time, and didn’t know it until someone told us that this letter 
en r was brought up at the Senate hearing. 
nurse. Mr. Stmon. I certainly had no intention of indicating that you 
ning induced Mr. Bovard to do it. I intended only to indicate that the 
tofore statements in the application were false, and that the Attorney General 
eda planned to prosecute, and Mr, Bovard wrote him a letter saying he 
errr couldn’t in effect because FHA wasn’t concerned with what the actual 
your architect’s fees were. 
ity to Mr. Karriow. But these were the things they told us to do and 
, showed us how. 
ying Mr. Martin. Senator, could I say, since the counsel has made a 
y the direct charge that he was attempting to say something false, could 
HA. I say that these are estimated requirements, and that at the time the 
act of Congress said that the mortgage was to be based on the com- 
en I missioner’s estimate, and not of his cost, but of current prevailing 
costs, and that those current costs in Louisiana for architectural 
cnLOW services was, insofar as I know still is, 5 percent. 
pre- Mr. Stwon. Mr. Martin, so long as you want to quote the statute, I 
will get it for you and it doesn’t say what you said. 
bout Mr. Martin. Let us read it. 
Mr. Simon. What the statute says, as passed in 1942, was that the 
Commissioner shall give a mortgage not to exceed 90 percent of his es- 
CTai- timated cost, and in 1947 Congress amended the statute and said that 
‘ume the Commissioner’s estimate of cost should be as close as feasible to 
ence the actual cost of efficient builders. 

. Mr. Martin. Well, Mr. Simon, still if an efficient builder was to get 
ard, an architect who was to perform all the architectural functions, includ- 
e or ing the engineering, the fee, as I understand it, would still be 5 percent. 
sup- In this case, She Iby and its men, its civil engineer sitting right here, 
ntry performed the engineering. 

Mr. Suwon. I have no doubt of your legal ability, Mr. Martin, but as 
Mr. ? an architect I am afraid you can’t qualify because we have had the 
dis- sworn testimony of a 100 witnesses, ex xactly contrary to what you said, 
ASeS that no eflicient builder pays 5-percent architect’s fees on a $10 million 
the job. You do on a little house, and if you can get some people who 
ther know to testify to that we would be glad to hear them. 
| the Mr. Martin. I suppose the architects of Louisiana ought to be noti- 
fied and given a chance to be heard, that what their architectural fees, 
» the where they do all of the work, engineering included. 
ould Mr. Simon. We would be gi: ad to have you get the testimony of 
the 1° eflicient builders paying architects 5-percent fees on $10 million 
; projects. 
ik it Now, Mr. Kapelow, let us go to the shopping center at Parkchester. 
) Say Mr. Karetow. Yes, sir. 
Mr. Sion. The corner block was taken out—— 
GISe. ; Mr. Martin. Senator, could I interrupt to say it has been pointed 
v of out to me that the State of Louisiana itself pays a 6-percent architect’s 
‘ute, fee. 
con- 
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Senator Bennerr. It depends. Mr. Simon’s point is that the scale 
of architectural fees varies with the size of the job. Iam sure you can 
go out here and find some jobs on which architects’ fees are as high as 
10 percent, and have been paid. 

Mr. Stmon. Going to the Parkchester property now, that was the 
corner shopping center; is that right? 

Mr. Karrtow. Yes, sir. 

Mr. Stwon. And Parkchester Commercial Corp., is that the name? 

Mr. Karetow. Parkchester Shopping Center, Inc. 

Mr. Srwon. It bought that corner lot? 

Mr. Kapriow. Yes, sir. 

Mr. Srmon. How much capital was invested in Parkchester Shop- 
ping Center ? 

Mr. Kareitow. $10,000, sir. 

Mr. Simon. Who invested that? 

Mr. Kareitow. Mr. Leader, Mr. Bluestein, and myself. 

Mr. Stuon. How much of the $10,000 did you invest 

Mr. Karrtow. I think the proportion was the same as the ownership 
in Shelby Construction Co. 

Mr. Straron. Which means you invested $4,500? 

Mr. Karretow. Yes, sir. 

Mr. Sruonx. The store buildings out there were financed, were they, 
out of mortgages, and also income from the properties; is that right ? 

Mr. Karriow. Mortgages, loans, income from the property, mort- 
wages, and insurance companies. 

Mr. Stuon. On December 31, 1951, vou said in this Dun & Bradstreet 
report that your 421%-percent interest in that shopping center was 
worth 8?02.000: is that I ight ; 

Mr. Martin. Senator— 

Mr. Kaprnow. It could well be. 

Mr. Martin. It would be well to have him read into the record what 
Dun & Bradstreet report said. 

Mr. Srmon. It says, listed under assets, Parkchester Commercial 
Center, Inc., 4215 percent, $202,000. 

Mr. Karerow. That could have been an appraised value of it at that 
time. I wouldn't know. 

Mr. Simon. The FHA mortgage did not cover the shopping center ; 
did it? 

Mr. Karrrow. It had nothing to do with it. 

Mr. Simon. Yet the shopping center has been the only profitable part 
of the project; hasn’t it? 

Mr. Kaprtow. I will accept that statement. 

Mr. Simon. I don’t know. Iamasking you. You own it. 

Mr. Martrx. We haven’t owned the Parkchester corporations, have 
you, Mr. Kapelow, for 2 years? 

Mr. Stuon. He owns 4215 percent of the Parkchester Commercial 
Center: don’t you? 


Mr. Kapretow. The Parkchester Commercial Center is doing all right 


now. I cean’t speak for the Parkchester Homes. 

Mr. Martin. He sold the Parkchester Apartments when, Mr. 
Kapelow ? 

Mr. Kapretow. A little better than 2 vears ago. 

Mr. Stuon. You know that is in receivership now; don’t you? 

Mr. Kaprtow. I have heard so; yes, sir. 
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Mr. Srwon. Isn’t it a true statement to say that the shopping center 
is the only profitable part of the project ? 

Mr. Karretow. [don’t know what put it in receivership. 

Mr. Martin. Senator, could he state for the record what he under- 
stands to have been the cause of it going into receivership ? 

Senator Bennetr. Let us not. We want to keep ourselves in the 
area of the discussion of the shopping center. 

Will you state that the Parkchester Commercial Center, Inc., is a 
profitable operation / 

Mr. Kareiow. I think it is profitable; ves, sir. 

Senator Bennerr. And then the record will show that the other 
Parkchester operation is in receivership. 

Mr. Sruon. At the time you sold the Parkchester properties, what 
was the condition of the properties / 

Mr. Karrtow. All right. 

Mr. Simon. Were they in good condition ? 

Mr. Karriow. I think they needed normal repairs, but I don’t think 
there was anything out of the ordinary. 

Mr. Simon. Your purchaser told FHA that he wasn’t able to meet 
the payments because of a large amount of money he had to spend to 
get the property in adequate condition to rentit. Is that an inaccurate 
statement ¢ 

Mr. Kare.ow. I am not sure, sir. 

Mr. Simon. Do vou know / 

Mr. Karerow. I would have to investigate a little more. T do know 
this, that we took all of the moneys that were derived from the rentals 
of Parkchester, and reapplied them to the operation of Parkchester. 

Mr. Sion. You mean you took this $1,700,000 and applied it to 
the operation ? . 

Mr. Kaprritow. All of the money that was derived from the opera- 
tion of the project. 

Mr. Stuon. From the rents? 

Mr. Karrnow. Yes, sir. 

Mr. Simon. You didn’t take any part of that $1,700,000 left over 
from the mortgage / 

Mr. Karrnow. We took some portion of it 

Mr. Stmon. How much of that ? 

Mr. Karrtow. A very small amount. 

Mr. Simon. How much ? 

Mr. Martin. Mr. Simon—— 

Mr. Stwon. I just asked him how much, Mr. Martin. Let him 
answer. 

Mr. Martrn. Mr. Simon, could I at this time ask for an opportunity 
to correet—— 

Mr. Sruon. Could I get an answer—— 

Mr. Marrry. A statement made at the executive session by Mr. 
Kornman and Mr.—— 

Mr. Stuon. I don’t understand your doing that in the middle of a 
question. 

Mr. Martin. Because I have been trying to get an opportunity to 
make a statement in fairness to these gentlemen even before the hear- 
ing began. 

Mr. Suron. I would like to get an answer to my question which is a 
very simple question. 
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Mr. Marriy. This bears directly on that. 

Senator Bennerr. Let us have Mr. Kapelow’s answer, and then we 
will listen to your statement. 

Mr. KArELow, The question was, How much had we put of our 
money into it? 

Mr. Simon. No. How much of that $1,700,000 left over out of the 
mortgage did you put in to keep this property from going into 
default # 

Mr. Karetow. I am not sure, sir. Mr. Kornman didn’t have the 
figures. I don’t know. 

Mr. Martin. A very small amount. 

Mr. Kornman. Around $9,000, 

Mr. Karetow. Around $9,000. 

Mr. Staon. About $9.000 out of the $1,700,000? 

Mr. Karrrow. Yes, sir. 

Senator Bennerr. Now, Mr. Martin. 

Mr. Marrirn. Thank you, Senator, if you would. 

[ have here a statement, addressed to the Honorable Chairman—— 

Mr. Sion. If this is going to be contradictory 

Mr. Martin. This bears directly 

Mr. Simon. To sworn testimony, change it, I think it should be 
given under oath. 

Mr. Marrin. I think we should have a chance to read the statement 
from Mr. Kornman and Mr. Leader who were in the room. 

Senator Bennerr. Mr. Kornman is here. We will hear him later. 
Wouldn't it be more appropriate since we will put him under oath, 
to ask him to read that statement since he signed it? 

Mr. Martin. Yes, sir. If you would let him read it. 

Senator Bennett. We will let him read it, but we would prefer 
to have him read it when we have him before us. 

Mr. Martin. Senator, at this time, the reason for asking the oppor- 
tunity to present this statement, is because in an informal session, with 
the executive committee, at which we were asked, told that it was 
unnecessary to bring books, this transpired, and an innocent, inad- 
vertent misstatement was made at that time, which I think these par- 
ties should have an opportunity to correct into the record. 

Senator Bennett. To what does it refer ¢ 

Mr. Karrrow. The amount of money we put into Parkchester. 

Senator Bennetr. The amount of money you put into the Park- 
chester Shopping Center? 

Mr. Marrixn. No. The amount of money that was put into the 
Parkchester Apartments after they began to go into—— 

Mr. Sruon. We now have the sworn statement of Mr. Kapelow there 
was $9,000; is that right ? 

Mr. Martin. I want to correct prior statements. 

Mr. Sron. You have already done that, haven’t you? 

Mr. Martin. No. If you will let me read it, it tells the whole thing. 
It is very short. 

Mr. Srron. I think he should be sworn if he is going to testify. 

Senator Bennerr. I personally would prefer to have Mr. Kornman 
read it. 

Mr. Martin. Could we have it read at this time in fairness to them ? 

Senator Bennerr. All right, Mr. Kornman. Will vou be sworn? 
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Do you solemnly swear that the testimony you are about to give 


n we in this investigation is the truth, the whole truth, and nothing but 
the truth ? 
F our Mr. Kornman., I do, sir. 
4 ‘ Senator Bennerr. We will hear the statement. 
qt re ~ Mr. Kornman (reading) : 
into 
Hon. WALLACE F’. BENNETT, 
| Acting Chairman of the Subcommittee, 
e the Committee of Banking and Currency, 
United States Senate. 
Dear Mr. CHAIRMAN: Mr. Lewis Leader and I desire to correct a statement 
inadvertently made by us at an executive session of the subcommittee in Wash- 
ington on July 1, 1954. 
We had appeared voluntarily, and at our request, as appears from the com- 
ments, on page 1140, by the chairman, Senator Homer FE. Capehart, then presiding. 
As appears from page 1154 of the transcript, of the interview, we had not 
brought our books with us to this hearing for the reason as stated by our 
attorney: 
" “Mr. Simon, I don’t mean to keep interrupting but the accountant and your 


staff were down with Shelby for a week or so there (at New Orleans). Lvery 
book we had was given to them. They made up a complete audit of all this sinff 
and we came up, not without figures, but feeling that you had our figures from 
ld be your own audit of our books.” 

As stated by Mr. Simon, the general counsel, at page 1140: 

“Mr. Simon. Mr. Hancock (now clerk for the committee) and Mr. McManus 


ment spent a full week in New Orleans going over the records.” 

And as commented by Mr. Hancock, at page 1202: 
later. “Mr. Hancock. They were very cooperative in our investigations in New 
oath Orleans. : _ ; 

: ’ We were asked at pages 1170, 1171, and 1173 of the transcript whether during 
the period that Shelby held the Parkchester Buildings we took any income at all 
out of them, and our reply was “No,” but that to the contrary, we had put 

yrefer money in to them, to keep them going, the amount of which money we “hazarded” 
or “guessed” to have been about $200,000, and as having been put into these 
8 corporations by Shelby as needed. 
ppor- We find, upon examination of our books, that our corporation, Parkchester 
. with Realty Co., served as rental agent for these 11 Parkchester corporations, and 
t was charged a 5 percent management fee. This is not regarded as income, inasmuch 
nad- as the expense to Parkchester Realty Co. of these rental management services 
; approximately equaled the 5 percent charged. 
e par- We find that Shelby Construction Co. did not put in additional moneys to 
» cover the operating losses of the Parkchester corporations, during the time we 
held them up to about the end of May 1952, but that instead, the $163,600 which 
a Shelby Construction Co. had originally paid in as capital of the Parkchester 
as corporations Was consumed by these operating losses. 
Park- I find that at pages 1193 and 1194 of the transcript, wherein I was testifying 


entirely from memory, I stated that we put $40,000 in cash in the eight Natchez 
to the corporations. The exact amount was $28,100. I also stated that, as I then 
recalled, the only distribution made of these eight Natchez corporations was the 
cancellation of one class of preferred stock. 

Upon examination of our books, I now find that 2 classes of stock were re- 
tired by the 8 Natchez corporations, during their third year of operations. One 
class, representing the $28,100 of invested cash capital, and the other class repre- 
senting $53,500 issued for land. 

; We appreciate this opportunity to correct these inadvertent statements, made 
thing. from memory and without examination of our books and records, then un- 
available, 


y there 


ify. Mr. Stuon. Mr. Kapelow, who received this 5 percent management 
rnman fee? 
; 
Mr. Karetow. The Parkchester Management Co. 
them ¢ Mr. Kornman. Yes. 
worn ? Mr. Stwon. Who owned the stock of Parkchester Management Co. ? 


Mr. Kaperow. It had the same ownership as the other corporations. 
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Was it a corporation ? 

Mr. KornmMan. Yes, 

Mr. Kaprenow. It had the same ownership as the other corporations, 
I think. 

Mr. Srwon. What other corporations ? 

Mr. Kapetow. Shelby Construction Co. 

Mr. Stmon. How much did Parkchester Management Co. collect ? 

Mr. Kaverow. It collected a5 percent management fee. 

Mr. Simon. How much did that amount to ? 

Mr. Kaprrrow. ‘The income was averaging around $80,000 a month, 
and 5 percent of that would have been about $4,000 per month. 

Mr. Simon. You had it for a little over 2 years? About $100,000 ; 
is that right ¢ 4 

Mi. dxapetow. Twenty-four months—that is approximately right. 
Mir. Simon. Was Parkchester Management Co. liquidated when 
you soid the properties ¢ 

Senator Bennerr. Is the corporation still in existence 

Mr. IXaprtow. 1 don't know, sir. I will have to ask Mr. Kornman. 

Senator Bennerr. Mr. Kornman has been sworn so he can answer 
if he will. 

Mr. itoRrNMAN. A successor corporation is in existence. 

Mr. Simon. What do you mean by successor / 

Mr. WNornman. The original Parkchester Corp. was dissolved and 
we org nized another management company. 

Mr. Simon. When was Parkchester Management Co. dissolved ? 

Mr. IXornMAN. In April of 1952. 

Mr. Suwon. Is that the time you sold the property to these people 

om New York? 

Mr. Nornacan. We didn’t sell the property. 

Mr. Simon. Sold the stock ¢ 

Mir. INorNMAN. Sold the stock. 

Mr. Simon. Is that the time you sold the stock? 

Mr. KNornMAN. We sold the stock about 50 to 60 days later, I think, 

Mr. Simon. At the time of the dissolution of the management com- 
pany what were its assets / 

Mr. Kornuan. The only assets it had was some furniture. 

Mr. Stmon. Did it come out exactly even on its cash income and its 
eash disbursements ? 

Mr. Kornman. No,sir. It had a net worth of about, I don’t recall 
the exact figures, but it wasn’t very much. I doubt whether it was over 
$24,000, 

Senator Bennerr. Did it pay any salaries or other forms of income 
to its principal stockholders during those 2 years ¢ 

Mr. Kornuran. No, sir. 

Mr. Stwron. You said it had approximately $24,000 at the time of 
dissolution. 

Mr. Kornman. Net worth, not cash. 

Mr. Simon. What happened to the $24,000? 

Mr. Kornman. It was distributed to the stockholders. 

Mr. Stuon. To whom ? 

Mr. Kornman. To the then stockholders, who were Mr. Kapelow, 
Mr. Leader, and myself. 

Mr. Simon. You actually got the $24,000? 

Mr. INorNmMAN. In distributable assets, not in cash. 
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Mr. Simon. Were they worth $24,000? 

Mr. Kornman. Well, I don’t know. I presume they were. 

Mr. Simon. What were the assets ? 

Mr. Kornman. Furniture. 

Mr. Simon. What did you do with the furniture $ 

Mr. Kornman. Sold it. 

Mr. Simon. ‘To whom did you sell it? 

Mr. Kornman. To Don Roger Realty Co. 

Mr. Stmon. How much did they pay you for it? 

Mr. Kornman. Eventually I think they paid us $50,000 for it. 

Mr. Simon. Did you get the $50,000 cash ¢ 

Mr. Kornman. No, sir; we got it over a long period of time. 

Mr. Simon. Did you get it in cash ¢ 

Mr. Kornman. Yes, sir. 

Mr. Sruon. So you make quite a point of the fact that you took 
$9,000 of your own money to keep Parkchester alive, then you gloss 
over the fact that you got $50,000 out of this company on the dissolu- 
tion: is that right? 

Mr. Kornman. There was $163,600 of the capital of the Parkchester 
corporations which was consumed in operations. 

Mr. Stwon. You got $1,700,000 back out of the mortgage, didn’t 
you? 

Mr. Kornman. We get that $163,600 back. 

Mr. Stwon. You got $1,700,000 back, didn’t you 4 

Mr. Kornman. You ought to reduce that by the $163,000. 

Mr. Simon. No, the $1,700,000 is above the cost. 

Mr. JKornman. Not above $163,600, 

Mr. Sisron. It certainly is. 

Mr. Kornman. No, sir. 

Mr. Simon. Mr. Kornman, you prepared this sheet of paper, didn’t 
you 

Mr. Kornman. Yes, sir. 

Mr. Simon. Didn't you list in there every cost you had, including 
the entertainment and travel and including—— 

Mr. Martin. Senator—— 

Mr. Simon. Just aminute. Let me ask the question. 

Senator Bennerr. 1 will have to ask you to be quiet a minute or 
two. 

Mr. Simon. Didn't you include every cost, including Mr. Kapelow’s 
$50,000 salary and entertainment and travel and still come up with 
mortgage proceeds overall those costs of $1,746,000 4 

Mr. Kornman. Yes, sir. But I did not include $163,600 in cash 
put into these corporations as working capital. 

Mr. Simon. What was that spent for? 

Mr. Kornman. For the operation of those mortgagor corporations. 

Mr. Simon. Tell me what it was spent for? 

Mr. Kornaan. It would be a pretty hard thing. It was spent for 
payroll, insurance, taxes. 

Mr. Stuon. Wasn't that included in these items of overhead or cost ? 

Mr. Kornman. No, sir. 

Mr. Marrin. No, sir. 

Senator Bennerr. We are out of the construction and into the 
operation period. 
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Mr. Simon. When you finished the building, or buildings, you had 
$1,746,000 in cash over and above every expense you had, including 
your own salaries; isn’t that true? 

Mr. Kornman. You are omitting, Mr. Simon, the $163,600 which 
were in the treasury of those corporations. 

Mr. Sraon. You had the money, didn’t you? 

Mr. Kornman. No, sir; we did not. It was in the treasury of those 
corporations. It was an escrow, Hibernian National Bank. 

Mr. Marrin. Senator—— 

Senator Bennerr. Just wait a minute. 

Where did that $168,000 come from originally ? 

Mr. Kornman. From the Shelby Construction Co., sir; paid in 
cash. 

Mr. Srwron. As of the date of the completion of the building, what 
had it been spent for? 

Mr. Kornman. It was not spent. 

Mr. Srwon. It was in the bank? 

Mr. Kornman. Yes. 

Senator Bennerr. I have to take you back. I may be a little 
bit dense on this, but let us go back to the beginning. 

Shelby Construction Co. had a capital of how much in the begin- 
ning. $100,000 ? 

Mr. Kornman. Yes. 

Senator Bennerr. Wasn't this $163,000 some more of these assets 
that were transferred from one corporation to another? Isn't this 
intercorporation financial dealing? Was there new money of $163,- 
000 that came from outside of all these operations that were put into 
Shelby Construction Co. and then transferred from Shelby Construc- 
tion to the operating companies, or didn’t this $163,000 come as a 
matter of fact out of the profits, or other income of Shelby Construc- 
tion Co. rather than coming as new capital? 

Mr. Kornman. Senator, if you will permit me, I will state it this 
way: That the $165,600 did not come out of the prceeds of the mort- 
gage. 

Senator Bennerr. Did it come from the rent revenue? 

Mr. Kornman. Yes, sir. 

Senator Bennarr. Where did it come from? 

Mr. Kornman. It came from funds of Shelby Construction Co. 

Senator Bennerr. Where did Shelby get it? 

Mr. Kornman. Shelby received funds from numerous places. Shel- 
by borrowed funds outside of the section 608 mortgages. 

Mr. Simon. Let me ask you, that money went for class C preferred 
stock ? 

Mr. Kornman. Yes, sir. 

Mr. Simon. Was it ever redeemed ? 

Mr. Kornman. No, sir. 

Mr. Simon. It is still outstanding? 

Mr. Kornman. It wasn’t redeemed at the time we sold the stock. 
Mr. Srwon. Has it ever been redeemed ? 

Mr. Kornman. That I wouldn’t know, sir. 

Mr. Kapretow. We sold it. 

Mr. Srron. You sold them this stock; is that right? 
Mr. Kornman. Yes, sir. 
Mr. Sron. For the $5,000? 
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Mr. Kornman. That is right, sir. 

Senator Bennett. Then, in effect—and let me straighten my own 
thinking out—you got $115,000 or $200,000, including cash and notes, 
and therefore reduced—no, this is $163,000, isn’t it ? 

Mr. Smwon. They got $115,000 of the $163,000 back. You sold the 
stock, the $163,000 worth of preferred stock, and the 1,000 of common 
stock, or $164,700 of stock, for $115,000. Is that right? 

Mr. Kornman. That is not the way I would state it, sir. 

Mr. Simon. Is that right ? 

Mr. Kornman. We also had common stock. 

Mr. Stmon. You had $1,000 worth of common stock ? 

Mr. Kornman. Yes, sir. 

Mr. Srwon. I am sorry, $28,000 of common stock, excuse me. 

So you had a total stock position there of $189,000 of stock; is that 
right ¢ 

‘Mr. Kornman. I don’t have the statement. I presume that is 
right, 

Mr. Staron. I would be glad to show you your statement. T think 
you will find it shows $189,000 of stock, which you sold for $115,000, 
or a loss of $74,000. 

Mr. Kornman. ‘The way I read it here, I see class B preferred, 
$464,000. 

Mr. Srmuon. That was redeemed, wasn’t it ? 

Mr. Kornman. No. 

Mr. Sruon. By the time of the sale? 

Mr. Kornman. We didn’t redeem any stock from Parkchester. 

Mr. Stmon. You are telling me the $484,000 was not redeemed ? 

Mr. Kornman. No, sir. 

Mr. oe: I am sorry. That is the stock you got for the land, 
isn’t it ? 


Mr. Kornman. Yes, sir. 
Mr. Srwon. You have included the land in your cost once, haven’t 
you ¢ 


Mr. Kornman. Yes, sir. 

Mr. Strwon. The $1,700,000 that was left over out of the mortgage 
cost, is after paying all the costs of the land, isn’t it? 

Mr. Kornman. That is exactly right. 

Mr. Srmon. The $484,000 of preferred stock you are talking about 
was what you got for the land? 

Mr. Kornman. That is right. 

Mr. Simon. You don’t want te be paid for that twice, do you? 

Mr. Kornman. No, sir. 

Senator Bennerr. Then that has to go out of these calculations, 
and how much other stock value is there there ? 

Mr. Kornman. The other stock value, then, would be $163,600, 
issued for cash. 

Senator Bennett. Plus 

Mr. Stuon. Plus $28,500? 

Mr. Kornman. No. I beg your pardon. I think the $28,500 was 
also part of the land consideration. 

Mr. Stwon. So $163,000 is all? 

Mr. Kornman. That is right. 

Mr. Srwon. You got $115,000 back; is that right? 

Mr. Kornman. That is right. 
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Senator Bennerr. So the loss is something like $48,000 and not 
$163,000. 

Mr. Sinton. You got $50,000 for the furniture ? 

Mr. Kornman. Yes, sir. 

Mr. Simon. So you washed out even. 

Mr. Kornman. I wouldn’t say that, because we didn’t collect 
$110,000. We only collected 50 of that 110. 

Mr. Simon. Didn’t they pay the notes? 

Mr. Kornman. No, sir. 

Mr. Simon. I thought you said they had paid the notes. 

Mr. Kornman. No, sir. For the furniture, we had to make several 
concessions to them, from time to time, and eventually I had to sue 
them, I think, to get whatever money we got out of them. 

Mr. Staon. Those are the people that you turned over these prop- 
erties with $10,800,000 of Government-insured mortgages on them 
for $5,000 cash ? 

Mr. Kornman. Well, we didn’t know them as well then as we sub- 
sequently found out. 

Mr. Simon. This same balance sheet that you have here, Mr. Korn- 
man, did you prepare that? 

Mr. Kornman. Yes, sir. 

Mr. Simon. Will you look at the back page at the consolidated part, 
and it shows the land in there at $1,952,000, I think. 

Mr. Kornman. Yes, sir. 

Mr. Simon. Do you find that? 

Mr. Kornman. No, sir—$1,552,140. 

Mr. Suwon. On this sheet that you furnished FHA you said the 
cost of the land, including all the on-site and off-site improvements, 
was $937,000. How do you get it up to $1,552,000% 

Mr. Kornman. Well, it would involve a cash computation. I could 
probably 
Senator Bennerr. Was that just book appreciation or were there 
other actual values added to that land that you have not recorded in 

this statement you gave us? 

Mr. Kornman. Part of it was appraisal of the land. 

Senator Bennerr. In other words, it is book appreciation ? 

Mr. Kornman. Up to the appraisal set by FHA. 

Mr. Simon. Over $937,000 is book appreciation, isn’t it. 

Mr. Kornman. That is right, sir. 

Mr. Simon. If you will look on that same sheet, it gives the build- 
ings at something like $10 million. 

Mr. Kornman. $9,780,000. 

Mr. Simon. And on this statement here you show it as $7,147,000? 

Mr. Kornman. That is right. 

Mr. Simon. Is the difference between those figures also book ap- 
preciation ¢ 

Mr. Kornman. No, sir. That—you are looking at a consolidated 
figure, which eliminates out any profits that Shelby made on this 
construction. 

Senator Bennerr. Now, we have to come back to the fact that the 
same people owned the buildings after Shelby finished making them, 
and on that basis you claimed the right to escape from income tax, be- 
cause you said these were just people dealing with themselves. 

Mr. Kornman. Yes, sir. 
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Senator Bennerr. So you can’t come in and talk to us about allocat- 
ing construction profits to Shelby when, as a matter of fact, the people 
who owned the buildings and Shelby Construction were the same 
people, and you can’t make a profit dealing with yourself. It is on 
that basis you escaped income tax so you can ’t ask us to ace ept the idea 
that we must consider profits as between Shelby and Parkchester. 

Mr. Martin. Senator, could I say that they do ask the honorable 
committee to accept that, and that the new act of Congress, and the 
conference report says that even where a builder is building for himself 
he has an allowance of reasonable profit. 

Senator Bennerr. We are not talking about the new act, and the 
principals in this case chose to claim that there was no difference in 
order to escape income tax. My position is they can’t take both sides 
of the street. 

Mr. Kornman. What is your question, Senator ? 

Mr. Suwon. Whether the difference between $7,147,000 and the $10 
million shown on that balance sheet isn’t book writeup. 

Mr. Kornman. No, sir. It is not book writeup. 

Mr. Simon. What is it? 

Mr. Kornman. It is cost to a subsidiary corporation. 

Mr. Simon. Do you claim it is profit ? 

Mr. Kornman. No, sir. I do not. 

Mr. Stuon. Why does it show in your surplus, then? 

(There was a conference between Mr. Kornman and Counsel 
Martin.) 

Mr. Kornman. Mr. Simon, these balance sheets, I don’t know where 
you would have them, but the +y are prepared in exactly—in accordance 
with the law required to file consolidated returns. 

Senator Bennerr, That is right. 

Mr. Srmon. What we are trying to get at, Mr. Kornman, is whether 
you claim you had a $2 million profit on this matter, or just where this 
S2 million fits in. 

Mr. Kornman. If you will permit me to go on I think maybe I can 
answer your question. 

Mr. Simon. Isn’t what happened that you had, as you say here, 
$1,740,000 left over out of the mortgage money. You filed a consoli- 
dated income-tax return, and, therefore, didn’t take it as profit to 
Shelby, and the reason you didn’t pay any income tax on it is because 
you said it was a loan w hich had to be repaid ; ; is that right? 

Mr. Kornman. Partially so; yes, sir. 

Mr. Stwon. And then the only entity in the world that was liable to 
repay the loan was these 11 little corporations, with a total capital of 
$28,000. You have since sold those for $5,000 cash, and you have no 
interest in them, and neither you nor any stoe kholder i in Shelby, or 
Shelby or any corporation you have any interest in, is in any way 

responsible for repaying these loans; is that right ? 

Mr. Kornman. That is right. 

Mr. Simon. So you still have the $1,746,000, you have paid no income 
taxes on it, and nobody is responsible for paying it back to anybody; 
is that right ? 

Mr. Kornman. I don’t get your question. 

Mr. Stmon. My question is whether it is true. 

Senator Bennerr. Let me ask him: Do you owe this $1,746,000 to 
anybody ¢ 
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Mr. Kornman. Sir? 

Senator Brennerr. Do you, or any of your corporations, owe 
$1,746,000 to anybody ? 

Mr. Martin. How much, Senator? 

Mr. Kornman. $1,746,000 ? 

Senator Bennett. The amount representing the gift—using your 
figures and not. our figures, between the cost of Parkchester and the 
principal amount of the mortgage. You don’t owe that to anybody ? 

Mr. Kornman. No, sir. 

Senator Bennerr. So you have acquired it, free of debt. Now, as 
long as you still own the little Parkchester corporations you were 
involved to some extent in the repayment of this because somebody 
has got to pay that $1,746,000 back to the company that made the 
mortgage, which the Federal Government guaranteed. Now, they 
are not going to pay it because they have turned the property back, 
and everybody has walked out on that property, and you are now free 
of any obligation, and you have got, or had—you have got the equiva- 
lent, or—what is the legal term, the current successor to $1, 746,000, 
on which you have never paid a tax, and the Federal Government will 
never make a tax, and yet you want to come around and talk to us 
about that being a profit, in a transfer between 2 of your subsidiary 
corporations. 

Mr. Kornman. Senator, I differ with you about never paying a tax, 
because when that money will be distributed there will certainly be 
tax paid on it. 

Mr. Srwon. But the Shelby Co. never has to pay a tax on that, 
according to your theory. 

Mr. Kornman. It isn’t my theory, exactly. I am not quite that 
brilliant. 

Mr. Simon. So far the Internal Revenue Service has adopted it, 
but according to the way you kept your books and filed your tax 
returns Shelby never intends to pay any income tax on that $1,746,000; 
is that right / 

Mr. Kornman. That is right, 

Mr. Srmron. Now, taking 

Mr. Kornman. However—— 

Mr. Simon. Taking the period October 31, 1952, which is the date 
of this balance sheet of Shelby Construction Co., that we have, by that 
time you had « ‘omplete -d these three projects, Parkchester, the N vate hez, 
Miss., project, Claiborne Towers project here, and the St. Louis project 
on which your costs were about $200,000 more than the mortgage, and 
you added $427,000 of over rhead, making a total of about $607,151.70 
to be precise, over the mortgage; is that right? 

Mr. Kornuan. That is right, sir, at this point I would like to make 
one statement, 

Mr. Sruon. Let me get this, if I may. 

Mr. Kornman. <All right. 

Mr. Stuon. By October 31, 1952, you had finished those four 
projects ¢ , 

Mr. Kornman. Yes, sir. 

Mr. Simon. 1 would like to know what other projects Shelby Con- 


struction Co, had up to that date, which it had finished or in which it 
had made a profit. 
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Mr. Kornman. That would be a hard thing to say, Mr. Simon, 
without consulting our records. 

Mr. Suwon. We asked Mr. Kapelow that question this morning, and 
he said you were the expert. We are now asking the expert. 

Mr. Martin. That is up to what date, Mr. Simon ? 

Mr. Spon. October 31, 1952. 

Mr. Marrin. Alec, can’t you take your time, now, and get that? It 
is important to get it. 

Mr. Kornman. I can get it for you, sir. I don’t keep figures like 
that in my mind. 

Mr. Simon. I am not asking for figures. I am asking for projects. 

Mr. Marri. If I could say, go ahead and get it, Alec. 

Mr. Srmon. Mr. Kapelow testified this morning that 3 projects in 
which you had gross profit of $196,000; are there any other projects 
you had prior to October 31, 1952 4% 

Mr. Kornman. I have sent for that information, Mr. Simon. 

Mr. Simon. Do you know of any other project the company worked 
on prior to October 31, 1952 ¢ 

Mr. Kornman. Yes, sir. We were working on several projects. 

Mr. Simon. That you had completed and taken in a profit on. 

Mr. Karetow. That was probably all. 

Mr. Kornman. I think these 2 were the only 2. 

Mr. Simon. There was a third one you gave us this morning. Some 
warehouse. 

Mr. Kornman. Yes: General Electric warehouse. 

Mr. Simon. Are those the only 3 projects you had completed by 
October 31, 1952, and taken in a profit ? 

Mr. Karrtow. I think so. 

Mr. Kornman. [think so. I will check the records. 

Senator Bennerr. Subject to correction when your records come 
in, let us go on, on the theory that those are the only projects. 

Mr. Simon. Are there any other sources of profit to Shelby Con- 
struction Co. prior to October 31, 1952? 

Mr. Kornman. Yes, sir; there are. 

Mr. Simon. What were they / 

Mr. Kornman. We sold a building in Shreveport. We also had a 
contract 

Mr. Simon. This building in Shreveport, what did you pay for it, 
and what did you sell it for? 

Mr. Kornman. As I recall, our net profit on that building was 
$865,000. 

Mr. Simon. That is, Shelby got that as a net profit after paying all 
of its expenses ¢ 

Mr. Kornman. As I recall. 

Senator Bennerr. Did you build it? 

Mr. Kornman. No, sir; we didnt’ build it. We started construe- 
tion on it, and while it was under construction we made a trade with 
Texas Eastern Corp. in exchange for another building that they had 
which resulted in a profit. ; 

Mr. Srwon. You sold the other building ? 

Mr. Kornman. No, sir. We still have that building. 

Mr. Sruon,. Did you transfer to earned surplus $165,000 as a result 
of that? 

Mr. KornmMan. $865,000. 
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Mr. Srwon. S865.000 7 

Mr. Kornman. Yes, sir. 

Mr. Simon. What other profit did you make before October 31, 
1L9d5Y ¢ 

Mr. Kornman. We had a contract for a development here in New 
Orleans, whish we sold and we made a profit on that, but I don’t 
remember how much it was. 

Mir. Simon. What was the contract? 

Mr. Kornman. It was a contract on the Roosevelt addition. Addi- 
tion to the Roosevelt Hotel. 

Mr. Stuon. You sold it to whom? 

Mr. Kornman. We didn’t sell it. It was a settlement with a partner 
we had here. 

Mr. Simon. What do you mean by that? He took over the contract ? 

Mr. Kornman,. Yes, sir. 

Mr. Stuon. How much did he pay you? 

Mr. Kornman. Well, we were involved with him in several deals, 
and T think overall we got $450,000. 

Mr. Stuon. Was that net profit ? 

Mr. Kornman. No, sir; that was not net profit. 

Mr. Simon. How much net profit did you get out of it? 

Mr. Kornman. I would have to consult my records, Mr. Simon, 
beeause IT can’t remember. 

Mr. Stmon. How much of the $450,000? Was it $50,000, $100,000, 
SP00.000 ? 

Mr. Kornman. Mr. Simon, I cannot remember figures like that. 
[ usually look at the records. 

Mr. Simon. Let me make it simple for you. 

Mr. Martin. If you want estimates he will give them purely on 
the basis of understanding those are estimates. 

Mr. Stmon. Prior to October 31, 1952, this $100,000 capital stock 
of Shelby Construction Co. had an earned surplus of $5,502,000. I 
rm trying to find out how much of that $514 million the at Shelby Con- 
struction made in those 4 years was attri ibutable to other than these 
FILA projects we have been talking about. 

Mr. Kornman. I would say for simplicity sake, Mr. Simon, that 
this statement of $1,448,000 would be your answer, 

Mr. Srwon. You have got to come around the other way. Let us 
take it off the top. Because I think it is closer to $4 million, if you do 
take it off the top. 

Mr. Korman. Well—— 

Mr. Simon. So far vou have taken off $196,000 and $865,000. 

Senator Bennerr. Part of the $100,000. 

Mr. Stuon. Part of this $400,000 which is gross. How much of 
that $400,000 was profit. Did you charge any overhead to that 
project 7 

Mr. Kornman. Construction never started on that project. 

Mr. Simon. Didn't you charge any part of Mr. Kapelow’s salary to 
that project? 

Mr. Kornman. It wasn’t a project, Mr. Simon. That was merely a 
ontract that we settled. 

Senator Bennerr. Did Mr. Kapelow contribute anything, both to 
vetting of the contract and to settling it? 

Mr. Kornman. Yes, sir. 


Zz 





Sen 
on the 
Shelb 

Mr. 

Mr. 
charg 
Shelb 

Mr. 

Mr. 
job? 

Mr. 
down 

Mr. 
to the 

Mr. 

Mr. 

Mr. 

Mr. 

Fir 
secon 
FHA 

Mr. 

Mr 

Mr 

Mr 
Wwase 

Mr 
is nol 
this— 

Mr 

Mr 

Se 
salar 

Mr 

Se 


Mr 
ing it 
Mr 
Mr 
Mr 
Mi 
Mr 
Mr 
Mr 
Ma 
Mi 
Mi 





» 


or ol, 
1 New 
don’t 


Addi- 


urtner 


tract 4 


deals, 


simon, 
10,000, 


that. 


sly on 
stock 
OO, I 
, Con- 
these 


1, that 


Let us 
Vou do 


ich of 
> that 
ary to 
rely a 


oth to 


FHA INVESTIGATION 1839 


Senator Bennett. Then shouldn’t some of this—as I understand it, 
on these figures you gave us, the complete overhead of the operation, 
Shelby Construction Co. chi: arged against the FHA project. 

Mr. Karetow. That was the construction job, sir. 


Mr. 


Stmon. You got $1: 52.000 in salary in these 4 years that were 


charged to these FILA jobs. Did you get any other salary from 


Shelby ? 


Mr. 

Mr. 
job? 

Mr. 


KAPELow. No, sir. 


Simon. So your entire salary was charged against the FITA 


Kapeitow. To the construction jobs; no, sir. We have a break- 


down here that in— 


Mr. 


Simon. | am trying to get it straight. You charged $150,000 


to the four FITA loans for your personal salary; is that right? 


Mr. 


Mr. 
Mr. 


KaprrLtow. I charged it to Shelby. We prorated it out. 
Mr. Srwon. Let me ask you this way 
Kornman. Mr. Simon. 

Sion, Let me ask two questions. 





First, how much salary Mr. Kapelow got in this 4-year period, and, 
secondly, what percentage of that salary was charged to these four 


ik H A jobs. 


Mr. 
Mr. 
Mr. 


Mr. 


KorNMAN. Mr. Simon— 

Sivon. Can you answer those two questions in order? 
Kornman. Your first kuestion is how much salary he got? 
Srron. He got in the 4 years, and, secondly, how much of it 


was charged to these FHA jobs. 


Mr. 


is not 


KornMAN. No, sir; [ cannot answer it that way because that 
the way our figures are broken down. However, I can state 


this— _ 


Mr. 
Mr. 


Martin. Mr. Chairman, would you give him a chance, please ? 
Sion. Wait a minute. 


Senator Brennerr. Don’t your records show the total amount of 


salary 
Mr. 


that was paid to Mr. Kapelow by Shelby Construction Corp. ? 
Kornoran. Yes, sir: Lean give you that. 


Senator Bennerr. Hew much was paid ? 


M 


jobs ¢ 


Mr. 


r. Sruon. In this 4-vear period. 
Mr. 
Mr. 


Kornman. It is $148,000, 
Smuon. What percentage of that was charged to the four FITA 


KorNMAN. We didn’t break that salary down by percentage, 


sir. We broke the total overhead down. 


Mr. 
Mr. 


Ing it 


Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 


Marri. Give him that. 

Sron. Now, wait a minute. You gave us some material break- 
down. Did you ever see this sheet of paper before? 
Kornuan. [ probably prepared it; yes, sir: or had it prepared. 
Simon. Did you ever see that be fore, Mr. Kornman? 
Kornman. Yes, sir. 

Stuon. Did you prepare that ? 

Kornman. I had it prepared; yes, sir. 

Simon. Is that accurate ? 

KORNMAN. Yes, sir. 

Simon. That shows 8148.000 in salary, to Mr. Kapelow. 
KorRNMAN. Yes, sir. 

Simon. And $148,000 in salary to Mr. Leader? 
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Mr. Kornman. Yes, sir. 

Mr. Simon. Is that right ? 

Mr. Kornman. That is right, sir. 

Mr. Srron. And all of the overhead on that sheet of paper, and the 
rest of these sheets of paper, is a part of this $1,455,000 of overhead 
you charged to the 4 FHA jobs; is that right ? 

Mr. Kornman. I don’t think so. Let me take a look. No, sir. 

Mr. Simon. Will you list me a nickel’s worth of the overhead on 
these sheets that wasn’t charged in this $1,455,000 ? 

Mr. Kornaan. Out of a total overhead for the fiscal year ended 
1952——— 

Mr. Sruon. Let us get to my question. 

Mr. Marrin. Mr. Chairman, please let him answer. 

Mr. Sron. If he would just answer a question once. 

Mr. Kornman. I am on that right now. 

Mr. Simon. You have a sheet of paper before you you prepared. 

Mr. Kornman. Yes, sir. 

Mr. Simon. It shows that the overhead charged to these four 
jobs—— 

Mr. Kornman. Yes, sir. 

Mr. Suwon. Was $1,455,085.30. 

Mr. Kornman. That is right. 

Mr. Sraon. Is that right ? 

Mr. Kornman. That is right. 

Mr. Simon. Will you tell me any of your overhead that is not in- 
cluded in there? 

Mr. Kornman. Yes, sir; a total of $714,215.92 of overhead is not 
included in there. 

Mr. Simon. Give me that again. 

Mr. Kornman. $714,215.92. 

Mr. Sraon. Where was that charged ? 

Mr, Kornman. That was charged to other jobs. 

Mr. Simon. Are you telling me, now, in this 4-year period your 
overhead was roughly 2 million—— 

Mr. Kornman. $2.169,: 301.22 

Mr. Siaon. How much of the $148,000 in salaries was charged to 
the FHA jobs? 

Mr. Kornman. Approximately the same percentage. 

May I make this statement, Mr. Simon? 

Mr. Suwon. Yes. 

Mr. Kornman. The total amount of overhead charged to these jobs, 
in 1952—for the fiscal year ended October 31, 1952, was $60,377.28, 
out of a total of $803,772.79. 

Senator Bennerv. The jobs were pretty well done by then. 

Mr. Marrry. That is right. 

Mr. Kornman. That is right, sir, but our fiscal year ended on Octo- 
ber 31. Our last job was completed in February. You have got No- 
vember, December, January, and February. 

Senator Bennerr. Then, there is your answer. 

Mr. Kornman. Four months, and we only charged 10 percent out of 
a total year’s overhead. 

Mr. Simon. Out of a total overhead in a 4-year period of roughly 
$2.200,000 you charged 





Senator Bennerr. Two-thirds. 





Mr. 
right? 
Mr. 
Mr. 
the we 
Mr. 
three 
$165.0 
velt a 
head ¢ 
Mr. 
ment | 
Mr. 
Mr. 
3 yea 
Mr. 
Mr. 
tions, 
Mr. 
Mr. 
Ser 
forw: 
ment, 
on thi 
Mr 
balan 
Mr 
Mr 
Cons 
Mr 
look : 
Mr 
Mr 
on w! 
Mi 
bala 
Prog 
Mi 
sheet 
Mi 
surp. 
Mi 
M 
M 
Se 
surp 
M: 
M 
Se 
M 
mak 
M 


pro} 





id the 
rhead 


ad on 


ended 


dd. 


four 


ot in- 


s not 


your 


ed to 


Jobs, 
(28 


emis 


Icto- 
, No- 


ut of 


ghly 


, 


FHA INVESTIGATION 1841 


Mr. Sron. $1,455,000, or two-thirds on the FHA jobs; is that 
right ? 

Mr. Karetow. That was the principal amount of the work. 

Mr. Kornman. That is right. ‘That was the principal amount of 
the work. 

Mr. Simon. Let us go back to the profits. We had $196,000 on the 
three jobs, the Dillard, warehouse, and the Worth. You had 
$165,000 on the Shrev eport building. You had $450,000 on the Roose- 
velt addition, and is that all profit, except for the allocation of over- 
head ? 

Mr. Kornman. No, sir. That is not all profit. We had an invest- 
ment in there. 

Mr. Stmon. What is the investment ? 

Mr. Kornman. Mr. Simon, I can’t remember things that happened 
3 years ago. 

Mr. Stmon. Is it $100,000 or $300,000 2 

Mr. Kornman. That investment involved four different transac- 
tions, Mr. Simon. 

Mr. Suwon. What were the four transactions ? 

Mr. Kornman. They were various amounts. 

Senator Bennerr. May I interrupt at this point? Let us go 
forward in this discussion on the assumption there was no invest- 
ment, and this was all profit, and then we can work back from there 
on the theory that the actual profit would be less than that. 

Mr. Kornman. If Mr. Simon would permit me to take a look at that 
balance sheet he is looking at—I don’t have one. 

Mr. Suwon. This Dun & Bradstreet ? 

Mr. Kornman, No. You were looking at a balance sheet of Shelby 
Construction Co. of $5 million. 

Mr. Suton. That is Dun & Bradstreet. I will be glad to let you 
look at it. 

Mr. Martin. We don’t want that. 

Mr. Simon. What other jobs did you complete by October 31, 1952, 
on which you made a profit ¢ 

Mr. Kornman. May I point out, Mr. Simon, one item on that 
balance sheet, $1,412,656, entitled “Reserve Income, Construction in 
Progress.” 

Mr. Martin. He is now looking at the Dun & Bradstreet balance 
sheet. ; 

Mr. Smon. That is in addition to the five and a half million earned 
surplus. 

Mr. Kornman. No, sir. 

Mr. Suwon. I think you will find it is. 

Mr. Kornman. You are right about that. 

Senator Bennerr. As soon as you finished that construction the 
surplus might conceivably be $7 million. 

Mr. Kornman. That is right. 

Mr. Karevow. Or it might be less. 

Senator Bennerr. It might be less. 

Mr. Kornman. Let me ‘point out to you some of the assets that 
make up—— 

Mr. Suon. Let us get first to answering my question. What other 
projects did you have prior to October 31, 19522 
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Mr. ioceal We had a project in Canton, Miss., a contract of 


$871,913.75. 

Mr. Seon. How much did you make on that? 

Mr. Korn MAN. I don’t have that available, sir. 

Mr. Martin. Would you like to get that? 

Mr. Sion. $800,000 contract 

Mr. Kornman. [ would say we made about $85,000. 

Mr. Simon. What else? 

Mr. Kornuan. We had—we completed a contract at Stone River 
Homies, $1,819,700, which we didn’t make any money on. 

Mr. Simon. You made no money on that at all? 

Mr. Kornman. Not to speak of. 

Mr. Simon. We can skip that. 

Mr. Kornman. We completed a job at Berkley Manor, Inc. I think 
we made about $65,000 on that. 

Mr. Sion. All right. What else? 

Mr. KornmMan. We completed the Worth Building. We have given 
you the Worth Building and the warehouse. ‘The rest were small 
iobs that didn’t amount to anything. 

Mr. Suwon. Would we be inequitable if we gave up the full amount 
of that Roosevelt Hotel contract of $450,000 to compensate for these 
small jobs ? 

Mr. Karerow. These are your figures. 

Mr. Kornman. I suppose so. 

Mr. Simon. What you have given us here, Mr. Kornman, totals 
81,161,000. 

Mr. Kornman. Yes, sir. 

Mr. Sion. You say you charged against that $714,000 of overhead. 

Mr. Kornman. Yes, sir. 

Mr. Srwon. That would bring it down to about $950,000; is that 
right ¢ 

Mr. Kornman. I didn’t hear your question, sir. 

Mr. Sion. If you charged $714,000 of overhead against $1,661,000 
of gross profits, you would have $950,000 of net profit and after 
overhead; is that right? 

Senator BeENNeErr. | am assuming, however, Mr. Simon, that these 
tigures he has given you are net profit and not gross profit, after over- 
head. Are they before overhead or after? 

Mr. Karrtow. Mr. Bennett, we haven’t come prepared for other 
than section 608 projects. We have these books available. We would 
le glad to show them to you, sir, but we think we came up with most 
of the figures on the section 608’s, 

Mr. Semon. The important point is that if we give you all the 
benefits of all the doubts here, your own balance sheet still shows $414 
million that you made on the section 608 projects. 

Mr. Kornuan. Mr. Simon, I would have to make a complete analy- 
sis of the balance sheet to show you where that came from. I don’t 
think it is fair for us to sit here and try to quote from memory, on 
2 balance sheet which you have in your possession. 

Mr. Srmon. We didn’t make the balance sheet. You gave it to Dun 
& Bradstreet, didn’t you ? 

Mr. KornMan, Yes, sir; I did 3 years ago. 

Mr. Simon. Now, going back to this—may we have that balance 
~heet back? 
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Mr. Kornman. Didn't I give it back to you? 

Mr. Karenow. I thought I had given you everything I had. 

Mr. Stuon. The Dun & Bradstreet. 

Mr. Karretow. I folded it up. That is it right there, folded up. 

Mr. Simon. Right. Thank you. 

Mr. Kornman, were there any premiums on any of tiese mortgages ¢ 

Mr. Kornman. Yes, sir. 

Mr. Simon. Which ones and how much ¢ 

Mr. Kornman. There was a premium on the Claiborne note. 

Mr. simon. How much? 

Mr. KornmMan. One percent, and there was one on the St. Louis——— 

Mr. Simon. That would be $92,300 4 

Mr. Kornman. Yes, sir. 

Mr. Sruon. Did you give a credit for that in your computations 
here ? 

Mr. Kornman. No, sir. 

Mr. Simon. Why do you charge us with overhead all the way down, 
including Mr. Kapelow’s salary, but not give credit for a $92,000 
prem ium you got on the morte: ize / 

Mr. Kornman. I don’t think the two are related, s 

Mr. Stuon. Who got the $92,000 premium ¢ 

Mr. Kornman. Shelby Construction Co. got the $92,000 premium. 

Mr. Stmon. They got it from the sale of these mortgages ¢ 

Mr. Kornman. Yes, sir. 

Senator Bennerr. Which were guaranteed by the Federal Gov- 
ernment. 

Mr. Stmon, You included in these costs the mortgage guaranty fees 
vou paid FHA, didn’t you? 

Mr. Kornman. Yes, sir. 

Mr. Simon. You included the fees to get the guaranty ¢ 

Mr. KornMan. Yes, sir. 

Mr. Srmon. And vou included everything down to the owners’ 
drawing accounts, but you didn’t give credit for the $92,000 premium 
you cot ! 

Mr. Kornman. Well, sir, they are two separate transactions. 

Mr. Srmon. [ take it, Mr. Kapelow’s $148,000 salary is separate 
from building ihe building, too, isn’t it? 

Mr. Kornman. No, sir. That is for services rendered. They are 
two different types of services, altoge ther. 

Mr. Stwon. When vou sold this mortgage you got the face amount 
plus $92,300; is that right? 

Mr. Kornman, Yes, sir. 

Mr. Simon. You got it for the mortgage, didn’t vou / 

Mr. Kornman. Yes, sir. 

Mr. Simon. For the very mortgage the Government guaranteed : 1 
that right? 

Mr. KornMan. Secured by Claiborne Towers. 

Mr. Simon. The $92,000 was paid to vou for this very same mort- 
gage’ 

Mr. Kornman. At other times, Mr. Simon, when we didn’t do that 
ourselves that same premium was paid to someone else. 

Mr. Simon. You push us back and forth. 

Mr. Karrenow. We sold at discount sometimes, too. 
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Mr. Srwon. If you hired somebody else to do the work, then you 
charged them for it. But if you do it yourself, you also charge the 
job with your own salaries. 

* Mr. Kornman. No, sir. If we had hired someone else he would 
have gotten the money, but due to the fact we didn’t hire someone 
else we got the money. 

Mr. Simon. You did it yourself? 

Mr. Kornman. That is right. 

Mr. Stwron. You charged against the job all your salaries, didn’t 
you! 

Mr. Korxmawn. Only a proportionate amount of the salaries. You, 
yourself, quoted a figure of $714,000 which we didn’t charge against 
the Jobs, 

Mr. Staon. No. You gave me that figure. 

Mr. Kornman. You have it on your statements that I sent you, 
sir. 

Mr. Srron. That is not my figure. That is your figure. Don’t put 
that in my mouth. 

Mr. Kornaran. Whoever owns the figure, it is there. 

Senator Bennerr. If you had not had an FHA commitment, if the 
Federal Government had not guaranteed this mortgage, there would 
have been no building; you would not have been able to sell the 
mortgage at a premium. 

Our point is, and I think Mr. Simon’s point is well taken, that you 
have had an additional income of $92,000 out of the Claiborne Towers 
proposition. You never would have had that income—— 

Mr. Kornwan. We grant you that; ves, sir. 

Senator Bennerr. And the mortgage probably would not have 
sold at a premium if they didn’t have the Federal Government guar- 
anty behind it. That is supposition. I think Mr. Simon’s position is 
very well taken. That is, that if in order to reduce the apparent 
excess of the mortgage over the cost you throw in all these costs, then 
to be fair you must add any additional income that came because the 
mortgage was created. 

Mr. Simon. Any other projects on which you had a premium? 

Mr. Kornman. Yes, sir. 

Mr. Stuon. Which were they? 

Mr. Kornman. St. Louis. 

Mr. Stuon. What was the premium at St. Louis? 

Mr. Kornman. I don’t remember. 

Mr. Kaprriow. I don’t recall, sir. 

Mr. Simon. Do you know, Mr. Kornman, what the premium in St. 
Louis was? 

Mr. Kornman. No, sir; not offhand. 

Senator Bennerr. Was it as much as 1 percent 

Mr. Kornman. It was in excess of a point. 

Mr. Sraon. Was it 2 percent ? 

Mr. Kornman. No. 

Mr. Karrvow. I think it was 114, but I am just guessing. 

Mr. Stwon. One and a half percent on the St. ‘Louis mortgage 
would be roughly $165,000, wouldn’t it 4 

Mr. Kornman. Yes, sir. 
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Mr. Simon. You go to great lengths here to point out to us how you 
lose money in St. Louis. But you didn’t tell us about the $165 ,000 
premium you got for the Government-insured mortgage. 

Mr. Kornman. We consider that as a separate transaction entirely, 
sir. 

Mr. Simon. Why didn’t you take out the fee you paid FHA? You 
put that in; the fee you p: id FHA to get the guaranty ? 

Mr. Korxman, Yes, sir. 

Mr. Stmon. You put that in. 

Mr. Kornman. As a cost of the job. 

Mr. Stuon. But you put the fee in as part of the cost. 

Mr. Kornman. Yes, sir. 

Mr. Sruon. But the premium you got because it was a guaranteed 
mortgage you didn’t include as a part “of the proceeds, did you ¢ 

Mr. Korn. in. Mr. Simon, we have ordinarily employed mortgage 
brokers who retained that premium. We didn’t get it. This time we 
went out and went to work and we worked it out ourselves, and we got 
the premium. 

Mr. Simon. Who did that work? 

Mr. Kornman. Who did that work? 

Mr. Simon. Yes. 

Mr. Kornman. I think I did, Mr. Kapelow did. 

Mr. Stuon. Did you charge the proportionate part of your salaries 
to this job? 

Mr. Kornman. If you so desire, we will charge it. 

Mr. Simon. Did you? 

Senator Bennetr. You did. It is here. 

Mr. Karetow. We charged these salaries, sir, to Shelby Construc- 
tion Co. 

Senator Bennett. That is right. 

Mr. Karetow. By letter from Mr. Mason, June 17, and I would like 
to read the letter-—— 

Senator Bennerr. Wait a minute. We are not going to get off this 
subject. I think the matter is perfectly clear, and I don’t think it is 
necessary to tell us on what authority you did what you did. We will 
accept the fact that you did what you did. 

Mr. Karrtow. We had no salaries in these projects, sir. 

Mr. Martin. If I may offer the explanation, sir, the overhead is 
never allocated per job by contractors, but on June 17, 1954, the FHA 
asked us to allocate overhead. 

Senator Bennett. That is for the purpose of this investigation. 

Mr. Martin. That is right. They went back and tried as best they 
could to make an allocation. 

Senator Bennetr. We accept that. If they had not allocated their 
overhead to the job it would have shown on St. Louis you made a profit 
of $200,000 and on Parkchester you made a profit of $2,800,000, and 
you escaped that by allocating this overhead to the various jobs and 
reducing the amount. 

Mr. Martin. If you had the money, Senator, and you have to pay 
your salaries, you wouldn’t have it left. 

Mr. Srwon. You can’t have your cake and eat it, and charge against 
the project the proportionate part of the salaries that the men did, and 
then not credit the project with what they earned. 
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Senator Bennevr. With what the salaries produced. 

Mr. Simon. Isn't that what you are doing here, Mr. Kornman ? 

Mr. Kornman. No, sir; not exactly the way you put it. 

Mr. Simon, Let us go back. You prepared this sheet of paper, 
didn’t you ? 

Mr. Kornman. Yes, sir. 

Mr. Srron. You prepared this? 

Mr. Kornman. Yes, sir. 

Mr. Simon. Does it include $1,455,000 overhead ¢ 

Mr. Kornman. Yes, sir. 

Mr. Simon. Is that two-thirds of your overhead / 

Mr. Korn. An. Yes, sir. 

Mr. Simon. Is that two-thirds of your salary and two-thirds of 
Mr. Kapelow’ s salary ? 

Mr. Kornman. Yes, sir. 

Mr. Srwon. Do you assume you and he each spent two-thirds of 
your time on these jobs? 

Mr. Kornman. | would say we spent seven-eighths of our time on 
these jobs. 

Mr. Stwon. But you charged two-thirds of your time to these jobs? 

Mr. Kornman. Yes, sir. 

Mr. Simon. Your work producd $92,000 premium in Claiborne and 
$165,000 premium in St. Louis, and you don’t credit any part of those 
premiums to these jobs; is that right? 

Mr. Kornman. It could be right, and it could be wrong, too. 

Mr. Martin. That is right. 

Mr. Kornman. Because we received these premiums in 1952. 

Mr. Simon. When did you prepare this sheet of paper ! 

Mr. Kornman. In June. 

Mr. Simon. Of what year? 

Mr. Kornman. This year. 

Mr. Sion. [oes it show anywhere in these figures the premiums 
you have just talked about? 

Mr. Kornman. No, sir. 

Mr. Suwon. They have been received before vou prepared them ¢ 

Mr. Kornman. Yes, sir. 

Mr. Simon. So they are not in here? 

Mr. Kornman. No, sir. 

Mr. Sron. Did you get any other premiums? 

Mr. Kornaan. Not to my knowledge; no, sir. 

Mr. Sion. These are the only two premiums on FHA-insured 2 

Mr. Kornman. As far as I remember. 

Senator Brnnerr. Specifically, was there a premium on Park- 
chester ¢ 

Mr. Kornman. No, sir. 

Senator Bennerr. Was there a premium on Roselawn ? 

Mr. Kornman. ‘There was a premium on Parkchester, but GNMA 
got it instead of us. 

Mr. Siaon. Was there a premium on Roselawn ? 

Mr. Kornman. I don’t remember. I don’t think so. 

Mr. Karetow. I don’t think so. 

Mr. Srtmon. Now, on the three projects—since you prepared this, 
and simply to get it into the record 
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Mr. Martin. That was prepared for the questionnaire, not for this 
if record. 
Mr. Stow. I said since he prepared it for this record. 
a per, Mr. Marrrn. I see. 
Mr. Srnown. Is it your testimony that the mortgage in Parkchester 
x was $10,845,600? 
Mr. Kornman. Yes, sir; I think so. 


Mr. Stwon. And the cost of the land and the cost of the buildings 
was $8,085,643.60 ? 
Mr. Kornman. Yes, sir. 
Mr. Simon. The interest during construction, FHA fees, recording 
expense, legal and organization expense, were $299,761.07 ¢ 
ds of Mr. Kornman. I think so; yes, sir. 

Mr. Stuon. You had $714,006.89 of overhead, and other expenses / 
Mr. Kornman. Allocated as it is on this schedule; yes, sir. 


ds of Mr. Stmon. You allocated $714.000 to overhead ¢ 
Mr. Kornman. Yes, sir. 
ne on Mr. Stwon. And after allocating $714,006.89 to overhead, the mort- 


; gage proceeds exceeded all the costs, including the overhead, by 
jobs ¢ $1.746,188.14 4 

Mr. Kornman. Yes, sir. 
> and Mr. Simon, In Roselawn, which is the Natchez, Miss., project, the 
those mortgage was $1,746,600. 

Mr. Korn MAN. Yes, sir. 

Mr. Sron. Is that right ? 

Mr. Kornman. Yes, sir. 

Mr. Stwon. The total cost of land and the construction, all the 

improvements, was $1,423,561 ? 


Mr. Kornman. Yes, sir. 
Mr. Stuon. You had FILA expenses and interest during construc- 


tion of $68.281.59 ? 


ums Mr. Kornman. I didn’t break these totals down. I suppose you 
have added them. 
; Mr. Simon. Is that correct ? 
if Senator BENNerr. Subject to errors in addition ? 
Mr. KornMman. Subject to mathematical error, I think that is 
probably right. 
Mr. Srwon. You had $37,445.28 of overhead ¢ 
Mr. Kornman. Yes, sir. 
4 | Senator Bennerr. May [ask a question at this point: Can you give 
’ me any reason why you only took $37,000 for all overhead on Roselawn ‘ 
Mr. Kornman. Roselawn kept a complete separate set of books, 
ark- and we were able to dete rmine the exact cost of that particular job, 
and that is the reason that $37,000 is on there. That is all field over- 
» head we actually had on that job. 
Senator Bennetr. So you didn't charge any of Mr. Kapelow’s sal- 
MA ary tothat job? That is just the field overhead ? 
| Mr. Kornman. Yes, sir; there is no officers’ salaries or anything 
included in that. That is just field overhéad. 
Mr. Stwon. Now, in Claiborne, the mortgage was $9,230,600. 
, Mr. Krrnman. Yes, sir; two mortgages. 
this, Mr. Stmon. You put it down here as one, didn’t you? That is the 


combined total ? 
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Mr. Kornman. Yes, sir; you skipped St. Louis. 

Mr. Stmon. Weare coming back to that in a minute. 

The cost of the land and the cost of the buildings, including all 
the improvements and everything else, was $7,356,484 ? 

Mr. Kornman. Cost of the land—— 

Mr. Sraon. $7,931,484.16 ? 

Mr. Kornman. Yes, sir. 

Mr. Sruon. The interest during construction, FHA fees, and so 
forth, were $480,618.54 ¢ 

Mr. Kornman. Subject to mathematical accuracy; yes, sir. 

Mr. Stwon. The overhead and other expenses you charged to this 
job were $721,382.35 ? 

Mr. Kornman. Yes, sir. 

Mr. Simon. ‘The mortgage proceeds exceeded all the costs, including 
all of the overhead that you allocated to this job, by $97,115.15 ? 

Mr. Kornman. Yes, sir. 

Mr. Simon. In addition, you got a $92,300 premium ? 

Mr. Kornman. Yes, sir. 

Mr. Stmon. So that on these 3 jobs—and I am going to get to St. 
Louis in a minute—on those 8 jobs the mortgage proceeds exceeded the 
costs by $2,147,914; is that right ? 

Mr. Kornman. Yes, sir; before any builders’ profit, or 

Senator Bennerr. We mustn’t get that back in here again, bec cause, 
as I have said so many times, you can’t claim a builder’s profit on a 
building you build for yourself. You can’t claim a builder’s profit 
in talking to us, and then go before the Internal Revenue Service and 
say “These are just subsidiary corpor ations. There is no profit in- 
volved in their dealing, one with the other.’ 

Mr. Karrnow. I still say if we had contracted these out to other 
builders that is what the cost. would have been. 

Mr. Srmon. How much did you pay as a builder’s profit on the 
house you built for yourself ? 

Mr. Karriow. None. I didn’t contract it out. If I had contracted 
I would have paid. 

Mr. Sraon. Let me ask you this, then: Were you building these 
buildings for yourselves? 

Mr. Karrtow. Yes, sir. 

Mr. Srwon. Or were you building them to make a profit out of the 
mortgage money ? 

Mr. Karrrow. I build them for myself. 

Mr. Son. You intended to make money out of running them and 
operating them ? 

Mr. Karrertow. Yes, sir. 

Mr. Stwon. You weren’t intending to make a profit out of the 
mortgage, were you? 

Mr, Kapetow. I was hoping I would make a fair builder’s profit out 
of it. 

Mr. Stmon. And still end up owning it? 

Mr. Karrtow. I don’t know at this time. 

Senator Bennerr. Maybe it should be said this way: I don’t think 
it matters much whether you call this $2,280,000 a builder’s s profit or 
whether you call it an excess or a mortgaging out proposition. The 
same figure remains when you get through. 

Mr. Kornman. That is true. 
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Mr. Stmon. If it were a profit you would have had to pay income 
taxes on it, wouldn’t you? 

Mr. Kareiow. Yes, sir. 

Mr. Stmon. You didn’t pay any income taxes on it; is that right? 

Mr. Karrtow. That is correct. 

Mr. Simon. In St. Louis the loan was $11,163,200? 

Mr. Karetow. Yes, sir. 

Mr. Stmon. The cost of the land and building $10,929,000? 

Mr. Kapetow. Yes, sir. 

Mr. Stmon. The interest and other costs were $413,000 ? 

Mr. Karrentow. Yes, sir. I think so. 

Mr. Stuon. And the overhead that you charged to that was 
$427,202? 

Mr. Karretow. Yes, sir. 

Mr. Simon. It made a deficiency of mortgage proceeds over all costs 
of $607,000, before taking into account the $165,000 premium { 

Mr. Karretow. The premium of estimated. 

Mr. Simon. And the net deficit there was $442,000 ? 

Mr. Kaprrtow. Yes, sir; when you put the premium in. 

Senator Brennerr. At this point may I make a comment, Mr. 
Simon ¢ 

Mr. Simon. Yes, sir. 

Senator Bennerr. When section 608 was—how shall I say it? I 
had better back away and start over again. 

It was in the minds of the Members of the Congress who wrote 
this law that the guaranteed mortgage would not exceed 90 percent 
of the total cost, and that if the estimates had been properly made 
the builder would have had a net investment of 10 percent of his own 
money in the project. It isn’t a loss. It would have been an invest- 
ment. It isn’t fair to say you lost this money. When you got through 
at St. Louis you had a net of $604,000 

Mr. Simon. $442,000. 

Senator Bennerr. After the premium, $442,000, but before we 
come to the mortgage premium you had a net—you were short. Your 
costs exceeded the amount of the mortgage by $607,000, which is a 
little less than—it is approximately 5 percent of the total value, so 
if you want to look at this thing—and I recognize that because of the 
use of the word “estimate” in there, there is this variation that you can- 
not tie down. But if the project had been built according to the basic 
idea that was in the minds of the Senate when they wrote the law, 
you mortgaged out on this one because you had more than 90 percent 
of—you received from the proceeds of the mortgage more than 90 
percent of the total cost of the project. 

Mr. Simon. What the statute says, Senator, the original act: 





The mortgage shall involve a principal obligation in an amount not to exceed 
$5 million, and not to exceed 90 percent of the amount which the Commissioner 
estimates will be the necessary current cost of the completed property or 
project, including the land. 

And then in 1947 the Congress amended the law, and the amended 
act provides: 

In estimating necessary current costs for the purposes of said title, the Federal 
Housing Commissioner shall therefore use every feasible means to insure that 
such estimates will approximate as closely as possible the actual costs of 
efficient building operations. 
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And if you were to base the estimates on the actual costs, since 
the total mortgages were $32,981,000, if there were to be 90 percent of 
the costs, t he costs would have been—— 

Senator Bennerr. Approximately $36 million. 

Mr. Simon. $36 million, and instead of the costs being $3,300,000 
more than the mortgage, as the statute contemplated, the costs, put- 
ting all four of them together, were $1,705,000 less than the mortgage, 
or a spread between what the statute contemplated and what hap- 
pened, of close to $5 million. 

Mr. Marrin, Senator, could I read what the House concept of mort- 


os oy, Sara 
Mr. Simon. When was that ? 
\ir. oe. This is July 17, 1954, describing— 


Mir. Simon. We are ineas about the act of 1947. 

Mr. Marrin. This is the House, describing what was mortgaging 
out under the act of 1947. It is right imteresting, the difference 
between the Senate version. 

Senator Bennerr. I think it may be interesting for you. Ithink that 
is not material to what we need to get from you to put in this particu- 
lar record. 

Mr. Karrtow. Senator, there was a recent set of bids taken here in 
New Orleans, on the causeway across Lake Ponchatrain, in which the 
low bidder was ap proximate ly $30 million and the high bid was $41 
million. Do you mean to think that that high bide ler thought he 
was goine to make S11 million on that contract, in addition to the 
profit that the low bidder made? 

Mr. Simon. Mr. iKtapelow—— 

Mr. Karrtow. Those are different ways of estimating a particular 


Mr. Simon. Mr. Kapelow, do you know whether the high bidder had 
uy intention of getting that job, or whether he was just giving a cour- 
tes) bid 4 

Mr. Karrtow. There were other bids considerably higher, also. 

Senator Bennetrr. May 7 come back into this, now, Mr. Simon: If 
this were just a case of making a bid to pen building which you 
would own on your own responsibility, if you had secured a mortgage 
of S10,.845,000, and had been able to build it for $8,085,000, you would 
mmediately have reduced the mortgage because you knew eventually 
you were going to have to pay that mortgage, but you knew in this 
case that the Federal Government was going to pay the mortgage if 
you wanted to w alk out and leave it, as you did. 

Mr. Kaprrtow. We have mortgaged out on some private construc- 
t10n. SIP. 

Senator Bennett. That is all right. 

Mr. Karrvow. This was bonded at a price, but let me put it this 

vy: We are a construction company, sir. We were a construction 
company before we knew of section 608’s. Any construction com- 


pany that doesn’t put an allowance in for profits is going to go broke 
soon. 


Senator Bennerr. Tam not going to say that, but in this particular 
case you Were not only a construction company, you were the sponsor 


of the project, and the project became nominally your property when 
it was finished. 


. 
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Mr. Karrerow. In this particular case we occupied two roles, one as 


a section 608 operator, one as a construction company. 


Senator Bennerr. That is right, as the sponsor, if this had been 
aprivate business—if you had gone down on the street down here and 
borrowed money on the responsibility of the Shelby Construction Co., 
and signed a note, and each of the partners endorsed it, and you had 
agreed to pay back the $10,845,000, and you had been able to build 
the building for less than that amount, you might have still held the 
money, but you would not have been able to get out from under the 
mortgage, 

Mr. Kare.ow. If there had been a law, I would have had to take it. 

Senator Bennerr. That is right. 

Mr. Kaprrnow. Also there are a lot of section 608 builders that built 
with private contractors, and they paid them a fair profit. 

Senator BenNeTr. No question about that. 

Mr. Kapeiow. Because we had occupied a dual role and we were 
willing to work for that role, and we did work for it hard. 

Mr. Stwon. Why didn't you have the Shelby Construction Co. sign 
the mortgage, then / 

Mr. Karetow. These were two separate entities completely, and we 
regarded them so. 

Mr. Stmon. You wanted to build these buildings and own them. 

Mr. Kapr.ow. Congress set it up this way. 

Mr. Sruon. Will you tell me where Congress set up what I am 
going to suggest. You wanted to build these buildings and be the 
owner of them. 

Mr. Karrtow. Yes, sit 

Mr. Simon. You didn’t want to have anybody pay back the mort- 
gage except out of income from the property, and if that wasn’t ade- 
quate nobody else would be responsible ; isthat right ¢ 

Mr. Kornman. Mr. Simon, that is common practice in most com- 
mercial businesses. 

Mr. Stwon. I didn’t ask if it was common practice. T asked if that 
is what it did here. Isthat right? 

Mr. Karentow. i nope and 1 still believe that Parkchester is a 
sound entity. 

Mr. Sruon. Would you please answer my question? Nobody was 
personally liable to p: Ly this mortgage. 

Mr. Karrnow. That isthe way the law was set up. 

Mr. Simon. And none of the companies—— 

Mr. Martin. This is a legal question. Could I attempt to answer 

Mr. Simon. I would be glad if I could have these questions answere ' 
first. 

Mr. Martin. If you will give him opportunity, he can answer that 
question. 

Mr. Srwon. Was anybody personally liable for this? 

Mr. Martin. Yes. 

(There was a discussion between Mr. Kapelow and Counsel Martin.) 

Senator Benner. IT have been in the building business, too. That 
bond was for the completion of the construction. 

Mr. Karretow. Guaranteeing it. If Shelby couldn’t complete it 
with funds available they would have had to put in their own dollars 
to complete it. 
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Mr. Stuon. All that bond did was guarantee you would build the 
building and complete it. 

Mr. Karevow. That is right. 

Senator Bennetr. It didn’t guarantee you would repay the mort- 
gage. There was no bonded guaranty behind the repayment of the 
mortgage. And as we said earlier this morning 

Mr. Kaprrow. I paid insurance for that, sir, to the Government. 

Mr. Martin. That is right. 

Senator Bennetr. That is right, and you added the cost of the in- 
surance into the cost of the project. So the project paid the insurance. 

Mr. Karrerow. Yes. 

Senator Bennett. The Government itself, as it will turn out new, 
the Federal Government itself, who is now the residual owner of the 
building, paid the insurance. 

I think we are just going back over ground that we have already 
probably plowed. I have this st atement that you asked earlier to be 
permitted to put into the record. 

Mr. Martin. Senator, we ask permission for Mr. Kapelow to read it. 

Senator Bennett. We will be glad to hear it. We would just like 
to make this comment. We understand that it was distributed before 
the meeting this morning to all the newspapers 

Mr. Martin. There are a number of other people here who don’t 
have itavailabletothem. It would seem in fairness 


Senator Bennetr. We would be very happy to have Mr. Kapelow 
read it. 


Mr. Martin. Thank you, sir. 

Senator Bennetr. Do you have extra copies ? 

Mr. Martin. Yes, sir. 

Excuse me, sir. 

Senator BennetT. It will be easier for us to follow. 

Mr. Martin. Sens itor, due to the distribution, with your permission, 
it was distributed before the meeting. 

Mr. Craveriv. It will just take up the committee's time. 

Senator Bennett. That is the way I felt about it since it had been 
distributed. 


Mr. Marrin. We thank the committee very much for hearing us. 
(The statement referred to follows :) 








STATEMENT OF PAUL KAPELOW, PRESIDENT OF SHELBY CONSTRUCTION Co., INC., 
NEW ORLEANS, LA. 


Senator Bennett, I appreciate very much this opportunity to answer certain 
widely circulated, but incomplete statements, that Shelby Construction Co., Inc., 
of New Orleans, La., received “windfalls” of $3,477,600 on Claiborne Tower 
projects, and $457,100 on eight projects at Natchez, Miss. These claimed ‘‘wind- 
falls” total $5,218,000. 

The correct facts are that Shelby Construction Co., Inc., and its subsidiaries 
had no such “windfalls.” 

Shelby and its subsidiaries were interested in the above projec ts, and in four 
other projects at Brentwood, Mo., comprising in all a total of 3,934 rental-housing 
units. The total amount of FHA insured mortgage loans on these 608 projects 


was $32,981,000. 

Irom these projec ts, Shelby and its subsidiaries, after deduction of land costs 
and contractor's general overhead during the oe period, made a reason- 
able contractor’s profit of approximately $1,448,463.57. Although this is a sub- 


stantial figure, it amounts to only 4.4 percent on the large amount of construction 
involved, 
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It is respectfully pointed out that the planning and construction of these 
projects began in June 1947, and were completed in February 1952—almost 5 
years later. 

For the record I should like to make it clear that Shelby Construction Co., Inc., 
is a general contractor actively engaged in all lines of general contracting work, 
such as schools, office buildings, warehouses, industrial plants, shopping centers, 
as well as housing projects. Shelby engages union labor in all of its construction 
work, and did so on these projects. In all cases it paid prevailing wages or above, 
as determined by the Department of Labor. 

At this very moment Shelby Construction Co., Ine., is engaged in about $52 
million worth of construction work obtained on competitive bids “and in no way 
involving FHA insurance. Shelby expects to earn a contractors’ fee of from 5 
to 10 percent, or possibly better, on all of this construction in which the FHA is 
not concerned. It is entirely possible, however, that Shelby could lose money on 
some or all of these jobs just as it did on the construction of the four FHA 608 
projects at Brentwood, Mo. 

One June 11, 1954, a list was released to the press stating that Shelby had the 
above “windfalls.” 

The first claimed “windfall” is for $3,477,600 that Shelby allegedly got on the 
Parkchester Apartment projects, which cover 11 city blocks and have 1,256 rental 
housing units. 

The claimed “windfall” was apparently computed in the following incomplete 
manner : 

Parkchester projects 


Amun wr morisade Tani en oe ce emcee $10, 845, 600 
Subtract: Contractor’s labor, material, and other direct costs of 
bulitivine end Sop itAnCCR. cc aees ocd asa ncewenncamesaaes 7, 147, 812 
Raw lant GE ApBTORUNALG C080 s oo. oki oi ween 220, 188 
Claimed windfall a perenne neem ne omen aee ar aa a ae a a 3, 477, 600 


This list, charging Shelby Construction Co. with the windfall, omitted the 
following important additional items of necessary cost and of contractor’s over- 
head during this construction: 


For off-site land improvements to meet FHA and city of New Orleans 
requirements, Such as the construction of streets, curbs, gutters, 
ebe., in the supe visiol Of. 1 DICKS. on kk ec ence $355, 146. 75 
For on-site land improvements, such as sewers, subsurface drain- 
age, playgrounds, parking areas, landscaping and utilities, all 


Wits DEONOIC TINRB 53a owe e ee nee nem 349, 955. 52 
KHA mortgage insurance premium deducted ‘from the loan proceeds 

Aah OO HG UO pes ONO ac oe inn soencuens cee eaenoncmocuccs 48, 474. 00 
Interest paid on the FHA insured loans during construction______ 210, 545, 69 
For title e xamination, title insurance, and recording expenses____~ 37, 300. 85 
The contractor’s overhead, general administrative, and operating 

CURIS sachin ch ce epic ecto ean te nn Nema aS A ag ten ca hen ag eek Silo 677, 294. 89 


In short, the “windfall” list failed to take into consideration a sum in excess 
of $1,700,000 in costs and overhead on these Parkchester projects. 

It is needless for me to say, if we overlooked such item of cost and of overhead 
in our estimating of construction work, we would go into bankruptey immediately. 

The next claimed “windfall” of $1,278,500 refers to the two Claiborne Tower 
projects. It appears appropriate to comment that the first of these projects 
Governor Claiborne Apartments, Inc., consisting of 518 rental units, in which 
the mortgage loan was $4,615,300 was completed, insured by FHA and occupied 
by tenants in November 1951 and the second of these projects, Claiborne Towers, 
Inc., consisting of the same number of rental units, was completed 3 months 
later in February 1952. 

In arriving at this claimed “windfall,” there ws ae apparently deducted from 
the total amount of the FHA insured loans, viz, $9,230,600, the costs to Shelby 


ot 


Construction Co., Ine., of material, labor, and other direct costs of the buildings 
and appliances amounting to $7,356,484.16, and there was deducted the further 
sum of about $600,000, as approximate cost of the land, and the remaining figure 
of $1,273,500 was called a windfall. 

In claiming this amount to be a “windfall” on the two Claiborne Tower proj- 
ects, this windfall list again overlooked, as had been done on Parkchester Apart- 
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ment projects, the following items of necessary costs and of contractor’s over- 
head during the construction of these projects, namely: 


PNT COURANT CNT hoe ec ee men s 
The FHA mortgage insurance premium deducted from the loan and 

paid to FHA itself_- 
IRENA RNR a atin se pater Sarna ea i me gw 
Title examination, title insurance, and recording expenses___--__~ 
Contractor's overhead, general administrative, and operating ex- 

penses___..-_ = 


$554, 760. 27 







46, 158. 00 
24, 615. OT 
25, O90. 0O 













rs 22 ~ 
a (21, 3 2. 35 


On the eight Natchez projects, similar omissions in computing costs were 
apparently made in the claimed “windfalls.” 

Shelby made, or lost, as a contractor’s fee, after deducting the land and land 
improvements at actual costs, and the contractor’s overhead during this construc- 
tion, the following amounts on these projects: 


On the 11 Parkchester projects___.___.-__-_- ec pcos akes creates: SRAy PRs AOS 
On the 2 Claiborne Tower projects 97, 115. 15 
RRR IRE AO PUREE SIN ROR CR ER on a a reminisces erentneace 212, 311. 68 
On the 4 Brentwood, Mo., projects, a loss of (607, 151. 70) 















Total, being 4.4 percent of the amount of the loans in- 
volved_._....-._. 2 1, 448, 463. 57 


It is to be noted that general overhead expense is not directly chargeable to 
any one job, but since the contractor must pay his rent, office force, salaries, and 
other administrative expenses, this is an item that must be deducted before the 
contractor's profit can be determined. The above general overhead items are 
those which acerued during the course of the construction of these projects. 

Wailker’s Building Estimator’s Reference book—the contractor’s most accepted 
manual for estimating—points out that overhead will run between 6 and 
15 percent of the total annual business of the contractor. It is believed that our 
contractor’s profit was largely earned through economies in overhead, as well as 
on declining prices for materials during the course of the construction of the 
Parkchester and Natchez projects. 

The contractor’s overall earnings on all of these projects was only 4.4 percent, 
much less than a usual, normal, builder’s profit. 

The mortgagor corporations expended the entire amounts of the FHA-insured 
mortgage loans for the completed projects, except for $36,712 left over in the 11 
Parkchester corporations, which was later used for their corporate purposes. 
The mortgagor corporations, therefore, had no “windfalls.” 

If it be said that Shelby Construction Co. also owned the mortgagor corpora- 
tions, in addition to having earned a contractor's fee of 4.4 percent, then it should 
be remembered that Shelby Construction Co, had a very large investment of its 
own money in the stock of these mortgagor corporations, not paid for out of the 
loans, and actually invested by Shelby in these companies. 

Thus Shelby Construction Co., in addition to furnishing the land, invested in 
money the following amounts for the stocks of the mortgagor corporations: 


























In the 11 Parkchester mortgagor corporations 
In the 2 Claiborne Tower corporations 
= 


_. $613, 600 
oe | 
In the 4 Br 


350, 000 
169, 000 


entwood, Mo., corporations___ 


Total invested by Shelby Construction Co. for stock 682, 600 


This very substantial $682,600 investment of capital by Shelby in these mort- 
gagor corporations has not been withdrawn by Shelby, but has been held or 
expended by those corporations, for their corporate purposes. As stated, Shelby’s 
contractor earnings, as computed above, are before any reimbursement to it of 
this $682,600 investment of actual money in these borrowing corporations for 
their stock. In the 8 Natchez corporations, however, the $28,100 stock invest- 
ment was retired, and the $53,500 of the stock issued for land was also retired 
during the third year of operation. 

It was expected and intended that the contractor would make a profit; other- 
wise no contractor would have undertaken such work, and no projects would 
have been built. 

This is recognized in the new Housing Act of 1954, enacted by the United States 
Senate, the House of Representatives, and signed recently by the President, that 
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for mortgage insurance purposes “actual cost” should include—and I quote—‘“a 
reasonable allowance for builder’s profit if the mortgagor is also the builder,” 
and also “an amount equal to the Commissioner’s estimate of the fair market 


value of any land.” 

In our above computations we have not included the land at its “fair market 
value,” but at its considerably lower cost to Shelby. If the fair market value of 
the 11 blocks of city property is considered, as of the time when Shelby conveyed 
the same to these 11 mortgagor corporations, then Shelby’s net construction 


profit in the Parkchester projects is greatly reduced. 

We respectfully submit that Shelby Construction Co. has not received the 
“windfalls” as alleged. The financial figures and computations set forth in this 
statement are accurate, to the best of my knowledge and belief. 

Since the start of this investigation, Shelby Construction Co. and its officials 
have cooperated fully with this committee. Its officials have volunteered to 
appear before hearings to answer fully questions asked them and to give the 
committee its records and its books. We want it recorded that we have in all 
instances answered and have aided the committee in every way that we can. 

We stand ready now to answer any further questions to the best of our 
ability and knowledge. 

Senator Bennerr. The second paragraph says: 

The correct facts are that Shelby Construction Co., Ine., and its subsidiaries, 
had no such “windfalls.” 

Mr. Martin. That is correct. 

Senator Bennetr. Is it your position, then, that these sums which 
we all agree represented the difference between the mortgage and the 
cost of the construction, including all the overhead, was contractors 
profit 4 

Mr. Karerow. Yes, sir; it was contractors’ profit, and the willing 
ness to assume risk, by this contractor to do certain subcontract work, 
and to buy materials at approvable price, and because we got certain 
breaks, and a decline in the market conditions of materials, the profits 
were made, 

Mr. Stuon. Just so we have the record clear, without calling this. 
what T would call windfall, a contractors’ profit, you do have $148,000 
of salaries that you paid yourself. 

Mr. Karrtow. That is right. 

Mr. Simon. And an equal amount to Mr. Leader? 

Mr. Karrenow. Granted. 

Mr. Simon. You claim the other $2 million is also profit ? 

Mr. Karetow. What other $2 million ? 

Mr. S’mon. On your own sheet here you show $1,448,000 after 
taking the loss. 

Mr. KaArrtow. That is for $32 million worth of work or 4.4 percent, 


Mr. Simon. You say that you made that as a profit ? 

Mr. Karrrow. Yes, sir. 

Mr. Simon. Why don’t you pay income taxes on it?) Everybody else 
has to pay income taxes on this profit. 

Mr. Karetow. I am paying my taxes according to the regulations. 

Mr. Srmon. Why don’t you pay income tax 

Mr. Marrry. In closing 

Mr. Srwon. T would like to have an answer to my question. 

Mr. Karrrow. I pay income taxes according to the law. 

Mr. Simon. I asked you why you don’t pay income taxes on this 
money. 

Mr. Karretow. The law doesn’t require it, sir. 
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Mr. Stmon. The law doesn’t require it because you filed an income- 
tax return saying it wasn'ta profit. Is that right? 

Mr. Kornman. No, sir. 

Mr. Martin. That is what the law says. The act of Congress 

Senator Bennerr. We are back again where we started. You can’t 
play this on both sides of the street. You can’t claim that this is a 
contractors’ profit and say that it is a kind of a profit on which you do 
not have to pay tax. If you accept it as what we call a windfall, then 
you don’t have to pay any profit on it and you have apparently chosen 
to accept it from that point of view. We are now down to the point 
where you are saying profit, and we are saying windfall. The fact is 
that you built and acquired ownership of these properties, and when 
you had built them and acquired them you still had somewhere be- 
tween $1,700,000 and $2,200,000, depending on definition, of Uncle 
Sam’s money. 

Mr. Kaprntow. Yes, sir. 

Senator BenNnerr. Or money which Uncle Sam guaranteed. 

Mr. Karreiow. Yes, sir. 

Senator Bennerr. On that note, don’t you think we had better bring 
this to a conclusion? Are you still trying to get this statement in of 
the House? 

Mr. Martin. Yes; what the House had to say. Of course, I realize 
the opinion of the Senate is much higher. 

Senator Bennerr. We have a representative of the House here. 
Don’t start us quarreling with ourselves. 

At this point we will conclude this phase of our investigation. We 
had 4 or 5 other witnesses to be heard today. 

May I guess my appreciation for your cooperation in coming, and 
being with us today. We appreciate the information you have 
given us. 

Mr, Kornman. Thank you, Senator. 

Mr. Martin. Senator, that statement is considered filed into the 
record ? 

Senator Bennerr. That statement is in the record, and if there 
are any other facts or figures that you would like to put in the record 
we would be glad to keep it open while we are still here until Friday 
night. 

Mr. Martin. Senator, I am from Memphis and want to go home. 

Senator Bennerr. I am sure we are through with you. Thank you 
very much, 

Mr. Martin. The Shelby group are excused ? 

Senator Bennett. Yes; we are through with the Shelby group. 

Mr. Martin. Thank you very much. ; 

(There was a discussion off the record. ) 

Senator Bennerr. Mr. Carmack, will you be sworn, please? 

Do you solemnly swear the testimony you are about to give in this 
investigation is the truth, the whole truth, and nothing but the truth, 
so help you God? 
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TESTIMONY OF EDWARD W. CARMACK, STONE RIVER HOMES, 
MURFREESBORO, TENN. 


Mr. Carmack. I do. 

My address is Murfreesboro, Tenn. 

Senator Bennett. Mr. Carmack, do you have any objection to the 
photographers? 

Mr. Carmack. No, sir; except I think after the line this morning 
this rabbit chase wouldn’t be very interesting to them. Perhaps this 
is the time for me to say that I waive any immunities of the Consti- 
tution against any possibilities of incriminating myself. 

Senator Bennett. That is interesting. 

Mr. Stmon. Mr. Carmack, we would like to ask you some questions 
about the Wherry Act project built at the air base at Murfreesboro, 
Tenn. Do you know who—— 

Mr. Carmack. May I correct that? It isn’t at Murfreesboro. It 
is about 16 miles from Murfreesboro, near the little town of Smyrna, 
Tenn. 

Mr. Simon. S-m-y-r-n-a? 

Mr. Carmack. That is correct. 

Mr. Stmon. You are familiar with that project; aren’t you? 

Mr. Carmack. Yes, sir. 

Mr. Suwon. Who first filed the application for an FHA loan on that 
project ? 

Mr. CarMACK. It was filed by Hart & McBride. 

Mr. Stmon. At the time the application was first filed, did you have 
any connection with the project ? 

Mr. Carmack. Oh, yes. I originated it. 

Mr. Simon. At the time the application was filed was the sponsoring 
corporation in existence? 

Mr. Carmack. Let me think. I believe it was not in existence at 
that time. 

Mr. Simon. Who, then, owned the land on which the project was 
built ¢ 

Mr. Carmack. Several persons. It was held in the name of a 
trustee, Jesse Huggins, the second, an attorney of Murfreesboro. 

Do you wish me to state all the parties owning an interest in the 
land ¢ 

Mr. Srmon. Yes. 

Mr. Carmack. Mr. Huggins, Mr. Huggins’ wife, Mrs. Huggins, 
Mrs. Barharm, Mrs. Barham—I am trying to think of her first name. 
I know her very well. 

Senator Bennett. I think that will be adequate. 

Mr. Carmack. Of Murfreesboro. 

Mr. Simon. A man named Holt owned part of it? 

Mr. Carmack. Yes, of Nashville. 

Mr. Simon. How much did Holt own? 

Mr. Carmack. He owned 5 percent, finally—12 percent finally. 
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Mr. Spon. The other people owned 88 percent ? 

Mr. Carmack. Yes, sir. I own none of this land. 

Mr. Simon. Do you know what they paid for the land ? 

Mr. Carmack. Yes. I found the site and invited them to buy it. 
Including the fee to the real-estate agent in it, a total of approxi- 
mately $60,000. I think it was $60 short of $60,000. 

Mr. Simon. How many acres did they get for that sum? 

Mr. Carmack. 3841 acres. 

Mr. Srwon. Now, subsequently, the FHA insured project we are 
talking about was built on a small part of that 60 acres? 

Mr. Carmack. 120 and some percentage acreage. 

Mr. Sraon. And these people still owned the other 264 acres? 

Mr. Carmack. That is right. 

Mr. Stwon. And $60,000 was what they paid for the entire tract? 

Mr. Carmack. That is right. 

Mr. Stwon. Now, when the application was filed it is my under- 
standing that you hadn't yet acquired an interest in the project ¢ 

Mr. Carmack. I had this understanding and agreement: That if 
we were successful in getting the commitment from the Air Force to 
build on this land, I would be permitted to buy into it 25 percent, 
one-quarter, 25 percent, at the original cost. of the land. 

Mr. Simon. Who did you have that commitment with ? 

Mr. Carmack. With all the parties. Well, with Hart-McBride, 
primarily. They were the major owners of the land. 

Mr. Simon. How much of this land did Hart & McBride own / 

Mr. Carmack. Seventy or sixty, sixty-five percent. 

Mr. Stmon. You finally got a commitment from the Air Force; 
didn't you ¢ 
Mr. Carmack. Yes, sir. 

Mr. Simon. What was the amount of the FHA commitment ? 

Mr. Carmack. $4,817,700. 

Mr. Srmon. $4,817,700 ? 

Mr. Carmack. Do you mind if I refer to some figures I have taken 
‘om the books 4 

Mr. Sruon. I think you will find it is $4,819,700, 

Mr. Carmack. That is correct. I am corrected. 

Mr. Simon. Now, the application was filed by James L. Holt, on 
behalf of Stone River Homes, Inc. That is, this is the second appli- 
cation. 

Mr. Carmack. That is the application to FHA ? 

Mr. Stmon. Yes. 

Mr. Carmack. I meant the application to the Air Force, to get the 
project. 

Mr. Simon. Well, it might refresh your recollection. FHA issues 
the commitment, but under the law they can’t give you a commitment 
unless the Air Force approves it. 

Mr. Carmack. Yes. sir. But the way this was handled we had to 
eo to the Air Fores, first. At least that is the way it worked out. 
The Air Force did designate the place where they wanted it. Then 
we had to take up, or continue with FILA, We meanwhile approved 
them; yes, sir. 

Mr. Simon. Would you like to look at this application ? 

Mr. Carmack. Yes, sir. 

(.A document was handed to Mr. Carmack. ) 
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Mr. Simon. I would assume from that application that Stone River 
Homes, the corporation, was already in existence when the application 
was filed. 

Mr. Carmack. When this was filed, Iam sure when this final appli- 
cation was filed, I am sure that is true, but it was not when they first 
sought to get the commitment from the Air Force. 

Will you excuse me and let me get my glasses? I think I left them 
over here. 

Yes, I think it would have been required that the Stone River Homes 
be in being at the time this was filed, though I had nothing to do 
with the filing of this application. 

Mr. Stwon. And you weren't a stockholder in Stone River Homes 
at that time at all? 

Mr. Carmack. No, but I was expecting to become one. 

Mr. Srmon. If they got a project 

Mr. CARMACK. If they got a project; yes, sir. 

Mr. Simon. Subsequently, Mr. Holt didn’t want to go ahead with 

t; is that right ¢ 

Mr. Carmack. At first he accepted it. He didn’t get all he asked. 
He insisted that he had to have a little margin, in case of rain and 
one thing and another, and he, he was some $40,000 or $50,000 short 
of what he insisted he would need. He didn’t get it. 

Mr. Suwon. Regardless of the reason, he didn’t want to go ahead? 

Mr. Carmack. He accepted it first, then he declined, accepted on 
conditions that was impossible for me and others to go on with him. 

Mr. Sinton. Then in order to keep this thing going, because you 
had a 25-percent opportunity to buy in? 

Mr. C ARMACK. That is right. 

Mr. Suwon. You wanted to arrange to buy Mr. Holt out; is that 
right ¢ 

Mr. Carmack. Well, yes. 

Mr. Simon. To buy the land ¢ 

Mr. Carmack. Yes. I had to get Mr. Holt out. He said he 
wouldn’t build it, but he wouldn’t apparently agree for anybody else 
to build it, or work anyway about it. He just was balling it up. 

Mr. Simon. In order to get the land, or buy the land, how much 
money Was it going to cost to buy it from Mr. Holt ? 

That is, to buy the land and pay Mr. Holt what he wanted for 
his share ? 

Mr. Carmack. I had to get an option to sell it, Mr. Holt’s interest. 

Mr. Simon. How much was he going to get for his interest ? 

Mr. Carmack. $117,000. 

Mr. Sion. That was for his 12 percent interest in the 120 acres? 

Mr. Carmack. Yes. 

Mr. Simon. And the people who owned the other 88 percent, how 
much did they want for their interest 4 

Mr. Carmack. Well, Mr. Huggins and his group said they wanted 
$50,000. 

Mr. Simon. How about Mr. Hart and his group? 

Mr. Carmack. Well, Mr. Hart at first was going on, and partici- 
pate, but later, when there. was a great deal of dealing going on 
here—ultimately he said he would just get out entirely, and he was 
voing to get whatever they could get after everybody else was paid 
out. 
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Mr. Simon. And it turned out that the total amount of money which 
the land was going to be bought for was $317,000? 

Mr. Carmack. That is right. Let me explain that Mr. Holt was 
selling more than just his interest in the land. Mr. Holt had made 
preliminary surveys, rock soundings, had subcontracts, which I never 
saw but he said he had, for doing the different parts of the work, and 
that they were very good contracts, and he was to deliver all this 
and resign, and get out as a contractor and let somebody else build it. 

Mr. Simon. That was included in a package for $317,000? 

Mr. Carmack. For $117,000 from him; $117,000 was what he was 
to get. 

Mr. Stmon. That is Holt? 

Mr. Carmack. Yes. $319,000 was what Shelby finally said that 
they would pay to get everybody out of the land, and get Holt’s esti- 
mates and subcontracts and work he had done in advance. 

Mr. Suwon. This $319,000 was to be paid for 120 acres of land? 

Mr. Carmack. That’s right. 

Mr. Srmon. Which was part-—— 

Mr. Carmack. A little over. 

Mr. Simon. A little over 120 acres—which was part of the 384 acres 
that they had bought for $60,000? 

Mr. Carmack. That is right. 

Mr. Stmon. As I understand it, next you made a deal with the 
Shelby Construction Co., by which, if you would let them build the 
building, they would buy the land for $319,000 and donate land to 
your corporation; is that right? 

Mr. Carmack. They would buy the land and Mr. Holt’s subbids 
and preliminary work for $319,000, and would donate their land to 
the corporation, which I, by that time, had agreed to take over. 
Everybody else was jumping overboard and quitting. I never per- 
fected my arrangement to buy the 25 percent of the land. That all 
went overboard when Holt got out. 

Mr. Stwon. Then Shelby Construction Co. paid these people, Holt, 
Hart, Huggins, $319,000? 

Mr. Carmack. They furnished the money by which they were paid; 
yes, sir. 
~ Mr. Srwon. They furnished the money to you to buy the land for 
the $319,000 ? 

Mr. Carmack. That is right. 

Mr. Stuon. Then it went into the corporation? 

Mr. Carmack. Yes, sir. The land never did come to me, any of it. 
The land went to Shelby and Shelby deeded it to the corporation. 

Mr. Stmon. To Stone River Homes? 

Mr. Carmack. Yes. I never got any land in any name. 

Mr. Srmon. Out of this $319,000 you got $20,000, didn’t you, sort 
of a commission ? 

Mr. Carmack. I can’t say I got it from that. I will be glad to 
explain that if you will let me first state there was any—the 
$319,000—$19,000 of that was not paid. That was taken off because 
T could not get from Mr. Holt the preliminary, or the rock soundings, 
the subcontracts, and the cost estimates which Shelby said would be 
very advantageous to them. When I couldn’t get that from Mr. Holt 
I let them off for that $119,000, and they never paid but $300,000, 
because they were buying the land and that, and we finally settled, 





and they ge 
quite an ar 
and Mr. He 
$117,000 th: 
accrued, w! 
$20,400 or § 
mately enot 

Mr. Sim 
people, anc 
right ? 

fr. Cari 
I got $17,0 
papers and 

Mr. Sra 

Mr. Carp 

Senator - 

Mr. Cari 
get it, of co 

Mr. Sim 
this money 

Mr. Car 
T ended ur 
you how th 

Senator 

Mr. Car 

Senator 
got it. 

Mr. Cari 
interest I | 
lect it or n 
Shelby off 
too. I got 

Mr. Sim 
the land a 
kept ? 

Mr. Car 

Mr. Sim 

Mr. Car 

Mr. Sim 

Mr. Car 

Mr. Sim 

Mr. Car 
man, and \ 
around all 
deal, I wo 
have to be 
in for noth 
build it wi 

Now, by 
which eacl 
them by 60 

T insiste 
could beat 





FHA INVESTIGATION 1861 


and they got that $19,000 off and only paid $300,000. I, in turn, had 
quite an argument with Mr. Holt, and his attorneys and what not, 

and Mr. Holt took the $17,000 finally off. I got that $17,000 off of the 
$117,000 that Mr. Holt was to get, plus some interest that they claimed 
accrued, which would run it to a little better than $20,000—about 
$20,400 or $20,500, I believe, so that I got off from Mr. Holt approxi- 

mately enough to pay what I took off from Shelby. 

Mr. Sion. In other words, Shelby paid about $300,000 to these 
people, and that, out of Holt’s share, you got about $20,400; is that 
right ? 

Mr. Carmack. I got the $317,000—$117,000 I was to pay Mr. Holt. 
I got $17,000 off that, because Mr. Holt never delivered these other 
papers and wouldn’t deliver them. 

Mr. Stmon. You personally got the $17,000? 

Mr. Carmack. No. You couldn’t say I did. I let $19,000 go off. 

Senator Bennett. He knocked it off? 

Mr. Carmack. I got it, but I knocked it off of Shelby’s, so I didn’t 
get it, of course. I took $19, 000 off of what Shelby was to pay. 

Mr. Simon. Didn’t you personally end up with about $20,000 of 
this money ? 

Mr. Carmack. I couldn’t have ended up with $20,000 of this money. 
IT ended up with $20,000 out of the deal. I would be glad to show 
you how that was. 

Senator Bennett. It wasn’t earmarked ? 

Mr. Carmack. No. 

Senator Bennerr. I do not think it is important as to where he 
got it. 

Mr. Carmack. What I mean is that I got the $17,000 plus whatever 
interest I had accrued, which was debatable whether they could col- 
lect it or not, off of what I had contracted to pay to Mr. Holt. I let 
Shelby off of $19,000 so you couldn’t say I got it and Shelby got it 
too. I got it, but. gave it to Shelby. I took it off of Shelby. 

Mr. SIMON. After you were all through with Shelby, by buying 
“6 as and paying for it, did you ultimately get $20,000 that you 

ept 

Mr. Carmack. Out of that $300,000? Not a cent of it. 

Mr. Stmon. Forget the $300,000 for the minute. 

Mr. Carmack. All right. 

Mr. Srmon. Did you get $20,000? 

Mr. Carmack. Yes, but not out of that. 

Mr. Simon. Where did you get the $20,000? 

Mr. Carmack. All right. I had, with Mr. Kapelow and Mr. Korn- 
man, and Mr. Leader, an agreement. I came down here and we traded 
around all day about this, and I insisted that in order to make this 
deal, I would have to have the land for nothing. These people would 
have to be bought out because we were all expecting to put the land 
in for nothing in the original agreement, and that they would have to 
build it within an average of 6 months’ time. 

Now, by average, Senator, we meant that you would take the time in 
which each of these 600 units was built, add them all up and divide 
them by 600. That would be the average. 

I insisted they could do that very easily and very readily. They 
could beat 6 months. 





1862 FHA INVESTIGATION 


We traded around all day and were highly entertained, and fooled 
around until 4:30 in the morning, I think, before we wound up, but 
between tradings and everything else we worked out this kind of deal 
which I have great. trouble making anybody understand. 

It is here in black and white. They wouldn’t bind themselves to 
build it in 6 months, but kept assuring me they could. I said, “ATI 
right, if you will build it in less than 6 months, for every day that you 
beat 6 months, I will agree to pay you $2 a unit,” which’ would be 
$1,200 a day. If, on the other hand, every day they run over 6 
months, they pay $2 a unit, $1,200 a day, and I drew it as I thought in a 
legal form to balance and make it a liquidating damage, pointing out 
the damage that would accrue if it weren’t built in that time, because 
the Air Force was stepping on me pretty hard to go on and get this 
built. 

I was having all these troubles which was none of their concern. 
I was trying to get it put together again after it busted open at the 
seams. 

Now they agreed to that. 

I thought that the difficulties were somewhat loaded in my favor, 
for if they did build it sooner than 6 months, I would get. the houses 
and presumably could rent them and start making money, and if they 
didn’t, I would get something for it, so I made this contract, first, 
myself, with him, which was a kind of gamble on the weather. 

I thought I knew Tennessee weather better than they did and they 
wouldn’t do it, so I went back, feeling that I was down here repre- 
senting Hart & McBride and was to get them everything I could for 
their services, and all that they had done and money they had put in. 

I said, “Do you want this? It is yours if you want it. I made it, 
but if you want this trade, all right. It is a gamble up or down.” 

They said they did want it, so that cut me out of my chance to make 
money on it, except that I said, “Now, listen. I have saved you some 
money here with Holt. I am working out a saving to you which you 
are ready to pay, “which ultimately ran a little over $20,000, and in 
view of that and in view of my turning over this 

Senator Bennert. Perfected deal 

Mr. Carmack. Yes, the whole deal in getting them out, I think 
whole, and a chance of making money on this liquidated damage ar- 
rangement, I wanted $20,000 for my services out of all this money. 

They agreed to that, conditioned upon winning this gamble, so to 
speak, this liquidated damage. 

In other words, I had, if there was a loss, I wouldn’t get that 
$20,000. If it was a gain, I would get it. 

Senator Bennett. To say it another way, if they had to pay Shelby, 
you would not get it? 

Mr. Carmack. I wouldn’t get anything. 

Senator Bennerr. If Shelby paid them you would? 

Mr. Carmack. I would. 

Mr. Smon. Let’s go back a minute, if we may, Mr. Carmack. 

Your deal with Shelby was that they would get the $4,819,700 of 
the FHA mortgage money ? 

Mr. Carmack. They got the entire mortgage money. 

Mr. Srvon. They got the entire mortgage money ? 

Mr. Carmack. Yes, sir. 
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Mr. Strwon. They, on the other hand, agreed to build the building 
and pay all the costs? 

Mr. Carmack. That is right. 

Mr. Stimon. They agreed to pay all of the FHA filing fees and inter- 
est during construction and every other cost, and they agreed to buy 
the land from these people and donate it to the corporation 

Mr. Carmack. Yes, sir. 

Mr. Srvon. So that when the project was completed, every cost, 
including the acquisition of the land, would be paid for by Shelby, and 
they w ould get the mortgage money ? 

Mr. Carmack. That is right. 

Mr. Stmon. And the cost of the land meant a profit of about a 
quarter of a million dollars to Holt, Hart & Huggins? 

Mr. Carmack. No, sir. 

Mr. Simon. Didn’t they pay $60,000 for the 384 acres? 

Mr. Carmack. Yes, sir. 

Mr. Stmon. Didn’t they get $300,000 for the 120 acres? 

Mr. Carmack. Yes, sir, but let me explain to you gentlemen this: 
This land is bare, and there is a farm, but of course not worth $300,000. 
What made it worth $300,000, and they were offered $300,000 for it by 
other concerns, but what made it worth it was that when the Air Force 
sent three general officers down there, and said, “This is the place 
where the project is going to be,” they started getting all kinds of 
bids for it. 

Mr. Stwon. The value went up because the Air Force wanted to 
build the Wherry Act project ? 

Mr. Carmack. Yes. Let’s see what got the Air Force to build the 
Wherry Act housing. 

Mr. Simon. Your work down there, I assume—— 

Mr. Carmack. Not only my work, but I am talking about the actual 
money that went into it. There was Hart & McBride, that had 
drawn elaborate plans, had to throw them out, do them over; the Ko- 
rean war came on, and everything had to be changed and done over 
and over and over. The actual architectural designs, and elevations, 
the pictures of the houses and all like that had to be drawn and sent 
up there. 

Mr. Stwon. Did that come out of what Hart got for the land? 

Mr. Carmack. Yes. That came out of Hart & McBride. 

Mr. Simon. oe of what they got for the land; is that right? 

Mr. Carmack. I don’t know what you mean, they got from the land. 
I am saying what Hart & McBride's costs were, what the costs were of 
making this. 

Senator Bennerr. You are saying to us Hart & McBride’s costs 
included the bare land, plus the cost of this work and making plans? 

Mr. Carmack. Yes. It wasn’t possible to have brought this piece 
of land to the price that it brought except for the work and expense 
that Hart & McBride paid out, other than just purchasing the land. 

Here is a $2,500 option. I had them take two pieces of ground. I 
couldn't tell which. I had to make them bring one at a $2,500 option. 
They lost. 

Mr. Simon. How did you end up owning the stock of this corpo- 
ration / 
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Mr. Carmack. I started out all the time to own 25 percent of it. 
Then when they jumped out of the boat and everybody got mad at 
each other, and got to quitting, I said I would take over the project. 

Mr. Stvon. You got all the stock ? 

Mr. Carmack. I got all the stock but 2 percent. 

Mr. Stmon. They just gave you that stock? 

Mr. Carmack. They never have paid for it. Nobody gave it to 
me. I have over $80,000 in this. 

Mr. Simon. Where did you put the $80,000? 

Mr. Carmack. I had to put $73,000—I had to put $72,000 for the 
credit of the corporation. I put $73,000 to the credit of the corpo- 
ration. 

Mr. Stmon. Was that cash? 

Mr. Carmack. That was cash. 

Mr. Stwon. When? 

Mr. Carmack. When the FHA made the final commitment to me. 

Mr. Stuon. Did you put in $72,000 cash ? 

Mr. Carmack. I put in $73,000 cash. 

Mr. Simon. Where did that come from? 

Mr. Carmack. I borrowed it from Hart & McBride. That was part 
of my deal, in working this out for them. 

Mr. Stmon. Hart & McBride put the money in and you gave them 
some notes for it; is that right ? 

Mr. Carmack. That is right. 2 

Mr. Son. Hart & McBridge had already gotten $150,000 oat of 
the land. 

Mr. Carmack. No. They hadn’t already gotten it, but they had a 
contract to get it. 

Mr. Stmon. Thev did get it? 

Mr. Carmack. They did get it. 

Mr. Stwon. How much did you pay them prior to the time the 
building was built on this $73,000? 

Mr. Carmack. Prior to the time that any of the houses were built, 
you mean ? 

Mr. Simon. Prior to the time you were getting income from the 
apartments; is that right ? 

Mr. Carmack. I think I paid $4,000, my recollection. 

Mr. Stmon. The balance was paid out of the income from the prop- 
erty after it was built ? 

Mr. Carmack. Well, it was paid out of what incomes I have; con- 
trary to some evidence that has been before you gentlemen, I was worth 
some money outside of this when I got it. I had income outside of 
the income from Stone River Homes. 

Mr. Srmon. I understand. 

Mr. Carmack. So I paid them out of the general income that I got. 
I paid them money. 

Mr. Stmon. Well, at the time you started paying them the $69,000, 
you were getting income from the homes? 

Mr. Carmack. Yes. 

Mr. Stuon. How much money did you get from Shelby out of this 
contract to build the building in 6 months? 

Mr. Carmack. That is all the money I got, was that $20,000 out of 
everything. 

Mr. Simon. You got the $20,000? 
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Mr. Carmack. That’s right. 

Mr. Stmon. On the contract they would build it within 6 months? 

Mr. Carmack. I got it out of everything, all the contracts, but con- 
litioned upon Hart & Me ‘Bride getting a liquidated damage from 
Shelby of that amount. Otherwise I wouldn’t have got it. 

Senator Bennerr. Did you g get all the liquidated damage? 

Mr. Carmack. I didn’t get any but $20,000. 

Mr. Stmon. Hart & McBride got more ? 

Mr. Carmack. They got all the rest of it. 

Mr. Simon. How much was the rest of it ? 

Mr. Carmack. The total of it was $135,000. 

Mr. Stmon. They got $115,000 of that? 

Mr. Carmack. No. Shelby kept speaking of this as a penalty and 
complained bitterly that the delay and failure, that is, to get the papers 
that Holt had promised, had got them off to a slow st art, and one way 
or other, in order to insure that I got it, and for my crowd that I rep- 
resented, we finally agreed to pay a Fannie May, a fee to the Federal 
National Mortgage, which was something—is $24,098.50. I see it 
there. 

Now that sum of money was to have been paid by Shelby. It was 
one of the fees, you know, that they would have paid. 

Senator Bennett. In other words, you agreed to reduce the amount 
f his penalty by the amount of the Fannie May fee? 

Mr. Carmack. So that came off of the $135,000. There was then 
a littlhe—approximately $20,000—one-hundred-and-ninety-thousand- 
seven-hundred-some-odd dollars, was allowed off, because of change 
orders in the construction, which improved it, and Hart & Mcbride 
persuaded me to believe that they were very beneficial and worth the 
difference, so that over and above the original construction, there was 
something close to $20,000 of extra work done on the construction, 
so that was taken off. 

Mr. Carmack. Yes. Then I got $20,000 out of that; Hart & Mce- 
Bride got the rest of it. 

Mr. Simon. Did any part of that $20,000 apply on your note to 
Hart & McBride? 

Mr. Carmack. Well, I couldn’t say. I put that in a bank and I 
couldn’t say specifically. It is kind of like pouring a glass of water 
back in a pitcher of water and saying what happened to the glass of 
water after the water is put up. 

Mr. Simon. Did any part of the $70,000 that went to Hart & 
McBride go for paying off your note? 

Mr. Carmack. No. I never got any but $20,000. That is all I got 
entirely. 

Mr. Stwon. But Hart & McBride got $70,000? 

Mr. Carmack. Yes. 

Mr. Stmon. You owed them some money ? 

Mr. Marmack. I owed them $73,000 to start with. 

Mr. Suwon. Did any part of this $70,000 go to Hart & McBride? 

Mr. Carmack. It all went to Hart & McBride. 

Senator Bennett. Not to apply to your note? 

Mr. Carmack. No. That was entirely separate. 

Senator Bennerr. Have you paid Hart & McBride off by now? 

Mr. Carmack. No, sir. I have paid about—I believe altogether, 
about $26,000, I think. 
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Mr. Simon. As of the time this building was completed and you 
started getting income from it, you had received $20,000 in cash out of 
this trade? 

Mr. Carmack. That is right. 

Mr. Simon. And you had paid Hart & McBride $4,000 ? 

Mr. Carmack. J think that is about it, as I recall. 

Mr. Simon. ‘Then you had some other expenses, I think, about $6,000 
or 37,000 % 

Mr. Carmack. I had about $7.500, and a little over that, in out-of- 
pocket expense. 

Mr. Simon. Travelling expense and that sort of thing? 

Mr. Carmack. Yes; meluding phone calls. 

Mr. Simon. As of the completion of the job you had paid out 
$11,500? 

Mr. Carmack. That is right. 

Mr. Srmon. You had taken in $20,000; is that correct ? 

Mr. Carmack. At the completion of the job; yes. 

Mr. Stmon. You had taken in $20,000? 

Mr. Carmack. Yes. 

Mr. Simon. Hart & McBride had received $70,000 out of this trade 
deal, and $150,000 out of the land ? 

Mr. Carmack. That’s right. 

Mr. Srmon. And their cost on the land was about $40,000? 

Mr. Carmack. Their cost on the land was 

Mr. Stuon. About two-thirds of the $60,000? 

Mr. Carmack. No. This cost on the land was $39,771. I have Mr. 
Hart’s figures. 

Senator Bennett. That is pretty close to $40,000. 

Mr. Carmack. There is an option loss of $2,500 and $2,200, approxi- 
mately, paid for 2 years that they had acquired subsequently, trying to 
get. some discontents out so they had in it altogether $44,271. 

Mr. Srwon. And 

Mr. Carmack. Outside of their costs in preparing their plans and 
engineering fees and landscaping and all that. 

Mr. Simon. They still own their interest in the 264 acres? 

Mr. Carmack. Yes. 

Mr. Simon. The Federal Government had guaranteed a mortgage of 
$4,819,000? 

Mr. Carmack. That is right. 

Mr. Srmon. You now own this project ? 

Mr. Carmack. Yes. 

Mr. Srwon. And as of the date it was completed, you had a note to 
Hart & McBride for $69,000, which you have been paying off, and you 
had a cash profit of $8,500; is that right? 

Senator BenNerr. Which is the difference between the $20,000 that 
came to you and the expenses ? 

Mr. Stuon. Of the $11,500? 

Mr. Carmack. I had $11,500 expenses. I had gotten $20,000 out 
of it, and I owed Hart & McBride $69,000. 

Mr. Sruon. So that as of the completion of the building you owned 
all the stock in this building—in this corporation—that owned the 
building, with the $4,819,000 mortgage on it ? 

Mr. Carmack. Yes. 

Mr. Simon. You had a cash profit of $8,500? 
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Mr. Carmack. Yes. 

Mr. Srwon. On your cash outlay and cash income ? 

Mr. Carmack, Yes, 

Mr. Simon. And you owed this note, which you have been paying ? 

Mr. Carmack. $69,000. 

Mr. Suwon. Which you have been paying off after the income 
started coming? 

Mr. Carmack. Yes. I have paid off, not especially with the income. 

Mr. Stwon. I appreciate your illustration of the water. You put 
the income in the bank account, paid them out of the bank account 
and you don’t know they got the same dollars? 

Mr. Carmack. No. I couldn’t say that. 

Mr. Sruon. Thank you. 

Mr. Carmack. That is about it. 

I have over $80,000 invested, besides a good deal of time and work. 

Mr. Stuon. When you say you have $80,000 invested, as of the day 
the building was completed, you were $8,500 ahead in cash. 

Mr. Carmack. I charged attorney’s fee. I charged a fee which I 
thought nobody objected to, certainly not too much, for all I under- 
took todo. That was the same as if I had charged a fee in some other 
case, it would seem to me. 

Mr. Stmon. Except you are the 100-percent owner of this project, 
or 98 percent. 

Mr. Carmack. I didn’t charge the corporation with that. 

Mr. Simon. You owned 98 percent of the stock. 

Mr. Carmack. What difference does it make? The corporation 
didn’t pay the $20,000 fee. I charged Mr. Hart for getting $90,000, 
and for getting $17,000 of this other which he picked up and didn’t 
have to pay. 

T didn’t charge the corporation $20,000, but I did Hart & McBride, 
any more than I would have charged Shelby $20,000 or somebody else. 

T don’t see how you can say I have got $80,000 invested in here 
because this $20,000 I got was for work I did. I could have been put- 
ting my time in making something else. 

I have made some other moneys. 

Mr. Srmon. Except you now end up owning the building. 

Mr. Carmack. Who was going to own it if I didn’t? Didn’t I 
assume all the risk of it? Didn’t I initiate it, when they hopped out, 
didn’t I take it up? This is what they said I had to put up. I put 
it up. They said this is what the rents will be, the costs, take it or 
leave it. 

I took it and I got it. I didn’t get any windfall. I suppose if 
I had—suppose this thing had gone the other way, this $90,000. 

Mr. Stmon. You couldn’t lose. 

Mr. Carmack. How couldn’t I lose? Suppose it had gone the other 
way. I would have lost $20,000. Why can you say this is a profit I 
made out of the land? 

Mr. Stmon. You can’t lose something you didn’t have. You didn’t 
have the $20,000. You just wouldn’t have made the $20,000. 

Mr. Carmack. I woedanr have made it. I would have lost time and 
work. On the other hand if this whole $90,000 had gone the other 
way, would you also say that that was a “windrise loss” or whatever 
you call that? I don’t know. 
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I wound up with this business. Nobody would have it. Everybody 
was running away. 

Senator Bennett. There was just a baby left on your doorstep. 

Mr. Carmacg. I have not regretted it. I have adopted the orphan, 

Mr. Srwon. A $4 million baby. 

Mr. Carmack. I can’t say it is a $4 million baby. There is a $4 
million undertaking on it. 

Senator Bennett. Which the Federal Government says it will pay 
if the project is not successful. 

I have heard this observation. I have heard a great many tales 
about trading with the Pennsylvania Dutch, and have been told that 
you shouldn't, unless you yourself are one of them; you shouldn't 
hope to go in and trade them and come out on the long end of the 
deal. 

I will add Murphreesboro onto that. 1 am going to stay away 
from there. 

Mr. Carmack. Everybody made money out of the deal. The Fed- 
eral Government right now—I am ahead on my payments and I have 
a big reserve there now so there is very litttle chance they can lose. 
I am operating it well, I think. Everybody is happy. It is full. 

Just one thing before I go, because I was attacked while I was 
done, and this is upon the record. There was a young man named 
Lassiter whom I didn’t know was to appear before you, but who has 
a habit of volunteering or getting himself invited into anything 
that he thinks I am connected with. 

This young man—young to me—not so young, came up and stated 
that I had signed the pauper’s oath in the 1940’s and was not a 
substantial citizen at all, and a great many things to that effect. 

I think that I could prob: ably have brought—some people don’t 
mind what they swear, and I think I could have brought witnesses 
here tosay I was a substantial citizen. 

I don’t know exactly what it was or how it affected this case, 
except it is a permanent record, filed here, which seems to reflect on 
me, and I want to have a word or two about it. 

In the first place, Mr. Lassiter is a very bitter enemy of mine and 
hates me. He has a little interest, and up to recently when he began 
running some signboards for his wife’s uncle, he had a small interest 
in a country newspaper there, which fights me bitterly, a little twice- 
a-week paper. 

This came about because years ago, when we were in our thirties, 
I owned the daily paper. This man owned the weekly, and he de- 
cided that he must have a fight with me, and a reputable doctor in the 
town came to me twice to tell me that he was a former pugilist— 
a Golden Glover, and so forth, and that he was going to embarrass 
me very much by thrashing me, and IJ, having had no experience as 
a Golden Glover, tried to laugh it off, and there was a big, young 
nigger that worked for me, and he did the fighting for the news- 
paper. He had had some “round robbins.” We couldn’t get it ar- 


ranged. After coming to me a second time, insisting on a fight, we 
had the fight. It didn’t turn out like the prizefight Mr. “Bragg” 
expected. He was knocked out, so ever since then, he has been a bitter 
hater of mine, and it is this young fellow who came there to work with 
him, has taken it up. 

They attacked me and said all kinds of things about me. 
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I have paid very little attention to it myself. I am busy with a 
great many things. He says that he doesn’t know what I am. He 
knew that for years I owned one of the large buildings in the town, 
owned and edited and ran the daily newspaper of the town, of about 
15,000; that I had sold it. I was badly injured and for 5 years I 
was in bed, in a wheel, and I was on crutches and braces, and I wasn’t 
very active in the law practice for those years. 

Mr. Lassiter knew all that. 

Now as to whether or not I am a substantial citizen, I think that 
there is a public record which shows the people of Tennessee don’t 
agree with Mr. Lassiter. 

Since that attack has been brought on me, I will quit with this: 
I want to just point out that I never ran but for one office in my life, 
never expected to run for any. I ran for the United States Senate. 
I carried the county I live in, in spite of their fights and rows on 
me, almost 5 to 1. I carried every town that touched the county 
I lived in; I carried the capital, Nashville, in the county in which it 
is situated. 

I carried the whole of middle Tennessee, which is a very clear divi- 
sion of our State in the east, west, and middle, overwhelmingly. 

I was 1 of only 2 men in 20 years that carried the State outside of 
Shelby against the Shelby men, which I had fought for years. I car- 
ried about 20,000. 

Senator Bennetr. Perhaps you are more fortunate than you realize. 
You might have been elected to the Senate. 

Mr. Carmack. I have answered the charges brought against me 
by Mr. Lassiter. Do I understand you gentlemen are through with 
me now ? 

Senator Bennett. Yes. 

We will recess the hearings until 9:30 tomorrow morning. 

(Whereupon at 4:35 p. m., the hearing was recessed, to reconvene 
at 9:30 a.m. the following day.) ; 
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THURSDAY, SEPTEMBER 9, 1954 


Unirep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
New Orleans, La. 

The committee met, pursuant to recess, at 9:30 a. m., in the cotillion 
room, Jung Hotel, Senator Wallace F. Bennett presiding. 

Present: Senator Bennett. 

Also present: William Simon, general counsel, and T. T. Kenney, 
assistant general counsel, FHA investigation. 

Senator Bennerr. The hearing will come to order. 

Our first witness this morning will be Mr. William Yates. Is Mr. 
Yates here? 

Mr. Yares. Yes, sir. 

Senator Bennetr. Will you come forward, please. 

Mr. Yates, will you be sworn, please: 

Do you solemnly swear that the testimony you are about to give in 
this investigation is the truth, the whole truth, and nothing but. the 
truth, so help you God ¢ 


TESTIMONY OF WILLIAM V. YATES, CHIEF UNDERWRITER, JACK- 
SON, MISS., FEDERAL HOUSING ADMINISTRATION 


Mr. Yates. Yes. 

Senator Bennerr. Will you give the reporter your name and ad- 
dress ? 

Mr. Yates. William V. Yates, 3962 North State Street, Jackson, 
Miss. 

Mr. Stmon. You have been employed by the Federal Housing Ad- 
ministration at Jackson, Miss., Mr. Yates? 

Mr. Yates. Yes. 

Mr. Stuon. For how long have you been with FHA? 

Mr. Yates. Nineteen—just a little over 19 years. 

Mr. Stwon. Nineteen years? 

Mr. Yares. Yes. 

Mr. Srvon. You have been chief underwriter ? 

Mr. Yates. Not all of that time. 

Mr. Simon. How long have you been chief underwriter ? 

Mr. Yares. About 10 or 11 years. I don’t remember exactly the 
exact date. 

Mr. Srwon. The Underwriting Division, is that the division of FITA 
which passes on these applications for mortgages by the Government 4 

Mr. Yares. Yes. 
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Mr. Simon. Is there a man in Mississippi named Sadler, Henry F. 
Sadler, who has done some building under FHA-insured mortgages ¢ 

Mr. Yates. Yes, as a sponsor. 

Mr. Stwon. How much business has he done under FHA-insured 
mortgages ¢ 

Mr. Yares. He built two section 608’s, I believe, small ones. 

Mr. Simon. Any other building? 

Mr. Yates. Not to my knowledge. 

Mr. Simon. Is that the only building he has had under FHA ? 

Mr. Yares. He is not a builder. 

Mr. Simon. I understand he is an automobile dealer ? 

Mr. Yates. Yes, sir; and insurance man. 

Mr. Simon. Are those the only two projects he has had an interest 
in that were insured by FHA mortgages? 

Mr. Yates. He did some building back several years ago, single- 
family houses for sale, I think. I don’t know. He didn’t do the 
building. 

Mr. Stmon. That was under FHA, was it? 

Mr. Yates. It was FHA section 203, I think. 

Mr. Stmon. These two section 608’s that he built, they had to pass 
your Underwriting Department? 

Mr. Yates. Yes, sir. 

Mr. Simon. In 1949 did you buy a new Pontiac from the Sadler 
Pontiac Motor Co. of Biloxi ? 

Mr. Yates. A used car; yes, sir. 

Mr. Simon. The one you bought in 1949 was a used car? 

Mr. Yates. Yes, sir. 

Mr. Simon. How much did you pay him for it? 

Mr. Yates. A thousand dollars and my car. 

Mr. Simon. In 19 

Senator Bennerr. May Task a question at this point? 

Mr. Stmon. Yes, sir. 

Senator Bennetr. Was it a 1949 car? Was it a current model? 

Mr. Yates. I believe it was; yes, sir. 

Senator Bennerr. So even though it was used, it was a model of 
the year in which he had the same models for sale as new cars? 

Mr. Yates. Yes, sir. 

Mr. Srmon. Do you know how many miles it had been driven when 
you bought it ? 

Mr. Yares. I don’t recall exactly. I think it was somewhere 
around 7,000 or 8,000. 

Mr. Stuon. Do you know what the price new was? 

Mr. Yates. No, sir; I do not. 

Mr. Simon. In 1951 did you trade that car in with him for a new 
Pontiac ? 

Mr. Yates. For a used Pontiac. 

Mr. Srmon. The one you got in 1951, what year model was that? 

Mr. Yares. It was a 1951. 

Mr. Sruon. It was a 1951 Pontiac? 

Mr. Yates. Yes. 

Mr. Srwon. You traded in the 1949 Pontiac for a 1951 Pontiac? 

Mr. Yates. Yes. 

Mr. Stwon. And how many miles had the 1951 Pontiac been driven ? 

Mr. Yates. I don’t recall the mileage. 
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Mr. Simon. Was it a relatively new car? 
Mr. Yates. It was a 1951 model. I don’t recall what the mileage 
was on it. 

Mr. Simon. How old was it? Do you know? A matter of weeks 
or months? 

Mr. Yates. It was several months. I couldn’t tell you exactly. 

Mr. Suwon. How much did you pay him on that trade? 

Mr. Yates. Nothing. Even trade. 

Mr. Staton. You didn’t pay him anything? 

Mr. Yates. No, sir. 

Mr. Simon. Traded a 1949 for a 1951 Pontiac and you did not pay 
him anything ? 

Mr. Yares. That is correct. 

Senator Bennerr. Were either or both of the two cars to which you 
have testified cars that had been driven, owned and driven by Mr. 
Sadler’s company ? 

Mr. Yates. I would not know that, sir. 

Senator Bennerr. You don’t know whether they were so-called 
executives’ cars or whether they had actually been purchased by 
Sadler from an outside customer ? 

Mr. Yates. No, sir; I do not know. 

Mr. Stmon. In 1953 did you trade the 1951 Pontiac for a 1953 
Pontiac? 

Mr. Yates. Yes, sir. 

Mr. Stwon. How much did you pay him on that trade? 

Mr. Yatrs. Not anything. 

Mr. Srron. Now, when you were interviewed a couple of weeks ago 
by an FITA investigator, did you tell him that you paid $1,200 on 
that trade? 

Mr. Yates. Yes, sir: I did. 

Mr. Srwon. You actually did draw a check for $1,200, didn’t you? 

Mr. Yates. Yes, sir. 

Mr. Simon. And you told the FHA investigator that you got the 
money by taking $700 out of a safe deposit box; is that right ? 

Mr. Yarrs. Yes, sir: but that was incorrect. I tried to! get hold of 
Mr. Hildebrand when I was there to correct that, but I could not find 
him. 

Mr. Stmon. The fact is you hadn’t even been to your safety deposit 
box that year? 

Mr. Yates. No, sir. 

Mr. Suwon. You gave Sadler a check for $1,200 and he endorsed the 
check, and then you deposited it back in your bank; is that right? 

Mr. Yates. Yes, sir. 

Mr. Srmon. So that your check never went into his bank account? 

Mr. Yarrs. No, sir. 

Mr. Simon. And your bank merely had a withdrawal of $1,200 and 


a deposit of $1,200 and you paid him nothing ? 


Mr. Yates. That is correct. 
Mr. Sroon. In the last 10 or 12 years, have you been arrested in 


Jackson or the Jackson vicinity for driving while intoxicated ? 


Mr. Yares. Yes, sir. 
Mr. Sr1on. How many times? 
Mr. Yares. I would not know, sir. 
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Mr. Simon. About 10 times? 

Mr. Yarrs. If that is what Mr. Hildebrand’s report shows. 

Mr. Stuon. Do you recall how many times? 

Mr. Yarrs. No, sir: I do not. 

Mr. Simon. What is your best estimate of how m: iny times you were 
arrested for driving while intoxicated 4 

Mr. Yates. I would say somewhere near that. 

Mr. Srwon. Were some of those occasions on workdays? 

Mr. Yares. I don’t recall the dates. 

Mr. Srwon. I have one instance here, on January 18, 1952, when you 
were arrested at 10:35 in the morning, and that was a F rida 7; do you 
recall that? 

Mr. Yarrs. No, sir; I don’t recall that specific date. 

Mr. Stwon. Do you recall if any of these arrests were on workdays 
when yeu were supposed]y at work ? 

Mr. Yates. No, sir; I do not. I don’t recall the dates at all. 

Mr. Simon. Is it also true, Mr. Yates, you were frequently intoxi- 
cated in the FHA office ? 

Mr. Yarrs. No, sir; I would not say frequently. 

Mr. Simon. How many times during the past 10 years were you 
intoxicated in the FHA office? 

Mr. Yates. I wouldn’t say more than once or twice. 

Mr. Simon. But you were arrested 10 times in the last 10 years, 
approximately. 

Mr. Yarers. I don’t remember the exact number of times. 

Mr. Simon. And all during that 10-year period you were the chief 
underwriter of the Jackson office of FHA? 

Mr. Yates. Yes, sir. 

Mr. Stmon. Thank you, sir. 

Senator Bennetr. Thank you very much, Mr. Yates. That is all 
we will require from you today unless there is some statement you 
would like to make. 

Mr. Yartrs. I don’t know of any that I would have to make, 
Senator. 

Senator Bennerr. Thank you very much. You are excused. 

Mr. Simon. Mr. Yates, this Pontiac is the only automobile you 
have? 

Mr. Yates. Yes, sir. 

Senator Bennerr. You still have the 1953 Pontiac ? 

Mr. Yatrs. Yes, sir. 

Senator Bennett. That is all. Thank vou. 

Our next witness will be Mr. Raymond Ber ‘gstrom. 

Mr. Bergstrom, will you be sworn? 

Do you solemnly swear that the testimony you are about to give in 
this investigation is the truth, the whole truth, and nothing but the 
truth, so help you God? 


TESTIMONY OF RAYMOND BERGSTROM, REECE VILLAGE, 
LUBBOCK, TEX. 


Mr. Brrestrom. I do. 
Senator Bennetrr. Will you identify yourself to the reporter, give 
him your name, address, and business address. 


Mr. Beresrrom. Raymond Bergstrom, 3101 Coltrane Road, Okla- 
homa City. 
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Mr. Suwon. Mr. Bergstrom, would you talk into the microphone, 
please 4 

Mr. Brroastrom. Yes, sir. 

Mr. Stwon. You are Raymond Bergstrom, B-e-r-g-s-t-r-o-m ? 

Mr. Brrestrom. Yes, sir. 

Mr. Simon. You own the Bergstrom Painting Co.? 

Mr. Beresrrom. I do. 

Mr. Stmon. That is in Oklahoma City, Okla. ? 

Mr. Brerasrrom. Yes, sir. 

Mr. Suwon. Mr. Bergstrom, in 1953, in early 1954, did you do some 
painting work on an F HA propect at Lubbock, Tex., known as Reece 
Village? 

Mr. Bercstrom. I did, sir. 

Mr. Simon. I take it you know or now know that before the mort- 
gage can be certified by FHA, the act of Congress, section 212 (a) 
of the National Housing Act, requires a certificate that the prevail- 
ing wage rates fixed by the Secretary of Labor were paid on the job; 
is that right? 

Mr. Berastrom. That is right, sir. 

Mr. Simon. And in connection with the attempt to get the certifi- 

cate from the FHA, that the prevailing wage rates had been paid. 
FHA found that you had underpaid the workmen a total of $1,064.18 ; 
is that right ? 

Mr. Berestrom. Yes, sir. 

Mr. Stmon. Now, one of the workmen involved 

Mr. Beresrrom. First, let me explain, sir. They say that I owe 
that. The union doesn’t think that I owe it, neither do I. 

Mr. Simon. Isn’t it true that what we are talking about is not a 
matter of union wage scales, but a matter of paying the wage rates 
fixed by the Secr etary of Labor as the prevailing wage rate? 

Mr. BerGstRom. Yes, sir. That is true, sir, but. = this particular 
job we had apprentices working on our job there, 15 of them all in 
this amount. 

Senator Bennetrr. How many journeymen did you have? 

Mr. Berestrom. In the neighborhood of maybe 70 or 80 on the entire 
job. 

Senator Bennett. That is the rate of 1 apprentice for every 4 jour- 
neymen ¢ 

Mr. Brerastrom. They didn’t work the entire time. These 15 were 
over a period of, say, 6 or 8 months. 

Mr. Simon. Without litigating the facts here, FHA reached the 
conclusion that they weren’t ‘apprentice es; is that right ? 

Mr. Berasrrom. Well, they reac hed the ¢ onclusion that I should have 
paid these apprentices journeymen’s wages, but actually 

Mr. Stmon. Isn't it the other way? They reached the conclusion 
that while you called them apprentices they were really journeymen / 

Mr. Bercstrom. No, sir. That wasn’t true. They were sent out 
from the painters union as apprentices. You see, the difference is, the 
United States Department of Labor says that whenever the little 
painter boy goes down and makes application to be a painter, as an 
apprentice, the Department of Labor says that they have to wait 90 
days before they can go to work. As far as the union is concerned, 
which we have to obey, they say that they can go to work immediately 
that day. 
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Mr. Srmon. The union never objects to your paying a painter the 
Department of Labor wage rates, if they are higher than the union 
scale, do they / 

Mr. Bercstrom. No. You have to pay that prevailing wage rate. 

Mr. Simon. At any rate, you took into the FHA office 15 checks 
totaling $1,064; is that right? 

Mr. Bercstrom. Yes, sir. 

Mr. Stmon. And they were made payable to these 15 workmen; is 
that right ? 

Mr. Bercstrom. That is right. 

Mr. Simon. You gave FHA the addresses of the workmen so that 
FHA could mail them the checks; is that right ? 

Mr. Berostrom. Yes, sir. 

Mr. Simon. One of these 15 workmen was a man named Earl W. 
Nichols. wasn’t he? 

Mr. Berastrom. Yes, sir. 

Mr. Stuon. And do you know where he lived ? 

Mr. Berastrom. No,sir:I don’t. We still don’t know. 

Mr. Simon. Let me help you out. While he was working on this 
job at Lubbock, Tex., he was living with his mother at 605 Walnut 
Avenue, Lubbock, Tex. Is that the address you showed on your 
books? 

Mr. Berestrom. That is right, sir. 

Mr. Simon. Now, after you gave FHA the check, which they were 
going to send registered mail—these all were going to go out regis- 
tered mail 

Mr. Berestrom. That is right. 

Mr. Sraron. Did you tell FHA to change Mr. Nichol’s address from 
605 Walnut to 4827 Coles Manor, Dallas, Tex. ? 

Mr. Brrastrom. That is right, sir. 

Mr. Sron. Was the check mailed to 4327 Coles Manor, Dallas, 
Tex.? 

Mr. Brrestrom. That is right. 

Mr. Sruon. Whose address is 4827 Coles Manor, Dallas, Tex.? 

Mr. Beerstrom. That is our local address that we use for doing our 
work, around Dallas and vicinity. 

Mr. Sruon. Mr. Bergstrom, isn’t 4827 Coles Manor a residence? 

Mr. Berestrom. That is right. 

Mr. Stmon. And it is the home of your brother-in-law ? 

Mr. Berastrom. Yes, sir. 

Mr. Srmon. Your brother-in-law is a doctor practicing medicine; is 
that right ? 

Mr. Berastrom. Yes, sir. 

Mr. Stmon. And it is hishome in which he lives? 

Mr. Brerestrom. That is right. 

Mr. Simon. You don’t carry any painting business on there, do 
you? 

Mr. Brrestrom. No. I use his residence and his phone while in that 
vicinity. 

Mr. Stmon. And you personally picked up this check, didn’t you? 

Mr. Berestrom. Yes,sir. Let me say 








Mr. Simon. What did you do with the check after you picked it up? 
Mr. Berastrom. That particular check was returned to the bank, 
and later on we issued another check for this individual. 
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Mr. Simon. Let us go one step further. The first check was issued 

May, wasn’t it? 

Mr. Bergstrom. I don’t recall. Let me say this—— 

Mr. Simon. Let me ask you the questions. 

Senator Bennett. Let us finish this line of questioning first, Mr. 
Bergstrom, then you will be given an opportunity to say what you 
want to say. 

Mr. Berestrom. All right. 

Mr. Stmon. When was the first check issued 2 

Mr. Berestrom. I don’t recall the dates. 

Mr. Srmon. Was it in May? 

Mr. Brercstrom. I am sure it was, around that date; yes, sir. 

Mr. Simon. Let me refresh your recollection. Didn't you write a 
letter to all your workers, dated May 21? Do you have a copy of that 
one there ? 

Mr. Brerasrrom. Yes, sir. 

Mr. Simon. That was the time these checks went out, wasn’t it? 

Mr. Berestrrom. Yes; that is right. 

Mr. Simon. Now, on July 30, 1954, more than 2 months later, an 
FILA investigator interviewed Mr. Earl Nichols at his home, and he 
said at that date that he had never received the check; is that right? 

Mr. Berestrrom. I don’t know that. 

Mr. Simon. Had you ever paid him by June 30, 1954? 

Mr. Bereasrrom. No. He still hasn’t been paid. 

Mr. Smwon. All right. 

Now, another one of these people 

Mr. Breresrrom. Before we leave Nichols, let me tell you 

Mr. Sian. Let me go through these. We will go back and give 
you every opportunity to say any thing you want. 

Senator Bennerr. How old is Mr. Nichols? 

Mr. Berastrom. I can’t answer that. 

Senator Bennerr. Is he 15 years old? 

Mr. Beresrrom. I have never seen the man, sir. 

Mr. Stuon. At least, you know he is married; don’t you? 

Mr. Brercsrrom. I don’t know that. 

Mr. Stmon. Your income-tax records would show he is married? 

Mr. Brerestrrom. I don’t have all the records at hand, sir. 

Mr. Stwon. But your company does have income-tax records? 

Mr. Berestrom. Yes, sir. W-2 forms, and so forth. 

Mr. Simon. Your W-2 form would show he is married; wouldn’t it ? 

Mr. Bercstrom. Yes, sir. 

Mr. Stwon. Another one of these men was named Peterson ? 

Mr. Brerestrom. Yes, sir. 

Mr. Stwon. Arthur Newton Peterson ? 

Mr. Bercsrrom. Yes, sir. 

Mr. Simon. While he was working on this job did he live at 518 
Avenue M, Lubbock, Tex. ? 

Mr. Brercstrom. If that is the record you have, that is it. 

Mr. Stuon. That was the address of his uncle in Lubbock. "Wasn’t 
he living with his uncle? 

Mr. Brerestrrom. I don’t know. 

Mr. Simon. After you gave FHA the check for Peterson, did you 
call up FIA or get in touc ch with them and tell them to change Peter- 
son’s address? 
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Mr. Bercsrrom. We sent them a change of address for this Peter- 
sol, Ves. 

Mr. Simon. Did you tell them that Peterson’s new address was Post 
Office Box 6082, Oklahoma City 4 

Mr. Beresrrom. I didn’t say it was his new address. I had it sent 
there so that the foreman could forward it to this individual. 

Mr. Staon. Didn't you tell FILA that his new address was Post 
Office Box 6082, Oklahoma City ? 

Mr. Beresrrom. | attached that address to this individual check; 
yes, sir. 

Mr. Stmon. You attached to the check a little piece of paper? 

Mr. Beresrrom. I didn't state that, though, that it was his new 
address. 

Mr. Simon. Let me show you the photostate copy of that. Does that 
say new address? Does it? 

Mr. Berestrom. Yes. 

Mr. Stwon. Is that a photostat of the piece of paper you attached to 
the check ? 

Mr. Brresrrom. Evidently, if that is the photostat, it is. 

Mr. Stwon. I am asking you. Is it? 

Mr. Berestrom. Yes, sir. 

Mr. Stwon. It does say, “New address, Post Office Box 6082” ? 

Mr. Brerestrom. That is right. 

Mr. Stmon. While we are at it, if you will look at the one in the 
lower corner for Nichols, that says “New address, 4327 Coles Manor, 
Dallas,” doesn’t it? 

Mr. Beresrrom. Yes, sir. 

Mr. Simon. That was your brother-in-law’s house, wasn’t it 4 

Mr. Berestrom. Yes, sir; that is his house. 

Mr. Stmon. Whose post office box is Post Office Box 6082, Okla- 
homa City ? 

Mr. Brrestrom. That is our address. 

Mr. Srmon. Whose post office box is that ? 

Mr. Beresrrom. Well, that particular box is my father’s and myself. 

Mr. Stuon. Your father applied for that post office box, didn’t he? 

Mr. Breresrrom. Yes, sir. 

Mr. Simon. And that letter was sent to the post office box in your 
father’s name; is that right? 

Mr. Brercstrom. I suppose. I don’t have that record. 

Senator Bennerr. May I ask a question? 

Mr. Berestrrom. Yes, sir. 

Senator BENNETr. How long had you used that post office box prior 
to this time ? 

Mr. Berestrom. Well, understand these boxes that we have there in 
Oklahoma City are all in the same post office box and they are side 
by side. 

Senator Bennerr. You haven’t answered my question. How long 
had you held this particular post office box before you sent the check ? 

Mr. Brresrrom. I would say several months. I don’t have the exact 
time in my mind. 

Senator Bennerr. You didn’t take the post office box just to have 
a place to which to send the check ? 

Mr. Brrestrom. No, sir. 





Mr. 81 
ie said | 
Mr. B 
Mr. S 
Mr. B 
Mr. S 
delivere 
Mr. B 
Mr. S 
you had 
Mr. B 
Senat 
Mr. F 
Senat 
Mr. B 
Senat 
Mr. I 
Senat 
Mr. E 
Mr. F 
Peterso 
Mr. I 
Mr. § 
Mr. ] 
Mr. § 
on July 
Mr. I 
Mr. § 
Mr. I 
Mr. § 
said he 
Mr. I 
Mr. § 
torney, 
Mr. ] 
Mr. § 
talking 
Mr. ] 
Mr. § 
to him 
Mr. - 
Mr. | 
to you : 
Mr. | 
investi, 
Mr. 
right. 
Mr. } 
Mr. 
Sena 
Mr. 
had hi 
attorn 





> Peter- 


as Post 
it sent 
is Post 
check; 


ae 


is new 


ves that 


ched to 


9 


in the 
Manor, 


Okla- 


nyself. 
’t he? 


1 your 


- prior 


ere in 
e side 
y long 
heck ? 3 
exact 


» have 


nC, ECR, AERO re 


FHA INVESTIGATION 1879 


Mr. Stuon. On July 25, Mr. Peterson was interviewed by FHA and 
e said he had never received his check as of that date. Is that right ? 
Mr. Brrestrrom. I suppose. 
Mr. Stuon. Is that night? 
Mr. Berestrom. Well, if that is what you have, it is. 
Mr. Stmon. I am asking you whether by July 25 you had ever 
delivered the check to Mr. Peterson. 
Mr. Berasrrom. If that is the record you have, that is it. 
Mr. Srmon. That wasn’t my question. My question was whether 
you had ever delivered the check to Peterson by July 25. 
Mr. Bercstrom. No, I guess not. 
Senator Bennerr. Do you still have the check? 
Mr. Berestrrom. No, I don’t 
Senator Bennetr. Where is it? 
Mr. Berasrrom. I have the canceled check; yes, sir. 
Senator Bennerr. When was it delivered to Mr. Peterson ? 
Mr. Berestrom. Should I look up the canceled check, you mean? 
Senator Bennetr. Well, I assumed you had it in your hand. 
Mr. Beresrrom. I can get it. 
Mr. Bennett. I will change my question: Did you deliver it to Mr. 
Peterson after the FHA investigator got in touch with you ? 
Mr. Beresrrom. No, sir. Quite a while before that. 
Mr. Srwon. That is important now. You are under oath. 
Mr. Berestrrom. Yes. 
Mr. Stmon. Mr. Peterson was interviewed on July 25, and he said 
on July 25 that he had not received the check. Is that right or wrong? 
Mr. Berestrom. That is right. 
Mr. Stmon. He had not received it on that date. 
Mr. Berestrrom. He had not received it. 
Mr. Stuon. And Mr. Nichols was interviewed on July 30, and he 
said he had not received the check on that date; is that right or wrong? 
Mr. Berestrom. I guess that is right. 
Mr. Stwon. On August 6, 1954, were you in the office of your at- 
torney, George Mikofsky ? 
Mr. Berastrom. Yes, sir. 
Mr. Srwon. Were you in one office while an FHA investigator was 
talking to your lawyer in another office? 
Mr. Berastrom. Yes, sir; 11:30 a. m. 
Mr. Simon. And you knew that the FHA investigator was talking 
to him about these matters; is that right? 
Mr. Berestrrom. Yes. 
Mr. Sraon. And you know the FHA investigator wanted to talk 
to you about them; is that right? 
Mr. Smron. And your attorney wouldn’t let you talk to the FHA 
investigator ? 
Mr. Bercstrom. That is the statement he gave. I guess that is 
right. 
Mr. Stmon. Did you talk to the FHA investigator ? 
Mr. Berastrom. No, sir. 
Senator Bennerr. Why didn’t you talk to the FHA investigator! 
Mr. Berastrom. Because that morning we had the appointment I 
had him meet me and my attorney in the attorney’s office, and the 
attorney talked to him. 
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Senator Bennerr. Did the attorney advise you against talking to 
him ¢ 

Mr. Berasrrom. Well, he said if anything was needed to be done, 
that he could take care of it for me. 

Mr. Stuon. Did you sit in one room while the attorney talked to 
the FHA investigator in the other room ? 

Mr. Berasrrom. Yes, sir. 

Mr. Sraon. Why didn’t you go into the same room? 

Mr. Bercstrom. I wasn’t invited in either by the FHA investigator 
or the attorney. 

Mr. Sion. Did you know that the FHA investigator wanted to 
talk to you? 

Mr. Berestrom. Sure. That is why I made the appointment for 
that morning. 

Mr. Siaron. If you knew he wanted to talk to you why do you say 
you weren’t invited in by the investigator ? 

Mr. Bercsrrom. I still wasn’t invited in. 

Mr. Simon. You mean the FHA investigator didn’t send you an 
engraved invitation ? 

Mr. Bercsrrom. No, sir; he didn’t. 

Senator Bennerr. Or a subpena? 

Mr. Brerastrom. No, sir. 

Mr. Simon. But you knew he wanted to talk to you, didn’t you? 

Mr. Berastrom. I took it that he did; yes. 

Senator Bennert. Did the investigator ask to talk to your attorney 
or did he ask to talk to you ? 

Mr. Berestrom. The morning of August 6, about 8 or 8:30, he 
called me and I made the appointment for the attorney’s office at a 
later time. 

Senator Bennerr. Did he ask to talk to the investigator when he 
called you or say he wanted to talk to you? 

Mr. Berestrom. He said he wanted to talk to me. 

Mr. Srmon. Now, another one of these employees was Rogers; is 
that right? 

Mr. Berastrom. Yes, sir. 

Mr. Simon. His full name—do you remember his first name? 

Mr. Bercsrrom. No, sir; I don’t. 

Mr. Stmon. Is it James G. Rogers? 

Mr. Bercstrom. Right. 

Mr. Simon. And with the FHA check, for Rogers, did you give 
FHA a little note saying his new address was box 6524, Oklahoma 
City, Okla.? 

Mr. Brercstrom. Yes, sir. 

Mr. Simon. Whose box was box 6254, Oklahoma City, Okla.? 

Mr. Bercsrrom. That is my box. 

Mr. Srmon. That is your personal box? 

Mr. Berestrom. Well, our company box. I didn’t have any 
different box. 

Mr. Sruron. Who applied for the box? 

Mr. Beresrrom. I did. 

Mr. Simon. You are sure your wife didn’t apply for it? 

Mr. Berestrom. She could have. We carry on a business together. 

Mr. Staon. Would you know if she did apply for it? 


Mr. Bercstrom. No; I don’t. 
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Mr. Simon. Do you know when it was applied for? 

Mr. Berestrom. No, sir. I would say a year or two. I don’t have 
any exact date. 

Mr. Srmon. You are sure it wasn’t very shortly before this? 

Mr. Bercstrom. No, sir. We have had Box 6254 for quite some time. 

Mr. Srmon. Have you ever paid Nichols, Rogers, and Peterson the 
amounts of these checks ? 

Mr. Breresrrom. I have 2 canceled checks from 2 of the individuals. 
The third one I have never seen. 

Mr. Stmon. You have the two canceled checks with you? 

Mr. Beresrrom. Yes, sir. 

Mr. Simon. May we see them, please? 

Mr. Berestrrom. Sir, may I state also 

Mr. Stmon. May we see the checks ? 

Mr. Brrastrom. Sure. 

Mr. Stmon. The one check to Peterson was cashed by Mr. Peterson 
on August 10, 1954. 

Senator Bennerr. The check for Rogers was cashed on August 
6, 1954. 

Mr. Berastrom. If you will notice the date on the check—— 

Mr. Simon. They are dated July 26. Of course, we have no way 
of knowing when that date was put on. 

Mr. Berestrom. From the Post Office Department, when those 
checks were sent out, it is around July 30. 

Mr. Srwon. Because the third check that you have to Nichols here, 
that was returned to you, is postmarked July 30. Therefore, I take 
it we can assume all three of them were sent out on July 30. 

Mr. Bercsrrom. Yes, sir. 

Mr. Stmon. And that is at least 5 days after the FHA investigators 
were in the field interviewing these witnesses; is that right ? 

Mr. Berestrom. I don’t know anything about the FHA investiga- 
tion in the field, but I do know that it was August 6 whenever I was 
contacted in this matter. 

Mr. Stmon. But it was early as July 25, which is 5 days before 
you mailed these checks, the FHA investigators were out interviewing 
these witnesses. 

Mr. Berosrrom. I have no record of that, sir. 

Mr. Simon. Well, on July 29, 1954, the FHA investigator inter- 
viewed your brother-in-law, Dr. Curtis, didn’t he? 

Mr. Berestrom. I can’t answer that. 

Mr. Stmon. Did you ever talk to Curtis after July 29, 1954? 

Mr. Beresrrom. It was about 2 weeks later, I would say, 2 or 3 
weeks. 

Mr. Stmon. Are you saying he didn’t tell you he was interviewed on 
July 29% 

Mr. Berestrom. No, sir. 

Mr. Srwon. When did you first learn that they interviewed your 
brother-in-law on July 29? 

Mr. Berastrom. It was quite some time after I had the interview, 
or this FHA man contacted me in Oklahoma City. 

Mr. Simon. Did any—was it any sheer coincidence you mailed 
these checks the day after the FHA investigator interviewed your 
brother-in-law ? 

Mr. Bercstrom. I can’t answer that, sir. 
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Mr. Simon. That is the fact, though, isn’t it? 

Mr. Breresrrom. No. I didn’t mail them following any investi- 
gat ion. 

Mr. Stwon. You did mail them on July 30; is that right? 

Mr. Beresrrom. As a matter of fact 

Mr. Srwon. Isn’t that true? 

Mr. Berestrom. Well, the office did, apparently. I was out of town 
for 2 weeks before and after that. 

Mr. Simon. Were you in town on July 30? 

Mr. Brrestrom. I would have to consult my records on that. 

Senator Bennerr. Were you in town the day you signed these 
checks ? 

Mr. Berestrom. No, sir. 

Senator Bennerr. Where were you? 





Mr. Berestrrom. I was in Alberta, Canada, Edmonton, Alberta, 


Canada. 

Mr. Stmon. Who signed the checks? 

Mr. Berestrom. I signed the checks. 

Senator Bennerr. You carried your Oklahoma City bank account 
with you to Edmonton and signed checks on the 26th day of July? 

Mr. Brrestrom. Senator, let me explain. Through our office, when 
I am going to leave, I sign a great number of checks for payrolls and 
for paying material bills, and so forth. I just sign them ahead of 
time. I don’t keep exact record of that. 

Mr. Stmon. Who actually put those checks in the mail on July 30? 

Mr. Beresrrom. Our bookkeeper. 

Mr. Stuon. Who filled in the names? Who wrote the checks out? 

Mr. Berestrom. I would have to look at the checks, sir. 

Senator Bennetr. Who told the bookkeeper to write the checks on 
July 26 if you were in Alberta? 

Mr. Bergstrom. Probably the bill came in and it was to be paid. 

Mr. Stwon. What bill ? 

Mr. Bercstrom. This matter came up, then. 

Mr. Stwon. You mean the bookkeeper learned that your brother-in- 
law had been interviewed by the FHA the d: ay before: is that what 
happened ? 

Mr. Bercsrrom. I don’t believe that could have been correct. 

Senator Bennerr. What did the bookkeeper learn that caused him 
or her to write these checks and mail them out ? 

Mr. Brerestrom. Evidently the corrected addresses were found out 
and they were sent to these individuals. 

Senator Bennerr. Do you have any letters to show these people had 
written you giving vou new addresses ? 

Mr. Berastrom. No. sir. 

Mr. Simon. As a matter of fact, on one of them, which you have 
returned to us, you still use the old address, so they didn’t get any new 
address for Nichols, did they ? 

Mr. Beresrrom. No. 

You say vou have the new address of Nichols. That right there 
was sent to North Walnut Avenue, and you say he still lives there, and 
the letter says he doesn’t. 

Mr. Stuon. What I am saying to you is this letter which was mailed 
July 30 is to the same address that you had originally; isn’t it? 

Mr. Bercstrom. Yes. 
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Mr. Srwon. And your bookkeeper didn’t get any new address on 
lly 30 for Nichols. 

Mr. Berestrom. Apparently not. 

Mr. Stmon. Then what happened on July 30 to cause your book- 

eeper to mail these checks ? 

Mr. Berasrrom. I can’t answer that, sir. 

Mr. Suwon. Do you know of anything that it could have been other 
than the fact that your brother-in-law was interviewed by an investi- 
wator the day before / 

Mr. Berastrom. No, sir; I can’t answer that. 

Senator Bennetr. May I ask a question / 

Mr. Srwon. Yes, sir. 

Senator BENNErt. When you talked to your brother-in-law after 
vour return from Canada 2 weeks later, did he tell you he had been 
interviewed ? 

Mr. Simon. Yes, sir. 

Senator Bennett. Did he tell you he had called your office after 
your interview to try to find you? 

Mr. Berestrom. No, sir. 

Mr. Srwon. If we were to subpena the long-distance telephone calls 
of your brother for July 29, your brother-in-law, do you think we 
would find a long-distance call from Texas to Oklahoma City ? 

Mr, Berestrom. I can’t say that, sir. 

Mr. Srwon. Did you also write a letter to the rest of these employees 
dated May 21, 1954, which is as follows, and I have one addressed to 
Arthur Peterson : 

“Dear Arthur”—did they all call these men by their first names? 
Mr. Berestrom. I sent out 15 checks just like that to the individuals. 
Mr. Soon. Fifteen letters / 

Mr. Berestrom. Fifteen letters. 

Mr. Stwon. Did they all call the workmen by their first names? 
This one I have says “Dear Arthur.” 

Mr. Beresrrom. I cookies call them mister. 

Mr. Stwon. Did they all call them by their first names? 

Mr. Breresrrom. I presume. 

Mr. Stmon. This says: 

In a few days you will get a registered letter from FHA in Lubbock. It will 
have a check in it from Bergstrom Painting Co., with my signature on it; in 
order for us to get some of the money back for the wage increase, we request 
you send it to us. 

I will read that again: 


In order for us to get some of the money back for the wage increase, we request 
you to send it to us. A stamped envelope is enclosed. We have two housing 
projects in the near future. If you are interested, drop us a line. 

Yours very truly, 
R. BERGSTROM. 

Did that letter go out over your signature to these men ? 

Mr. Bercsrrom. Yes, sir; it sure did. 

Mr. Suwon. That last sentence: 

We have two housing projects in the near future. If you are interested, drop 
us a line. 

Was that the bait to tell them if they wanted to get some more work 
from you they had better return these checks ? 
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Mr. Beresrrom. It isn’t, sir. That letter wasn’t sent out throug), 
any force or fear. There wasn’t any consequence that was going to 
follow if they didn’t send it. They were requested. As far as I an 
concerned, that $1,041 isn’t legitimate, and we had 2 honest men out 
of 15 that returned our money. 

Mr. Stwon. And you think the others weren't honest because the \ 
didn’t return it; is that right ? 

Mr. Brrestrom. Well, just like throwing a piece of meat in front 
ofalion. He is going to eat it if he is hungry y: 

Senator Bennett. May I interrupt here? Are you taking the posi 
tion that the order of the FHA was dishonest and, therefore, you 
were justified 

Mr. Bercstrom. Not FHA. 

Senator Bennerr. In evading it? 

Mr. Berestrom. The United States Department of Labor set up 
these standards. 

Senator Bennett. I will change my question. Are you taking the 
position that the United States ‘Department of Labor, carrying out 
the FHA regulations, was dishonest and, therefore, you were asking 
these people to defy that order? 

Mr. Berestrom. Senator, I think it ish’t right that apprentice boy. 
when he goes down to the union, whether it is painters or carpenters. 
or whatever it is, has to wait 2 or 3 months before he can go to work, 

Senator Bennett. If every citizen had the right to dec ide whether 
a particular law or regulation pleased him or didn’t please him, and 
if it didn’t please him he could ignore it, safely, we would have no 
law in this country. Do you think—you say that you had two honest 
boys, because as a result of your letter they defied, in effect, defied 
the order of the United States Department of Labor, based on the law 
under which those housing projects were built. By inference, any- 
body who did obey the or rder of the United States Department of 
Labor is dishonest ? 

Mr. Brresrrom. Senator, let me use an example. Say you were a 
painter, and you went down one morning 

Senator Bennerr. That is beside the point. The point is there was 
a regulation. You knew of the regulation. You chose to ignore it, 
and after consideration of the problem you were ordered to repay this 
money or to pay this money, and you paid the money. Then you 
asked these people to send it back to you, and you make ‘the statement 
to the committee that those who did send it back to you were honest. 
By inference, the others were dishonest. 

I am amazed at that point of view toward the law and regulations 
of the United States Government. 

Mr. Berestrom. Well, Senator, those men worked on that job, and 
it wasn’t until a year later that this point was brought up, that these 
men should have been registered as apprentices, 90 da ays prior to going 
to work 

Senator Bennerr. The fact of the matter is, we are not here to hold 
the hearing and repeat the consider vation given to this problem by the 
United States Department of Labor. The United States Department 











of Labor made a ruling, at least you accepted it to the point where 
you made out 15 checks. Then you attempted to evade it by saying, 
though, to the boys: “We are expecting to have some more jobs. Ihope 
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you will send the checks back to me,” and now you tell the commit- 
‘ee that the two who sent the checks back to you were honest men. 

[ think we should go on. I think the situation is clear, Mr. Simon. 

Mr. Simon. Thank you. That is all. 

Mr. Kenney. I want to ask one question, if you please. 

I would like to get the overall picture of the business that you have 
Jone with FHA. What was your total payroll on this particlar job? 

Mr. Bercstrom. I can’t answer that, sir. I would say in the neigh- 
borhood of $80,000 or $90,000. 

Mr. Kenney. Had you done business on other FHA jobs? 

Mr. Bergstrom. Yes, sir. 

Mr. Kenney. Could you give us any estimate of your payroll on 
any of the other jobs, your total payroll on FHA jobs? 

Mr. Bercstrom. No, sir. 

Mr. Kenney. Had you ever had this difficulty before in any of your 
jobs? 

Mr. Berastrom. Never. 

Mr. Kenney. With the Department of Labor? 

Mr. Berestrom. I have never. 

Mr. Simon. Have they ever checked your payroll to see whether 
you were underpaying the workmen before? 

Mr. Berestrom. Yes, sir; let me make a statement. 

You see, it wasn’t until a year later that they came back and said 
that we owed these men additional money. We had a man on the 
job from the FHA each and every day. Well, he should have come 
to us and said “Now, look, these apprentices should be drawi ing jour- 
neymen’s wages.” We have to live up to the painters’ local union in 
the locality in which we are working. They were satisfied, the work- 
men were satisfied, and it wasn’t until a year later that they came up 
and said that “These apprentices should have been registered 90 days 
before they ever went to work.” 

Well, we have to obey the union in that matter. 

Senator Bennerr. In other w ords, you have to obey the union in 
preference to obeying the United States Government ? 

Mr. Berestrom. Well, Senator, let me explain. The day that a 
painter apprentice goes down ands signs up, he can go to work accord- 
ing to the union. “Accor ding to the Department of Labor that ap- 
prentice has to wait 90 days before he can go to work. 

Senator Bennett. All right. Under the circumstances, the ruling 
of the Department of Labor, on jobs which are built under FHA spon- 
sorship, the mortgage of which is guaranteed by the Federal Gov- 
ernment, the ruling of the Depar tment of Labor must rule. 

Mr. Brrestrom. But why wasn’t that told to me or explained to 
me before the job ever started, or on March 4 is when our work began ? 

Senator Bennerr. When it was explained to you regardless of when 
it was explained to you it seems to me you had the responsibility to 
obey it, and you do not excuse yourself by saying “I didn’t know about 
it earlier.” “There would have been no question if these checks had 
been mailed, and the men involved had gotten the checks. The ques- 
tion at issue here—as far as I am concerned—not the question at issue, 
but the thing for which I think you should be severely criticized, 1 
your attempt, after you had received an order from the eatin 
of Labor, to evade it first, by not sending the checks where the men 
could get them, and, second, by asking the men to return them. 
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Mr. Bercsrrom. Well, Senator, I still don’t think that is a legitimate 
charge. 

Senator Bennerr. Now, wait a minute. 

Mr. Bercstrom. I paid it under protest. 

Senator Bennerr. There are a lot of things in the Federal law that 


I wish were not there, but I think as a citizen, particularly after the 


matter has been investigated, that I have the res vonsibility to obey the 
law. You say you paid it under protest. Did ‘that give you the right 
to use this subterfuge as a matter of fact not to pay it / , 

Mr. Beresrrom. Well, they are all paid, Senator. 

Senator Bennett. The three of them, the evidence shows you didn't 
send them to the addresses of the men themselves. You sent them to 
your own address. 

Mr. Bercstrom. For further disbursement to the corrected address. 

Senator Bennetr. You waited 2 months until after the FHA was 
out in the field investigating it before you paid them. 

Mr. Berestrom. The FH ‘A man contacted me August 6, 

Senator Bennett. He contacted your brother-in- law the day before 
the checks were mailed. 

Mr. Breresrrom. I don’t have anything on that. 

Senator Benner. You say you didn't owe the $1,000. If you think 
a bank owes you some money and the bank doesn't want to pay it do 
you think you have a right to go in and rob the bank / 

Mr. Brerestrom. No, sir. 

Senator Bennerr. That is all, Mr. Bergstrom. Thank you very 
much, 

We will call Mr. Carl C. Sharp. 

Mr. Sharp, will you be sworn: 

Do you solemnly swear that the testimony you are about to give in 


this investigation is the truth, the whole truth, and nothing but the 
truth, so help you God? 


TESTIMONY OF CARL C. SHARP, BAYOU LAKE APARTMENTS, 
PASADENA, TEX., ETC., ACCOMPANIED BY J. T. TERMINI, 
COUNSEL 


Mr. Suarp. Yes, sir. My name is Carl C, Sharp, 24—— 

Mr. Termini. We would like to request. Senator, that the tape 
recording being made of this not be published in whole or in part 
without Mr. Sharp’s consent. 

Senator Benneit. On the basis of the ruling made yesterday, that 
will be accepted. 

Mr. Sharp, have you given the reporter your name and address / 

Mr. Suarp. Yes, sir. My attorney’s name is James T. Termini, 
1302——— 

Mr. Stwon. Your name is Carl C. Sharp ¢ 

Mr. Suarp. Yes, sir. 

Mr. Simon. C-a-r-] C. Sharp. 

Mr. Suarp. Yes, sir. 

Mr. Simon. Your address is 2422 Wordsworth Avenue, Houston. 
Tex. ! 

Mr. Termini. My name is James T. Termini, T-e-r-m-i-n-i. 
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Mr. Simon. Mr. Sharp, are you interested in the Bayou Lake 
{partments { 

Mr. Swarr. Yes, sir. 

Mr. Simon. At Pasadena, Tex. ? 

Mr. SuHarp. Yes, sir. 

Mr. Simon. Where is Pasadena, Tex. ? 

Mr. Srarp. It is about 10 miles out of Houston. 

Mr. Stmon. Which direction / 

Mr. Srarp. West—no: east of Houston. 

Mr. Simon. What is the name of the sponsoring corporation that 
lnuilt Bayou Lake Apartments ? 

Mr. SuaArp. The Bayou Lake Corp. 

Mr. Suwon. Bayou Lake Corp, No. 14 

Mr. Suarp. Yes, sir. 

Mr. Stuon. Is there also a No. 24 

Mr. Suarp. No, sir. 

Mr. Simon. What was the amount of the mortgage that FHA gave 
a commitment for in that project ? 

Mr. Suarp. It was $415,000. 

Mr. Simon. Who built the building ? 

Mr. Suarp. I did. 

Mr. Simon. What was the cost of the land ? 

Mr. Suarp. The land was—there was seven-eighths acres deeded as 
surplus at a value of $20,000, 

Mr. Simon. What was the cost of the land, Mr. Sharp ? 

Mr. SHarp. You mean the cost we paid for it? 

Mr. Simon. That is right. Was it $15,000 4 

Mr. Suarp. We paid $29,415 for 15 acres, and this 7.8 acres was 
donated to the corporation, and 7.2 we retained. 

Mr. Stwon. Then $15,000 is the pro-rata share of what you turned 
into this corporation ; isn’t it ¢ 

Mr. Sarr. Yes, sir. 

Mr. Stwon. Your cost for the land that went into this project was 
$15,000 ¢ 

Mr. Suarp. Approximately. 

Mr. Simon. What was the cost. of the buildings, including FHA 
fees and interest during construction, and so forth ? 

Mr. Suarp. The building cost was $309,294. 

Mr. Simon. That includes every cost, other than the land, or does 
it include the land, too? 

Mr. Suarr. That includes everything but about $14,000 interest. 

Mr. Stmon. So $323,000 is the total cost of the project, including 
land, building, interest, and everything else / 

Mr. Srarp. Yes, sir. 

Mr. Stmon. And that is $90,000 less than the mortgage; is that 
right ¢ 

Mr. Srarp. I don’t know whether that $308,294 includes the land 
or not. 

Senator Bennerr. If you don’t know, who does, Mr. Sharp ? 

Mr. Suarp. I expect the books would reflect that. 

Mr. Stmon. Don’t you know? 

Mr. Suarp. No, sir: I sure don’t. 

Mr. Stmon. You were asked all these questions on August 19. 1954, 
in Washington, weren’t you? Is that right ? 
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Mr. Swarr. Could I see the transcript? 

Mr. Srwon. Haven’t you checked your books, Mr. Sharp? 

Mr. Suarp. No, sir; I had very little time to check these books 
before I came here. 

Mr. Stmon. You were examined in Washington at some length 
about this on August 19? 

Mr. Suarp. That is right. 

Mr. Srmon. And between then and now haven’t you had an oppor- 
tunity to find out what the facts are? 

Mr. Suarp. No, sir. I had about 3 days. 

Mr. Simon. Between August 19 and now is better than 20 days. 

Mr. Snarp. Well, I was in California when they called me to Wash- 
ington. I returned to California. 

Mr. Stmon. How long would it take you to find out whether the 
land is included or not? 

Mr. Smarr. I don’t think it will take very long. 

Mr. Simon. You can’t find out from this transcript? 

Mr. Suare. We will assume it does include the land. If it doesn’t, 
we can notify you. 

Mr. Ston. Then $323,000 is the total cost; is that right? 

Mr. Suarp. If the land isn’t included. 

Mr. Simon. If the land is included ? 

Mr. Suarp. Yes. 

Mr. Sruon. Is that right? 

Mr. SuHarp. That is right. 

Mr. Simon. That is $90,000 less than the mortgage; is that right? 

Mr. Suarp. That is right. 

Mr. Sruon. Or 20 percent of the mortgage; is that right? 

Mr. Suarp. Approximately. 

Mr. Stwon. You knew. of course, that the statute provided that the 
mortgage was only to be 90 percent of cost ? 

Mr. Suarp. Well, I didn’t think it made any difference whether the 
building cost yon more money or whether it cost you less money. 

Mr. Srwon. Did you know that the statute provided it was to be 90 
percent of the estimated cost ? 

Mr. Suarp. Yes, sir. 

Mr. Srwon. It made a difference; didn’t it? 

Mr. Suarp. I guess so. 

Mr. Simon. Did you think that these estimates that vou put in your 
application just didn’t mean anything, and you would get as much 
money as you can out of the Government, and then build the building 
for as little as you can? 

Mr. SHarp. No, sir. 

Mr. Srwon. What do you mean? Explain what you mean when you 
said you didn’t think the cost meant anything. 

Mr. Suarp. I didn’t think that when you build these projects that 
it made any material difference whether they cost over the 90 percent 
or whether thev cost less than the 90 percent. 

Mr. Srmon. What did you think was the purpose of the application ? 

Mr. Srarp. Well, I suppose it was the purpose to determine the cost. 

Mr. Simon. You were 30 percent off. 

Mr. SHarp. Yes, sir. 
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Mr. Simon. Because the law said that the cost should be 10 percent 
above the mortgage, and you were 20 percent under the mortgage, 





» books which would be 30 percent off. Did you think 
Mr. Suarp. That was based on FHA estimates. ot BS 
length Mr. Seon. Wasn't the FHA estimate pursuant to your application 4 


Mr. Suarp. No,sir. I don’t know that. 

Mr. Simon. Maybe we could help you out by showing you a copy. 
oppor- Mr. Suarp. I have never seen that copy. 

Mr. Stwon. You have never seen your application ? 

Mr. Swarr. I couldn’t find the one that pertained to these properties 
lays. here. 


Wash- Mr. Simon. I show you a photostat copy of the application. 
Mr. Sarre. All right, sir. 
1er the Mr. Simon. [ask you if that bears your signature. 


Senator Bennerr. It is on the last page. 

Mr. Suarp. Yes, sir. 

Mr. Simon. Did you sign that after it was filled in? 
loesn’t, Mr. Suarp. Yes, sir. 

Mr. Stmuon. Did £7 fillitin? Did you fill it in, Mr. Sharp? 

Mr. Suarp. Well, I didn’t type this. 

Mr. Sraon. Was it typed in for you or on your behalf ? 

Mr. Suarr. Well, it probably was. 

Mr. Simon. Do you know who did type it ? 

Mr. Sarr. It probably was done at Stewart’s office. 

Mr. Srwon. Was whoever typed it authorized by you to put those 
right # figures in there? 

Mr. Suarr. Well, it could have been me or it could have been the 

architect. I don’t know who typed it. 
Mr. Stmon. Did you read it before you signed it ? 


at the Mr. Suarp. Well, I probably did. 
Mr. Simon. What is the item on the third page, in the left-hand 
er the column, where it says “Total estimated requirements”? What is the 
figure there ? 
be 90 Mr. Suarp. On the third page? 


Mr. Stmon. Yes, page 3, near the bottom of the left-hand column. 
it says “Total estimated requirements.” It is about $500,000. Do you 
find it there? 

Mr. Suarp. “Total estimated gross income” ? 





your Mr. Simon. No, “Total estimated requirements.” The left-hand 
much column. 
Iding Senator Bennerr. The heading of the whole column is “Estimated 
requirements.” It is down the left-hand column of the page. 
: Mr. Suarp, $455,097. 
n you | Mr. Simon. Was that your estimate of what it was going to cost to 
’ build this building? 
that Mr. Suarr. Well, that was a preliminary estimate. 
reent Mr. Simon. Was that your estimate on which you asked the Federal 
Government to give you a mortgage ¢ ommitment 2 
tion ? | Mr. Snare. Yes, sir. 
cost. we Mr. Simon. And that was 


Mr. Suare. But this was obsolete very quick after this application 
was made. 
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Mr. Stmon. Did you ever file an amended application ? 

Mr. Suarp. No, sir. 

Mr. Simon. Did you ever tell the Government that that was ob- 
solete ? 

Mr. Siarp. No, sir. 

Mr. Simon. Don’t you think that it was your obligation to tell them 
that those figures were obsolete before you took the mortgage money # 

Mr. Suarpe. Well, I don’t know whether it was or not. 

Mr. Simon. You had another project—— 

Mr. Suarp. The plans and specifications were completely changed 
when we started these projects. 

Senator Bennerr. Who changed them ? 

Mr. Suarr. The FHA. 

Mr. Simon. Then they would have known, wouldn’t they ? 

Mr. Snare. They changed them all, from the starting until the 
original they were changed many, mary times. 

Senator Bennerr. Were they changed before or after you got the 
commitment ¢ 

Mr. Snarr. The final commitment ? 

Senator Bennerr. That is right. 

Mr. Suarpe. They were changed before. Before the final commit- 
ment. 

Mr. Simon. Did you get FILA’s project analysis? 

Mr. Suarr. On the final commitment; yes, sir. 

Mr. Simon. And FILA estimated the cost of the property at 
$472,000, didn’t they? Isthat right? If you have the project analysis, 
it is near the bottom of page 3. 

Mr. Suarpr. I am trying to find it. 

Mr. Strwon. Is that right? 

Mr. Suarr. I am trying to find it. Where would that be on that 
project analysis? 

Senator Bennerr. Buttom of page 3. 

Mr. Suarp. Yes, sir; $461,161. 

Mr. Simon. That 1s excluding the land. If you include the land, 
you have a figure of $472,171 ? 

Mr. Suarr. That is right. 

Mr. Siaon. That was FILA’s estimate after you and they made 
these changes? 

Mr. Siarr. They made the changes; yes, sir. 

Mr. Simon. I take it you agreed to them, didn’t you ? 

Mr. Suarr. That is right. 

Mr. Simon. The estimate was $472,171, and you actually built it 
for $323,000? 

Mr. Snarp. That is right. 

Mr. Simon. Now, you built another one called Bayou Park 
Apartments ¢ 

Mr. Suarr. Yes, sir. 

Mr. Sion. What was the amount of the mortgage there? 

Mr. Suarr. $1,282,500. 

Mr. Simon. And what was the cost of the land? Was it $68,500? 

Mr. Suarr. Yes, sir. 

Mr. Simon. I might add, if I may go back, on this first one, in 
addition to the mortgage producing $90,000 more than the total cost, 
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you paid yourself a fee of $500 a month, or a salary of $500 a month, 
during construction; is that right? 

Mr. Suarr. I am not sure whether that was included in Bayou 
Lake . whether it started on Bayou Park. 

Mr. Stmon. Your testimony in Washington was during Bayou 
Lake you got $500 a month; is that right or w ‘rong ? 

Mr. Suarr. I would like to check on that. 

Mr. Simon. Do you know what period of time you paid yourself 
$500 a month ¢ 

Mr. Suarv. I think it was the period of time I built Bayou Park. 

Mr. Stmon. That is the one we are on now? 

Mr. Snarr. Yes, sir. 

Mr. Suwon. The mortgage there was $1,282,500. The land cost you 
$68,500. Is that right? 

Mr. Srarp. That is right. 

Mr. Suwon. What was the total cost of the building? 

Mr. Snare. According to the books, the buildings cost $869,848.27 
which—— 

Mr. Suwon. Does that—— 

Mr. Surarp. $10,800, which wasn’t included in the cost. 

Mr. Simon. Does the $68,500 mean the cost of the land ? 

Mr. Suarp. Yes. 

Mr. Simon. The $869,848 for the buildings and $10,800 for interest, 
does that include all the costs? 

Mr. Suarp. Yes, sir; according to the books; yes, sir. 

Mr. Simon. Are the books rignt ¢ 

Mr. Suarp. As far as I know, sir. 

Mr. Suwon. It is a total of $949,148 total cost of everything, includ- 
ing the land ? 

Mr. Suarp. Yes, sir. 

Mr. Suton. That is $333,352 of mortgage proceeds over cost; is that 
right ? 

Mr. Suarp. How much was that ? 

Mr. Simon. $333,352. 

Mr. Suarp. Well, I think that is approximately right. 

Mr. Srvon. The two buildings, your mortgage proceeds were 
$423,000 in excess of all the costs? 

Mr. SHarp. How much ? 

Mr. Sraron. $423,000—$333,000 on Bayou Park and $90,000 on 
Bayou Lake. 

Mr. Suarp. Yes, that is about right. 

Mr. Sraon. $423,000? 

Mr. Suarr. Yes, sir. 

Mr. Simon. That is in addition to paying yourself a salary of $500 
a month for at least part of this time ? 

Mr. Suarp. That is right. 

Mr. Srvron. On the first one you were 30 percent off; on the second 
one you were 55 percent off, on the estimates. Did you think the 
estimates meant anything on the second one ? 

Mr. Stare. That was FITA estimates, 

Mr. Stmon. On the second one, too? 

Mr. Suarp. Yes, sir, They made the commitment. 

Mr. Staron. The second one is Bayou Park Apartments. 

Senator Bennerr. Did FITA put the figures on the application? 
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Mr. Suarpe. I don’t know what they were on the application. 

Mr. Simon. Let me show you the application on Bayou Park and 
your estimate there was $1,884,000. See if that is your application. 

Mr. Suarp. Yes; $1,884,900. 

Mr. Simon. That was your own estimate; wasn’t it? 

Mr. Suarp. Yes, sir. 

Mr. Simon. You estimated $1,800,000. FHA estimated $1,400,000. 
The mortgage was $1,200,000. It actually cost you $949,000, 

Mr. Suarp. Yes, sir. 

Mr. Stwon. I take it Bayou Park is in Houston ? 

Mr. Suare. Yes, sir. 

Mr. Simon. Of course you know that the FHA commissioner in 
fixing the rents allows 614-percent return on the estimated cost of the 
property ? 

Mr. Suarp. That is right. 

Mr. Sruon. Is that right? 

Mr. Srarr. Yes, sir. 

Mr. Simon. So that the rent schedule that you are allowed to charge 
is based on your estimated costs and not on your actual costs ? 

Mr. Suarr. That is right. 

Mr. Simon. Thank you, sir. 

Senator Bennerr. I have no further questions. 

Do you have any, Mr. Kenney ? 

Mr. Kenney. I have one or two. 

Did the rents that you actually collected—were they the same rents 
that the FHA estimated ? 

Mr. Suarp. Yes, sir. 

Mr. Kenney. Do you have other projects than these two? 

Mr. Suarp. No, sir. 

Mr. Kenney. What is your explanation for this difference in your 
ability to construct for so much less than your estimates ? 

Mr. Suarv. Well, I think it isthrough buying. I think it is through 
experience. Of course, at that time I didn’t know what these buildings 
were going to cost. It was practically impossible, on account of price 
fluctua ating, inflation, labor costs, and so forth. 

Mr. Kenney. You lay it to know-how in the building business. How 
long have you been in the building business? 

Mr. Surv. About 30 years. 

Mr. Kenney. That is all I have. 

Senator Bennerr. I have one more question. 

You say you couldn't get any closer than that. You built Bayou 
Lake. Your application on Bayou Lake was on December 15, 1948, 
and it was off approximately 50 percent. When did you start to con- 
struct Bayou Lake ? 

Mr. Suarr. I think that was in 1949, 

Senator Bennerr. What time in 1949? 

Mr. Suarr. It was the early part, I believe. 

Senator Bennerr. The early spring? 

Mr. Swarr. I think so. 

Senator Bennerr, Then in August 1949 you applied for Bayou 
Park and made the same kind of error. Now, didn’t you have enough 
information out of your actual building experience on Bayou Lake 
to tell you that you were not going to be able to—— 
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Mr. Suarp. No, sir, At that time those conditions were very, very 

nstable. 

Senator Bennerr. When did you finish Bayou Lake; the first one ¢ 

Mr. Suarpv. In 1949. 

Senator Bennerr. What time in 1949? 

Mr. Suarr. | don't have that exact date, but it must have been the 

itter part of 1949. 

Senator Bennerr. Then by August you were pretty well through. 
You were at least halfway through 4 

Mr. Srare. With Bayou Lake? 

Senator BenNerr. Yes. 

Mr. Suarr. I think so. 

Senator BeNNerr. So the conditions that you say made it impossible 
for you to guess had been pretty well outlined for you by the time you 

ide your second application 4 

Mir. Suiarv. No, sir, At that time those conditions were very, very 
instable, materials were very, very scarce, and you didn’t know 
vhether you would have to pay the full market price for these mate- 

als or whether you would get a good buy on them. There was no 

ay of knowing, no way of determining. 
Senator BexNerr. You hadn't done enough work by the time you 
nade the second application ¢ 

Mr. Suarr. Not under those conditions: NO, SIT. 

Senator Bennerr. Hadn't you bought anything? 

Mr. Suarp. Yes, sir: probably all of it. 

Senator Bennerr. Did you contract for the second one about the 
time you were contracting for the first one ? 

Mr. Suarr. No, sir. 

Senator Bennerr. I won't pursue it any further. I think that is 
nough. 

Are you through 4 

Mr. Simon. Yes, sir. 

Senator Bennerr. We will excuse you. 

Mr. Termint. May we make a statement, please, a short statement ? 
I want to give a little fuller answer on something. I think he was 
a little more nervous here than he was in Washington. 

(There was a conference between Mr. Sharp and Counsel Termini.) 

Mfr. Suarv. There were numerous changes in Bayou Park from 
the time I made the application until we finally got our commitment. 
here were many changes. 

Mr. Simon. No ch: anges after the commitment; were there? 

Mr. Suarr. No, sir: not after the commitment. 

Mr. Trermint. May I make this statement for him, sir, to correct 
the record we made in Washington / 

Senator Bennerr, I think we could accept it if he will agree what 
you are say Ing is accurate. 

Mr. Termint. In W ashington he was asked how much of the stock 
was repurchased or redeemed by Bayou Park Corp. We didn’t have 
that information at that time, but Mr. Sharp did write a letter to Mr. 
Sells telling him that 889 shares of second—he didn’t tell him about 
the 889 shares of second preferred. In other words, the true situa- 
tion is that 889 shares of second preferred were redeemed by the cor- 
poration at their par value, and that the 48 shares of common stock 
were picked up back by the corporation for $328,000, 
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Senator Bennerr. Do you agree that 1s the correct statement, Mr. 
Sharp? 

Mr. Snarr. Yes, sir: on appreciated land value. 

Senator BenNerr. We will accept that for the record. 

Thank you very much. 

Senator Bennetr. We will now call Mr. J. Winston Bradley, Ham- 
mond, La. 

Is Mr. Bradley here? 

Mr. Bradley, will you be sworn? 

Mr. Brapiey. Yes, sir. 

May I ask for the same courtesy that the other gentlemen have 
asked for? 

Senator Bennerr. Then before the testimony begins will you give 
these men an opportunity to photograph you, if you don’t want to 
be photographed later? 

Mr. Brapiry. Yes, sir; if they don’t break their cameras. 

Senator Bennetrr. Do you solemniv swear the testimony vou are 
about to give in this investigation is the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Braptey. To the best of my knowledge. 

Senator Bennetr. Wait a minute. Do you take that oath? The 
purpose of the oath is to make it perfectly clear that what you are tell- 
ing us is the truth. the whole truth, and nothing but the truth, and it 
should not be qualified. 

Mr. Brapiry. All right; whatever it is. 

Senator Bennerr. Lot us do it again. 

Do vou solemnly swear the testimony you are about to give in this 


investigation is the truth, the whole truth, and nothing but the truth, 
so help you God? 


TESTIMONY OF J. WINSTON BRADLEY, TOWN HOUSE, 
SHREVEPORT, LA. 

Mr. Braptry. I do. 

Senator Brennerr. Will you give the reporter your name and 
address ? 

Mr. Braptry. John Winston Bradley, Hammond, La., 211 North 
Linden Street. 

Mr. Sion. Would you talk into the microphone, Mr. Bradley? 

Give vour name and address again, please. 

Mr. Prapitrey. John Winston Bradley, 211 North Linden, Ham- 
mond, La. 

Mr. Srmon. Your occupation ? 

Mr. Braptey. Real estate. 

Mr. Stwon. How long have von been in the real-estate business? 

Mr. Brapiey. Since about 1935. 

Mr. Srmon. Were you associated in the Town House project at 
Shreveport, La. ? 

Mr. Brapiry. Yes. I was a minority stockholder. I owned about 
30 nercent of the stock. 

Mr. Stuon. Who were the other stockholders? 

Mr. Braptey. Mr. Emile Haik and a Dr. Leslie Haik. 

Mr. Sren_) Emile Haik was in the real-estate business, too? 

Mr. Braptey. Yes, sir. 

Mr. Srmon. He is now dead ? 
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Mr. Braptey. Yes, sir. 

Mr. Sion. And Dr. Haik is a doctor here in New Orleans? 

Mr. Brapiry. Yes, sir; a dentist. 

Mr. Simon. A dentist, Dr. Leslie Haik ? 

Mr. Brapuey. Yes, sir. 

Mr. Sion. How much did you pay for the land that this project 
was built on? 

Mr. Braptey. As I recall, about $65,000, plus real-estate commission. 

Mr. Sion. What was that? 

Mr. Brapiey. I don’t have the books. That is why I asked under 
oath to the best of my knowledge. I think it is around $2,300. 

Mr. Simon. The total cost would be approximately $67,300? 

Mr. Brapiey. Yes, sir, and a copy of that contract was made with 
the application to FHA. 

Mr. Siuon. What was the amount of the FHA mortgage? 

Mr. Brapey. $2,664,000, I believe. 

Mr. Simon. Who was the builder ? 

Mr. Braptey. Mr. Farnsworth, Farnsworth Construction Co. 

Mr. Simon. Is that the R. F. Farnsworth Co., or R. F. Farnsworth 
& Co.4 

Mr. Braptey. It is R.T. Iam not sure. I think it is R. P. 

Mr. Simon. They are a New Orleans building company ? 

Mr. Braptey. Yes, sir. 

Mr. Simon. At what price did they agree to build the building ? 

Mr. Brapiey. I would have to see the FHA application because they 
eave us a contract, and we submitted the contract to the FHA. 

Mr. Stuon. Do you know what the price was? 

Mr. Braptey. No. Not without looking at the contract. 

Mr. Simon. Do you know how much they were paid? 

Mr. Braptey. They were paid—no, sir. They were paid the amount 
of the contract, because I did not own the project the last 6 or 7 months 
of its construction, and whether there were any additions made to the 
project or additions made to the building, or additional cost, I do not 
know. 

Mr. Ston. Do you know whether they were paid in cash the full 
amovnt of the contract price? 

Mr. Brapiey. No, sir. I donot know. We paid them up to every 
esimate that was made, until the time the stock was sold, and that is, 
I didn’t pay them, the Wachovia Bank & Trust Co. made payments 
to the construction company in accordance with the FHA architec- 
tural inspection and our architect. 

Mr. Simon. My question is whether you know whether the builder 
was paid the full amount of the contract price ? 

Mr. Braptey. No, sir; I do not. 

Mr. Stuon. Don’t you know that he wasn’t paid the full amount 
of the contract price? 

Mr. Brapiey. No, sir; I do not. 

Mr. Simon. You do not know that, either? 

Mr. Braptry. No, sir. I have never seen the books since the day 
we sold. 

Mr. Smron. That wasn’t my question. 

Mr. Braptry. No. I didn’t have any reason to ask Mr. Farnsworth 
if he ever received his money. 
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Mr. Simon. That wasn’t my question, either. My question is 
whether you know that he was not paid the full amount of the contract 
price / 

Mr. Brap trey. No, sir. LT imagine he would have been at lawsuit 
if he hadn't been, though. 

Mr. Simon. You have no reason to believe at all he was not paid 
the full amount of the contract / 

Mr. Brapitey. No, sir: not at all, because Tam sure there would 
have been a lawsuit. Mr. Farnsworth would have collected his money. 

Mr. Simon. Who was the architect ? 

Mr. Braptey. Our architect was Rene Gelpie. 

Moar, Simon. What was his architect’s fee / 

Mr. Brapiry. As T recall, 835,000 cash, plus some stock, making a 
total of 6 percent, I efuess it was 6 percent of the contract. 

Mr. Simon. How much was he to get in cash and how much in 
stock / 


Mr. Brapury. This is merely from memory. I think around 


2) > 
Dede dai I M), 


Mr. Simon. In cash? 

Mr. Brapiry. Yes, sir. 

Mr. Simon. How much in stock ? 

Mr. Braptey. The balance in stock. 

Mr. Simon. What was the balance? 

Mr. Braptey. I don’t have it. You didn’t ask me to bring my ree- 
ords. It is whatever commitment the application shows that is what 
stock he vot. 

Mr. Simon. The difference between that and $35,000? 

Mr. Brapiey. I think it is 6 percent of the contract, and the differ- 
ence vet ween that would be what he got in stock. 

Mr. Simon. What happened to the stock? 

Mr. Brapiey. | finally—Mr. Haik and 1 bought his stock. 

Mr. Stmon. For how much ? 

Mr. Braptey. One hundred dollars. 

Mr. Sion. Isn't it a fact, Mr. Bradley, that the contractor also 
was going to get about $112.000 of the contract price in stock ? 

Mr. Brapvry. He got 5 percent of it in stock. 

Mr. Simon. You bought that for S100, too ? 

Mr. Braptry. That was second and third and fourth preferred 
stock, 

Mr. Simon. The contractor, did he get the full amount of the con- 
tract in cash, did he? 

Mr. Braptey. I don’t know. His cash contract was a certain amount, 
and then he got so much in stock. Iam sure he collected everything 
lie was supposed to get in cash. 

Mr. Simon. That wasn’t what I asked you. 

Mr. Brapiey. I think he would have sued if he hadn't. 

Mr. Simon. That wasn’t what I asked you. I asked you whether 
he got in cash the full amount of the contract price ? 

Mr. Brap.tey. I misunderstood you. I thought you meant, I think 
he had a contract for so much money, and he also took or subseribed 
to 5 percent of the stock. 

Mr. Simon. But the contract that you gave FHA was a lump-sum 
contract: wasn’t it? 
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Mr. Braptey. I didn'tthinkso. I thought he had a contract, accord- 
ug to the bond, for so much money. 

Mr. Simon. Lam talking about the contract you presented to FHA; 
wasn’t that a lump-sum contract 

Mr. Brapiey. [ don’t know whether it included—I am sure that 

e told FHA it was so much money and he took so much stock. 

Mr. Simon. He took $112,000 of the contract price in stock, and he 
sold you the stock for $100 ¢ 

Mr. Brapiey. That is right. 

Mr. Simon. While the building was about 90 percent completed did 
you sell out? 
~ Mr. Braptey. We restored— 

Mr. Simon. My question is, when the building was about 90 percent 

ompleted you sold out 4 

Mr. Braptey. I do not know what the percentage of completion was. 
| don’t think it was 90 percent. We had 6 or 7 months before 
completion. 

Mr. Simon. Before compietion did you sell out ? 

Mr. Braptey. Yes, sir; we were sued by Mr. Owens. We agreed 
to sell it to him, had a lawsuit, and the court upheld the injunction, 

strained us to sell the stock to anybody else. We sold to Mr. Owens. 

‘Me Simon. You agreed to sell him the stock, and then tried to back 
out of the deal, and the court made you go ahead with it? 

Mr. Braptey. No, sir. We had difference of opinion of collateral. 
Mr. Owens was supposed to put up collateral. We went to court and 

fe got an injunction against us to keep us from selling the stock to 
anybody else. We went to court. The court upheld his injunction. 
Then we sold the stock to him. 

Mr. Simon. That was under a contract you had made with him; is 
that right ? 

Mr. Braptey. Well, that was under a verbal agreement, plus the 
=5,000 check that Mr. Owens gave us. 

Mr. Simon. How much did Mr. Owens pay you for all the stock in 
the corporation ¢ 

Mr. Brapiey. As I recall, it was $280,000, 

Mr. Simon. And other than the land, what was the investment of 
the three of you in the corporation ¢ 

Mr. Brapiey. | don’t know what Mr. Haik’s, or Dr. Leslie Haik’s, 
investments were. [spent about 14 months of my time at work. 

Mr. Simon. How much money did you spend ¢ 

Mr. Braptey. I don't count my travel expenses during the time up 
there. I don’t know how much money I spent going back and forth, 
but I do know I gave you a copy of my checks ye T paid for all my 
stock. It was $26,000, approximately, and I got a refund of $3,100, 
I believe. 

Mr. Simon. That $23,000, Mr. Bradley, inclided all of your ex- 
penses / 

Mr. Bravery. No,sir. It did not include my travel, allow my travel 
expenses, because that was—the corporation didn’t have any money 
to pay travel expenses with. 

Mr. Simon. You are under oath. IT want to make sure you mean 
tosay that. 

Mr. Brapiey. I went up to Shreveport a lot of times without being 


paid. 
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Mr. Sron. But you do have checks there which say on the face of 
them proportionate share of Mr. Bradley’s expenses. 

Mr. Braptry. That is right; part of it was refunded, but not all of it. 
That was during the interim. 

Mr. Stmon. How much money did you have in this project when 
you sold out ? 

Mr. Brapiey. Well, I think around $23.000 or $25,000. I might 
have spent another $1,000 or $1,500 in traveling, and I didn’t get any 
refund from it. 

Mr. Sruon. It would be around $24.000 total ? 

Mr. Brapiey. Yes, sir. 

Mr. Simon. That was 30 percent; is that right? 

Mr. Braptey. That is right. 

Mr. Sruon. So the three of you had in about $75,000 ? 

Mr. Braptey. No. I think—I thought it was eighty-some-odd. 

Mr. Srven. $80,000, do you want to make it ? 

Mr. Brapiry. I don’t know, because I don’t know what they had 
in it. 

Mr. Stmon. You paid 

Mr. Braptey. I had 30 percent, but they had other expenses than 
myself, if they did I don’t know. 

Mr. Srmon. You paid 30 percent of all the bills ? 

Mr. Braptey. I paid 30 percent of all costs allotted to me. 

Mr. Stmon. On that basis $80.000 is generous; isn’t it? 

Mr. Braptey. No; it is about right. 

Mr. Stuon. And before the building was completed you sold out 
for $289,000? 

Mr. Brap.ey. Right. 

Mr. Simon. That was $200,000 profit ? 

Mr. Brapiry. May I explain 

Mr. Srwon. Is that right ? 

Mr. Brapiry. Yes, sir. 

May I explain the reason why we decided to sell ? 

Mr. Srmon. Very well. 

Mr. Braptey. At that time we were very fortunate, and we started 
a building in concrete and steel. As you know, the other building in 
Shreveport was committed on the same time ours was, but they had 
steel. The war was coming on. The building could have been stopped 
at the fifth or sixth floor if the war had gotten worse. We would 
have been left holding a building there with interest to pay maybe 
for 5 or 10 years, the same as they did before the first war, but when 
nonessential construction was stopped, so with that facing us we tried 
to sell our stock : which we did. 

Mr. Stmon. When did you sell your stock ? 

Mr. Brapiey. It was in December. We got the commitment in 
October. It was 13 or 14 months later we sold the stock. 

Senator Bennetr. October of what year? 

Mr. Brapiry. I think we checked the date of the application. I 
think it was 1950 that we got the commitment. I think we sold the 
stock 

Mr. Stuon. What time in 1950? 

Mr. Braptiry. I think we got the final commitment in October. 

Mr. Srmon. Of 1950? 
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Mr. Brapiey. That is what I think. I would have to look at the 
application. 

Mr. Stmon. When did the Korean war start ? 

Mr. Brap.ey. I don’t remember what date it started. 

Mr. Simon. I think you will find it was June 25, 1950. 

Senator Bennett. The Korean war was going when you got the 
commitment ¢ 

Mr. Brapiey. Yes, sir; but the materials situation didn’t get very 
critical until a few months after we started. That is why we “finished 
our building 6 months ahead of the other building that we were 
competing Ww vith. T hey were 5 or 6 months getting steel that we didn’t 
have to get, which showed the effect of the war on materials. 

Mr. Stmon, At any rate, the moment it got a little tough you de- 
cided to get out and took your $200,000 and went home? 

Mr. Brapuey. That is right. 

Mr. Simon. The Government still had a mortgage commitment 
outstanding for $2,664,000 ? 

Mr. Brapuey. Yes, sir. 

Mr. Stmon. Thank you, sir. 

Senator Bennett. Do you have any questions? 

Mr. Kenney. No, sir. 

Mr. Simon. Would you stay for a few minutes? We might want 
to ask you some more questions ? 

Senator Bennetr. O. K. We will excuse you temporarily, Mr. 
Bradley, and call Mr. Chester F. Owens. 

Mr. Owens, will you be sworn. 

Do you solemnly swear the testimony you are about to give in this 
investigation is the truth, the whole truth, and nothing but the truth, 
so help. you God? 


TESTIMONY OF CHESTER F. OWENS, TOWN HOUSE, SHREVEPORT, 
LA., ACCOMPANIED BY DANIEL L. O’CONNOR, COUNSEL 


Mr. Owens. I do, sir. 

Mr. O’Connor. Senator, may we request the same courtesy be ex- 
tended Mr. Owens with reference to the radio transcription ? 

Senator Bennett. Yes, it will be done. 

Will you give the reporter your name and address, your business 
connection ? 

Mr. Owens. Chester F. Owens, 401 National Bank of Commerce 
Building, New Orleans. 

Mr. Simon. Mr. Owens, you are a lawyer, I believe ? 

Mr. Owens. Yes, Mr. Simon. 

Mr. Stow. With reference to the Town House, did you purchase 
that gn ty ¢ 

Mr. Owens. I did, sir. 

Mr. ioe, Or stock in the corporation ? 

Mr. Owens. Yes, sir. 

Mr. Stwon. When did you purchase it? 

Mr. Owens. December 1951. 

Mr. Stmon. December 1951? 

Mr. Owens. (Shakes head in affirmative.) 

Mr. Simon. That is a year after the commitment was issued ? 
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Mr. Owens. Something in excess of a year. 

Mr. Siaon. What is that? 

Mr. Owens. Something slightly in excess of a year. 

Mr. Simon. When was the building completed ? 

Mr. Owens. April 1952. 

Mr. Simon. You paid $280,000 for the stock ? 

Mr. Owens. Yes, sir. 

Mr. Staon. When did you pay that money / 

Mr. Owens. I paid, during December 1951, I gave $30,000 in cash, 
plus 850,000 of United States Treasury bonds, together with 3 notes 
aggregating S200,000. 

Mr. Simon. When were the notes paid ? 

Mr. Owens. The Emile Haik note ran over a period of about 10 
years. The Bradley note was a period of about 10 years. 

Senator Bennerr. The question was, when were they paid? Not 
how were they payable. 

Mr. Owens. [ am sorry, Senator, 

The notes are still outstanding, and three installments have been 
paid on the notes. 

Mr. Sion. Three annual installments? 

Mr. Owens. Three annual installments. 

Mr. Stmon. You have 7 years to go on two of them and 5 years to 
vo on the third one? 

Mr. Owens. That is my recollection, Mr. Simon. 

Mr. Simon. This stock included both common and prefered stock? 

Mr. Owens. It included common and the second and third pre- 
ferred, but, of course, not the first preferred held by the FHA. 

Mr. Simon. Now, shortly after you bought this stock did you redeem 
S280,000 of preferred stock ¢ 

Mr. Owens. In June 1952. 

Mr. Sion. How much preferred stock did you redeem then? 

Mr. Owens. $280,000, 

Mr. Simon. So that as of June 1952, which is 6 months after you 
bought this, you got out of the corporation in cash not only the 
360,000 that you had actually paid, but the $200,000 :of notes that 
you had signed, due over a 10-year period ? 

Mr. Owens. That is correct, sir. 

Mr. Stmon. You had no investment, and had the cash which, over 
a period of 10 years, you would have to pay the note on? 

Mr. Owens. That is correct. I did have some other expense in 
connection with the lawsuit that Mr. Bradley mentioned. 

Mr. Simon. He tried not to go through with the deal ? 

Mr. Owens. No. There was, I believe, true misunderstanding 
between all parties. 

Mr. Simon. Now, after you began operating this building did you 
try to turn it into a hotel 4 

Mr. Owens. Yes. I was of the impression at that time that the 
FILA would permit hotel or transient Gecupancy, as we call it, and 
[ understand that there was, not a hotel, but an apartment building 
In Washington, the Woodner, that was half hotel and half apart- 
ment, and that several other buildings around the country had been 
permitted to have a substantial amount of transient occupancy. 

Mr. Simon. And FHA wouldn't let you make a hotel out of it: is 
that right 4 
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Mr. Owens. They wouldn’t permit transit. occupancy ; that is right. 
Mr. Stwon. Did you ever read the statute to see whether it was 
ntended for middle income rental housing, or for hotels ¢ 
Mr. Owens. No, but I understand the policy—I understood there 
were several in the United States that had been granted permission. 
Several. 
Mr. Sion. Then this defaulted, and the Government had to take 
in cash. t over 4 
3 notes Mr. Owens. The default didn’t occur until some time during the 
early part of this year. 
Mr. Suwon. Now, did this company receive a premium on the 


rout 10 mortgage ¢ 
Mr. Owens. Mr. Bradley received the premium, or brokerage fee— 
2 Not | don’t know what you would call it—of $39,600, which he in turn 


eave to the corporation. He first gave it as a donation, and then by 
| subsequent resolution they called it part of the working capital, I 

‘e been believe. 

Mr. Simon. The mortgage was 82,664,000? 

Mr. Owens. That is correct, Mr. Simon. 

Mr. Sraon. So the total proceeds of the Government-insured mort- 
vage were $2,703,600; is that right? 

Senator Bennerr. That is the mortgage plus the premium. 

Mr. Owens. Yes. That would be correct. 
stock ? Mr. Simon. On the cost side, the land cost $67,300. Is that what 
d_ pre- the books show ? 
Mr. Owens. That is correct. 
Mr. Simon. What was the building contractor's cost ? 
Mr. Owens. $2,138,000. 
Mr. Simon. Does that include the stock he got 4 
2 Mr. Owens. No, sir; it does not include the stock. 

Mr. Simon. That is $2,138,000 in cash / 

er vou Mr. Owens. Yes, sir. 
lv the Mr. Stwon. What were the other costs, Mr. Owens, paid in cash 4 
Ss that Mr. Owens. May I read these to you, Mr. Simon ? 

Mr. Simon. Yes, sir. 

Mr. Owens. Improvement to land, $525, which IT imagine was prob- 
ibly grading; interest during construction, $68,131.96; FHA mort- 


ears to 


: 


“edeem 


1, OVEr , ; * or ae 
gage insurance premium, $21,440; financing expense, $39,960; FHA 
nse in nspection fee, $13,320; taxes during construction, $1,748.76; archi- 


tect’s fee, $35,500 in cash, and stock as approved and allocated by the 
FELA in the sum of $93,559. 
Mr. Srvon. The architect sold that back for $100? 


nding 4. 
Mr. Owens. That is correct. 


d vou Insurance premiums during construction, $3,000; FHA examina- 
e tion fee, $6272.15: survey, S250: title expense and so forth, S8.538.50: 

st the leoal and organization expense, $6397.15; travel, and so forth, $2,- 

| and 551.82; telephone and telegraph, 8575.14; and other miscellaneous 

ding tems totaling SOO046, a ; 

ipart- Mir. Simon. Then in fairness. we ought to add S00, S100 for the 
been “ irchitect and S100 for the contractor when they gave up their preferred 

tock ¢ 
tin te Mr. Owens. I guess so. 


Senator Bennerr. Do you have a total of those ¢ 
Mr. Owens. No, I don't have a total. 
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Mr. O'Connor. I might state these were taken from the books and 
we haven't been able to arrive at a definite statement as to the $39,600 
which was received by Mr. Bradley from the Wachovia Bank and the 
books subsequently showed it was paid back to the Wachovia Bank. 
Mr. Owens inherited the books as they are today. 

Senator Bennerr. You are talking about the mortgage premium? 

Mr. Owens. Yes. 

Senator Bennerr. You don’t actually know whether the premium 
was received as a premium ? 

Mr. Owens. I am inclined to think it was, Senator, because we went 
over the books yesterday. It looks like the $39,000 was used as the 
working capital in the corporation. I am inclined to think that. 

Mr. Simon. If my mathematics are correct, Mr. Owens, the total 
costs were $2,417,000, which is $286,000 less than the mortgage. 

You did have an accurate 

Mr. Owens. I think your mathematics are wrong. I think the 
excess Was nearer—over, say, $320,000 or $340,000, 

Senator Bennerr. There must be some major figures that we didn’t 
get. or some of a yeu gave us that don’t belong i in there. 

Mr. O'Conn Probably the cost of the land isn’t in there. 

Mr. nin: That is right. 

Mr. Sinton. Cost of the land is $67,000, 

Senator Bennerr. It may be in twice. 

Mr. Owens. The land is on the corporate books at $115,000, 

Mr. Simon. If you are referring to the figures that we had the other 
dav. Mr. Owens—— 

Mr. Owens. Yes. 

Mr. Simon. We got to $329,000 by assuming that they made a $40,- 
000 profit in eash on the land, but I think you will find that the land 
was turned in for part of this preferred stock. 

Mr. Owens. That is correct. 

Mr. Simon. Which eliminates the $40,000 profit that you and I were 
talking about. 

Mr. Owens. With your figures, then, it is probably correct. 

Mr. Simon. If I might summarize this, the two Haiks and Bradley 
got the FHA commitment for $2,664,000. They had $80,000 of their 
own nnee in the project be fore it was completed, and they sold out 
to you for $80,000 in cash, which made them whole, and $200,000 in 
notes, Which you were going to pay over a period of time, which was 
their profit: is that right? 

Mr. wana. That is right. 

Mr. Simon. You, on the other hand, paid $280,000—S$80,000 in cash 
and $200,000 in long-term notes—and reimbursed yourself the $280,000 
from the corporation shortly after you took over, and the mortg gage 
preceeds were $280,000 more than the total cost; is that right? 

Mr. Owens. Well, I would have to check your figures, but it sounds 
approximately correct. 

Mr. Simon. So that as of the completion of the building you had no 
investment in the building, the Haik-Bradley group had no invest- 
ment, and had a $200,000 profit, and the Government was on a $2,664,- 
000 mortgage, which subsequently defaulted and they had to take over ; 
is that right? 

Mr. Owens. That is correct. 
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The default, Mr. Simon, wouldn't have occurred if this transient 
wcupaney had been permitted. 

Mr. Simon. Of course, you say if FHA let you run a hotel. 

Mr. Owens. I don’t mean necessarily a hotel, but the rules are so 
trict on a monthly occupancy that if you had even had been allowed 

Joceupy, say,a weekly rate, it would have helped out. 

Mr. Simon. The di fliculty with that, though, Mr. Owens, is that 
hile there is some doubt as to the justifi ‘ration for a congressional 

rogram such as this section 608, nobody has ever sought to justify it 
xcept on the ground that there was a need for rental housing, for 
iiddle-income people, and I don’t know of any other basis on which 
HA could justify its existence in the section (08 program except to 
urnish rental housing. Is that your understanding, Senator ¢ 

Senator Bennerr. That is right. I think it is fair to put into the 
cord the fact that in a few instances FHA has given written per- 
ission for the sponsors of certain section 608 projects to take what 

would call transient occupants. From my point of view those 

‘re inexcusable decisions, but I can understand how those decisions 

ive you some hope that you might be one of those to whom that special 

nsideration would be given. But that still doesn’t change the fact 
t all of those decisions represented violations of the spirit of the 
MH \ program, as well as the law. 

We have had Mr. Woodner, to whom you referred, before us in 
Weshington, and he ts not through. 

Mr. Simcen. His excuse, or his testimony as to why they let him do 
hat, is that the building that he built with a $10 million Government 

lortgage has stores in the ground floor and the zoning ordinances 
f the District of Columbia do not permit apartment buildings to have 

(ores unless they are a hotel. He couldn’t get an occupancy permit 
rom the District of Columbia to operate his building with stores in 

‘basement unless 4.) percent of his rooms were transient, so he went 
O PHA and said *I can’t operate the building.” 

I am inclined to think he knew that when he put the stores in in the 
first place. At any rate, it was on that basis that they gave him the 
permit. 

Mr. O'Connor. Senator, this committee might consider the prob- 
em from the standpoint of certain of these projects that are in de- 

ult: that if the Government is to come out whole in it the answer to 

problem, particularly in Shreveport, would be to convert it to 
ransient facilities. 

Senator Bennetr. We recognize that, but at the same time we are 
nelined, or we have a fear, that if we once break that rule down the 
lederal Government will make Mr. Hilton look like a piker when it 

mes to the owning of hotels. 

Mr. O’Connor. It is a very real problem, but serious consideration 


shou'd be given to it. 


Senator Bennett. Well, it has been given. I am a member of the 
Banking and Currency Committee that wrote the current legislation. 
[ wasa member of the conference committee that debated the difference 
n legislation with the House, and this thing was thoroughly con- 

dered. We finally decided that, both on principle and on the theory 
{ the lesser of two evils, we had better stay with the rule and not 
ermit a widespread breaking down of the project. 
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We would probably find ourselves owning hundreds—we would 
either find ourselves as the Government. owning hundreds of hotels, 
or we would find ourselves putting men into the hotel business with no 
investment of their own, and having them compete with hotels, based 
on private investment, many of which are already in difficulty, so we 
would create more difficulty than we would cure, in our opinion. 

That may not be true in Shreveport. but you cannot look at this 
problem solely from the point of view of Shreveport. 

Mr. O'Connor. No. Each case would have to stand on its merits. 

Senator Bennerr. Well, down along Miami Beach there are some 
of these projects, the owners of which would like very much to turn 
them into hotels, and we have resisted, as far as I know, that oppor- 
tunity. So, as I say, both on the question of principle and law, and 
on the question of the lesser of two evils, viewing the country as a 
whole, I think the committee’s decision was correct. The committee 
has considered it. 

Do you have any more questions? 

Mr. Stmon. No, sir. 

Senator Bennerr. Do you have any questions? 

Mr. Kenney. Can you throw any light on why the project as 
originally contemplated failed ? 

Mr. Owens. Well, it just seems that Shreveport was not a large 
enought town to absorb these units. 

Mr. Kenney. How many units? 

Mr. Owens. There were 299. There had originally been scheduled 
for Shreveport 600 units, the Caddo Arms, converted to an office 
building, and this building, the Town House, 299. 

One of my motivating motives in building the apartment was the 

Caddo Arms was not going to be converted with an apartment build- 
ing. Lam sure the Shreveport would absorb the balance of the units. 

Senator Bennerr. It did not ? 

Mr. Owens. No, sir. The original thing, Barksdale Field, over in 
Shreveport, would supply a number of tenants. They built consider- 
able housing on Barksdale. 

Senator Bennerr. The Federal Government in competition with 
itself ¢ 

Mr. Owens. Yes: that, to my way of thinking, hurt the rentals at 
the Town House. , 

Senator Bennerr. I am not trying to interrupt you, but this is one 
of the questions you were going to ask: Do you know anything about 
the current percentage of occupancy in this project 4 

Mr. Owens. IT understand it is about fifty-odd percent. 

Mr Kenney. Do you think that is diree tly due to the construction 

Barksdale Field? 

‘a Owens. IT think the Wherry Act housing—the talk was that the 
average Army officer would pre ter to live off the base. My experience 
hs is been that that is not so, They have their commissary on the base. 

Phey are near where they should be, and the aver: age one would rather 
not travel that 7 or 8 miles back and forth. 

For the married man these buildings offer 2 hotel-type of accommo- 
dation, and they will have 2 bedrooms or 3 bedrooms. T hey have pri- 
inarily one room, a dressing room, and a bath, and for the married man 
it is somewhat crowded. 
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Mr. Kenney. Are the rentals for Town House comparable to the 
rentals charged at Barksdale Field ¢ 

Mr. Owens. Yes. I believe they are, considering that the Town 
House furnishes all of the air conditioning, the heat, porter service, 
and other services free of charge to the tenants. 

Senator Bennerr. That is all, Mr. Owens. Thank you. You may 
Le excused. 

Mr. Bradley, would you return for one more question, please. 


TESTIMONY OF J. WINSTON BRADLEY, TOWN HOUSE, SHREVEPORT, 
LA.—Resumed 


Mr. Simon. Mr. Bradley, the Haiks that you were in partnership in 
‘his deal with also built Mirabeau Manor in New Orleans ? 
Mr. Brapiny. Mr. Neal Haik did. I don’t know who else was in 
On it. 
Mr. Simon. Was the mortgage there approximately $214 million? 
Mr. Brapiey. I think it was. It was around 800 units. That 
would be about right. 
Mr. Sruon. On Mirabeau Apartments, it was $1,132,000 and on 
\Mirabeau Manor, $1,391,000. Does that sound right to you? 
Mr. Braptey. That sounds right. 
Mr. Simon. The total for the 2 projects was $2,423,700; is that 
ht ? 
Mr. Bravery. I guess so. 
Mr. Simon. They were completed some time prior to May 1949, 
vere they ¢ 
Mr. Braptey. No, sir. 
Mr. Simon. Were they still in construction when you bought them ¢ 
Mr. Brapiey. Yes, sir. Mirabeau Manor was completed, and just 
mrely had enough occupancy to make the payments. It had consid- 
erable trouble getting tenants in there. Mirabeau Apartments were 
inder construction, and weren't completed until September, when I 
sold it all. 
Mr. Stwon. On May 9, 1949, you bought these 2 buildings ¢ 
Mr. Brapiey. I took an option on them. 
Mr. Simon. You paid for an option to buy them ¢ 
Mr. Brapiey. Yes. 
Mr. Stmon. You paid 81,000 for each building, or $2,000 for the 
option: is that right ¢ 
Mr. Brapiey. Yes. 
Mr. Simon. And the option provided for a total price of $25,000 
for each building ¢ 
Mr. Brapiry. Yes, sir. 
Mr. Simon. Under this option you could have bought the buildings 
for 850,000 on which the Government had a $2.423,000 mortgage 4 
Mr. Bravery. Yes, sir: because of the occupancy of the apartments 
at that time. The $2,000 is a liability, not an asset. 
Mr. Simon. And the situation was precarious even before the build 
hes were finished ¢ 
Mr. Braptey. Yes, sit 
Mr. Simon. And then you turned around after you had paid $2,000 
for the option to buy the buildings, you turned around and sold the 
option to somebody e ‘Ise for $13,000; is that right ¢ 


2 
1 
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Mr. Braptey. Well, we sold it for more than that. That is what 
I got out of it. Mr. HWaik and I made an assignment, as I said in the 
statement. I assigned the option and Gresham gave me a $5,000 check 
on the option, which I turned over to Mr. Haik as part payment for my 
option as credit. Then we sold it to Gresham and 1 made about a 
$13,000 profit on it. 

Mr. Simon. How long after that did the properties go into default ? 

Mr. Braptey. I don’t know. 

Mr. Stuon. You know the Government has taken them over? 

Mr. Braptey. Yes; I understand they are doing very well, with a 
YJo-percent occupancy. 

Mr. Simon. Doing very well with the Government running them. 

Mr. Braptey. So I understand. They tried to sell them to me 
about a month ago. 

Senator Bennerr. Thank you very much, Mr. Bradley. 

Mr. Max Krauss, of Pasadena, Tex. 

Mr. Krauss, do you solemnly swear the testimony you are about 
‘ give in this investigation is the truth, the whole truth, and nothing 
but the truth, so he Ip. you God? 


TESTIMONY OF MAX KRAUSS, MIDWAY GARDENS, PASADENA, 
TEX., ETC., ACCOMPANIED BY AARON GOLDFARB, COUNSEL, AND 
SAMUEL L. WALDBAUM, ACCOUNTANT 


Mr. Krauss. I do, sir. 
Senator Bennerr. Will you take the chair there in front ef the 
mic ‘rophone and identify yourself to the reporter, giving your name 


and address ¢ 

Mr. Gotprarn. Senator, before Mr. Krauss does that, may I respect- 
fully request that any recording of the proceeding before this com- 
mittee not be released unless and until—in part or in whole—unless 
and until Mr. Krauss shall give his permission for same? 

Senator Bennerr. That will be the rule. 

Mr. Gotprars. In the interest of expediency and possibly expedit- 
ing this questioning, the auditor, Mr. Samuel Waldbaum, also be 
sworn. Ife has made certain tabulations that m: y be helpful to you. 

Senator Bennerr. We would — to ask the questions of Mr. 
Krauss and let him get the answers from the auditor. 

Mr. Simon. Mr. Krauss, would. you give your name and address to 
the reporter ¢ 

Mr. Kr Auss. Max Krauss, 6400 Allison Road. 

Mr. Simon. That is Max Krauss, 6400 Allison Road, Miami Beach, 
Ila. ? 

Mr. Krauss. That is right, sir. 

Mr. Simon. The projects we are talking about, however, were built 
in Pasadena, Tex.; 1s that right ? 

Mr. Krauss. That is right. 

Mr. Simon. Pasadena, Tex., is a suburb of Houston, Tex? 

Mr. Krauss. That is right, sir. 

Mr. Sion. Were you interested in Midway Gardens, in Pasadena, 
Tex. ? 

Mr. Krauss. That is right, sir. 

Mr. Simon. What was the amount of the FHA mortgage there? 

Mr. Krauss. I will have to refer to my record here; $338,500. 
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1S what Mr. Sron. What was the cost of the land? 
d in the Mr. Krauss. $9,887. 
0 cheek Mr. Simon. What was the cost of construction ? 
for my Mr. Krauss. $235,969.33. 
about 2 Mr. Simon. Does that include such items as interest during con- 
truction and FHA filing fees ? 
lefault ? Mr. Krauss. Yes, sir. 
Mr. Simon. So th: it $245,000-—— 
er? Mr. Krauss. $235,000, sir. 
with a Senator Bennerr. Plus the land. 
Mr. Sruron. $9,800 for the land ? 
y them, Mr. Krauss. Yes, 
to me Mr. Stmon. $245,000 is the total cost of the project, including the 


land and the building and interest during construction, and every- 
thing else ? 
Mr. Krauss. That is right, sir. 


, about Mr. Srmon. And that is $91,000—the mortgage was $91,000 in excess 
othing f all the costs; is that right? 


Mr. Krauss. That is right, sir. 
Mr. Simon. And that is 30 percent of the amount of the mortgage ? 
DENA, Mr. Krauss. That is about right, sir. 
L, AND Mr. Simon. I take it that your estimate and FELA’s estimate of costs 
made the cost 10 percent above the mortgage; is that right 
Mr. Krauss. That is right, sir. 
Mr. Srvron. So that your actual costs were 40 percent off the esti- 


of the nate of both FHA and yourself? 
name Mr. Krauss. That is right. 
Mr. Stmon. The second project is Rosedale; is that right? 
spect- Mr. Krauss. Which Rosedale, sir? 
» com - Mr. Simon. Was there more than one Rosedale ? 
unless Mr. Krauss. There are two Rosedales, sir. 


Mr. Sron. I have a Rosedale Apartments, with a mortgage of 
S923 000. 


pedit- Mr. Krauss. That is No. 1. 

so be Mr. Simon. There isa No. at 

) you. Mr. Krauss. There isa o 

Mr. Mr. Sruon. Rosedale No. as mortage was $923,000; is that right ? 

Mr. Krauss. Will you repeat that, sir? 

ess to Mr. Simon. What was the amount of the mortgage in Rosedale 

No. 1? 

Mr. Krauss. $923,000. 

each, Mr. Srvron. What was the cost of the land ? 


Mr. Krauss. $25,090. 

Mr. Simon. What was the cost of construction ? 
built Mr. Krauss. $778,401.84. 

Mr. Simon. Does that include interest during construction and 

filing fees, and everything else ? ‘ 

Mr. Krauss. Yes, sir. 

Mr. Simon. Then $798.C0)—S798 401 is the total cost of the land, 
lena, » — building, and everything else that went into it; is that right? 

Mr. Krauss. That is right. 

Mr. Stuon. That is $124,600 less than the mortgage ? 
e@ Mr. Krauss. Yes, sir. 

Mr. Staton. Rosedale No. 2, what was the amount of the mortgage? 
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Mr. Kravss. $1,200,000. 

Mr. Simon. $1,200,000 4 

Mr. Krauss. That is right. 

Mr. Simon. What was the cost of the land 2 

Mr. Krauss. $25,000. 

Mr. Stuon. What was the cost. of the building? 

Mr. Krauss. $778,521.37. 

Mr. Simon. Does that include all of the costs, including interest 
during construction, filing fees ¢ 

Mr. Krauss. That is right. 

Mr. Simon. The mortgage there was $197,000 in excess of the total 
cost / 

Mr. Krauss. That is right. 

Mr. Simon. The next one I have here is Shepherd Gardens. 

Mr. Kravss. That is right. 

Mr. Simon. That is one of your projects / 

Mr. Krauss. Yes, sir; Shepherd Gardens Apartments. 

Mr. Simon. W hat w: inthe cont of the land ?@ 

Mr. Krauss. 27.50. 

Mr. Simon. What was the cost of the building ? 

Mr. Krauss. $999,699.61, 

Mr. Simon. Does that include all the costs. ine ‘luding interest during 
construction and filing fees, and ever ything else? 

Mr. Krauss. That is rieht, sir. 

Mr. Simon. What was the amount of the mortgage / 

Mr. Krauss. S1482.300, 

Mr. Stwon. The mortgage exceeded all the costs by $383,545 / 

Mr. Krauss. That is right, sir. 

Mr. Simon. In these 4+ projects, the mortgage proceeds exceeded 
the costs by $795,000; is that right ? 

Mr. Krauss. May I say, my auditor says he has about $694,000, 

Mr. Simon. We got $91,000 on Midw: iv; is that right ? 

Senator BENNerr. This looks hike an ene error between 
the two of Vou. 

Mr. Staron. $124,000 on first Rosedale. 

Mir. Krauss. That is right. 

Mr. Simon, S197,000 on the second Rosedale ? 

Mr. Krauss. That is right. 

You are rieht, si 

Mr. Siaron. I am correct at S795.000 ? 

Mr. Krauss. That is right, sir; yes, 

Mr. Simon. Now, which of these were section 608’s. Mr. Krauss? 

Mr. Krauss. The Shepherd Gardens Apartment, section 608, and 
Midway Apartments. Midway Gardens is a section 608, 

Mr. Simon. On Shepherd Gardens you were 40 percent off your 
estimate: is that right / 

Mr. Krauss. Yes. 

Mir. Stwron. On Midw; av Gardens, the mort@age was S1.482.000 and 
your estimate would have to have eis 10 pereent above that. 

Senator BeNNerr. That is about 81,620,000, 

Mr. Simon. You were about 37 or 3- percent off on that one: is that 
about right / 

Mr. Krauss. That is right. 

Mr. Staton. Rosedale was a section 207: was it 2 
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Vr. Krauss. Section 207. 

Mr. Simon. There, under the law you could only get a mortgage 
equal to 80 percent of the estimated value of the property ; ; is that 

oht ¢ 

Mr. Krauss. Yes, sir. 

Mr. Suwon. And on the Rosedale No. L you were about 13 or 14 

reent under the mortgage / 

Mr. Krauss. That is right. 

Mr. Simon. You should have been 20 percent over, so you were 
ibout 35 or 54 percent off there 4 

Mr. Krauss. Those were all preliminary estimates, sir. 

Mr. Simon, And in Rosedale No, 2, your cost was 20 percent under / 

Mr. Krauss. That is right. 

Mr. Simon. And under section 207 it should have been 20 percent 
ver, so you were 40 percent — the re ¢ 

Mr. Krauss. That is right, 

Mr. Simon. Mr. Krauss, Sodee cana builder, building four projects— 

hen did you build Midway Gardens ¢ 

Mr. Krauss. May 1949. 

Mr. Simon. When did you build Shepherd Gardens ¢ 

Mr. Krauss. April 1950. 

Mr. Stawon. When did you build Rosedale ¢ 

Mr. Krauss. Rosedale No. 2, May 1951. 

Mr. Sron. No. 1? 

Mr. Krauss. That is right. Well, No. 2, about June or July of the 
ame year. 

Mr. Simon. You built 1 project in 1949, 1 project in 1950, 1 projeet— 

projects in 1951; is that right ¢ 

Mr. Krauss. That is right. 

Mr. Simon. How long have you lived in Florida / 

Mr. Krauss. About a year. 

Mr. Sion. Did you previously live in Texas? 

Mr. Krauss. No, sir; I lived in New York City. 

Mr. Srcon. You lived in New York ¢ City / 

Mr. Krauss. That is right. 

Mr. Suwon. Have you ever lived in Texas ¢ 

Mr. Krauss. I lived in Texas when I had my first development; 
Pasadena. 

Mr. Simon. Did you live there or move down during the construe- 
tion of the building ¢ 

Mr. Krauss. I lived there for a period of about 6 years. 

Mr. Simon. During what period of time did you live in Texas? 

Mr. Krauss. From 1947 until about Jast year. 

Senator Bennerr. Did you go from New York to Texas, and then 
from Texas to Florida ¢ 

Mr. Krauss. No. I came from New York to Texas, and from 
Texas to Florida. 

Mr. Simon. That is my question. 

Mr. Krauss. Yes, si 

Mr. Simon. Mr. i auss, can you tell us how in building 4 buildings, 
| in 1949, another the following year, and 2 the following year, you 
could be consistently between 35 and 40 percent off your estim: ites? 

Mr. Krauss. Well, general conditions warranted estimates a little 
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higher when you are figuring a set of plans, weather conditions, time 
element. 

Senator Bennerr. Did you do any building in New York before 
you moved to Texas? 

Mr. Krauss. Yes; I did. 

Senator Bennerr. How long had you been ounkaing 3 in New York? 

Mr. Krauss. I am in the building business for 32 years, sir. 

Senator Bennerr. Were you building as a contractor? 

Mr. Kravss. No; building for the purpose of selling, building, and 
selling rental housing. 

Senator Bennerr. Did you do any building on financing that was 
not Government insured ? 

Mr. Krauss. That is right. 

Senator Bennerr. Were you that far out in your estimates in the 
buildings that you built under conventional financing ? 

Mr. Kravss. I did, sir. 

Mr. Simon. Did you at 40-percent mortgages, 40 percent or 20 
percent above your cost, or 25 percent ? 

Senator Bennerr. From conventional financing sources ? 

Mr. Krauss. I can’t recall it. 

Mr. Stuon. You can’t recall ever having done it? 

Mr. Kravss. I have done it, but I don’t recall when. 

Mr. Stmon. You have gotten conventional mortgages 20 or 25 per- 
cent above cost ? 

Mr. Kravss. That is right. 

Mr. Sturon. Including the land? 

Mr. Krauss. That is right; yes, sir. 

Mr. Simon. Can you tell us once when you did? 

Mr. Krauss. A good many years ago. 

Mr. Sion. When was that? 

Mr. Kravss. I did it in 1927, Title Guaranty & Trust Co. money. 

Senator Bennerr. That was before any FHA program existed ? 

Mr. Krauss. That is right. 

Senator Bennerr. Were these projects in Texas built on lump-sum 
contracts, with recognized builders? 

Mr. Krauss. No, sir. 

Senator Bennetr. Were you your own contractor? 

Mr. Krauss. We were our own contractor. 

Mr. Stuon. I have no further questions. 

Senator BDennerr. Have you any questions ? 

Mr. Kenney. Have you made any allowance in these estimates for 
your own overhead ¢ 

Mr. Krauss. Personal overhead ? 

Mr. Kenney. The operating overhead of your company in building 
these on 

Mr. Krauss. I don’t understand that question, sir. 

Mr. Kenney. You have overhead in constructing these properties. 
The builder’s overhead—there are two items—builder’s overhead and 
profit. 

Mr. Kravss. Do you mean a builder’s fee? 

Mr. Kenney. Well, that would include the profit. 

Mr. Kravss. We waived the builder’s fee. 

Mr. Kenney. You waived the fee ? 
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Mr. Krauss. That is right. 

Mr. Kenney. Did you include any of your cost of operation ? 

Mr. Krauss. Whatever cost of operations, my office expense? 

Mr. Kenney. That is right. 

Mr. Krauss. Travel expenses. 

Mr. Kenney. Yes. 

Mr. Krauss. That is all included. 

Mr. Kenney. Do you still own these properties ? 

Mr. Krauss. Yes, sir; all but one. We have had the Midway 
Gardens; we sold the Midway Gardens Apartments. The rest of the 
property we own and operate. 

Mr. Kenney. What is the occupancy on these? 

Mr. Krauss. The occupancy—well, Rosedale, 100 percent occupied. 
Rosedale Two, 100 percent occupied. Shepherd Gardens is 100 per- 
cent occupied. 

Senator Bennetr. Did you make a profit on your sale of Midway 
Gardens? 

Mr. Krauss. Yes, sir. 

Mr. Stmon. Mr. Krauss, are you charging the maximum rents that 
FHA permits? 

Mr. Krauss. Rosedale—we are under the maximum rent. 

Mr. Simon. You are charging the maximum rent? 

Mr. Krauss. No; we are under it. 

Mr. Simon. How about Shepherd ? 

Mr. Kravss. Shepherd, that is the maximum rent. 

Mr. Stwon. And, of course, you know that the maximum rent that 
FHA fixed is based on 614 percent return on the estimated cost ? 

Mr. Krauss. That is right. 

Mr. Stmon. In Shepherd Gardens, in spite of the fact that you are 
charging maximum rents, the property is operating in the red? 

Mr. Krauss. Yes, sir. 

Senator Bennerr. Do you have any other questions? 

Mr. Kenney. No. 

Senator Bennerr. Thank you very much, Mr. Krauss. That will 
be all we will require of you today. 

We will call now Mr. Ralph R. Hagen, of the New Orleans office 
of F. H. A. 

Will you be sworn, Mr. Hagen, please: Do you solemnly swear that 
the testimony you are about to give in this investigation is the truth, 
the whole truth, and nothing but the truth, so help you God ¢ 


TESTIMONY OF RALPH R. HAGEN, ASSISTANT DIRECTOR, 
SOUTHERN DISTRICT, LOUISIANA, FEDERAL HOUSING ADMIN- 
ISTRATION 


Mr. Hacen. I do, sir. 

Senator Bennerr. Will you give the reporter your name and 
address ? 

Mr. Hacen. Ralph Richard Hagen, 5519 South Liberty Street, 
New Orleans. 

Senator Bennerr. You may sit down. Will you talk into the 
microphone, please, so we can hear you, Mr. Hagen? 

Mr. Hacen. Yes, sir. 
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Mr. Simon. Mr. Hagen, you are familiar—let me say, you are the 
assistant director, State director, for Louisiana, of the Federal Hous 
ing Administration / 

Mr. Hacen. No, sir. Tam the assistant director for the southern 
district. There are two districts in Louisiana, and T am the assistant 
director at New Orleans since February 1951. Prior to that time. 
from 1947, September, until 1951, 1 was the closing attorney. 

Mr. Simon. How long have you been with FH A? 

Mr. Hagen. Approximately 7 years—since September 15, 1947. 

Mr. Simon. Referring to the Claiborne Towers project, you are 
familiar with that, aren't you 4 

Mr. Hacen. Yes, sir; 1 closed those cases. 

Mr. Simon. Did the Louisiana oflice, the New Orleans office of 
FILA approve those applications prior to receiving directions from 
Washington / 

Mr. Hagen. [ can only talk from what I understand, not from my 
own personal knowledge. My understanding is that the director at 
New Orleans sent those cases to Washington because he did not think 
that those two projects were—let me put it this way: They were too 
big for New Orleans with what we had already. 

Senator Bennerr. Did he have any doubts about as to whether or 
not these projects conformed to the FHA regulations regarding mort 
gage limits? 

Mr. Hacen. Not to my knowledge, sir. 

Mr. Simon. Are you personally familiar with the property, Mr. 
Hagen / 

Mr. Hagen. Yes, sir. 

Mr. Simon. Do you think those are two separate buildings? 

Mr. Hacer. The buildings are definitely built as one building in 
looks, but there are two separate and distinct corporations that were 
formed to handle the mortgages to get within the $5 million limit. 

Mr. Sion. The exterior of the buil ling is certainly one building / 

Mr. Hacen. Yes, sir. 

Mr. Stuon. Do you think that the two separate corporations, in 
the drawing of the plans, the way they did, was an effort to get a 
S10 million mortgage, and when the statute placed a limit on mort- 
gages of $5 million / 

Mr. Hacen. That I would not be able to answer, sir. At that time 
I was the attorney, and when I closed those loans T requested advice 
of the chief underwriter at New Orleans as to whether or not there 
was a party wall existing between these two buildings, purely from 
a legal standpoint. 

Mr. Simon. On your own without directions, would vou have closed 
that as two separate mortgages on two separate buildings? 

Senator Bennerr. May [ask a question ahead of th: it? 

Mr. Stmon. Yes, sir. 

Senator Bennerr. Does a party wall exist? 

Mr. Hagen. No, sir. I cannot answer that question, Mr. Simon, 
in the way it is put. T would say that the attorneys never see the 
plans and specifications, but T happen to know that that particular 
ground there were to be two buildings on it. and for that reason I asked 
the question. Otherwise, an attorney closing those loans gets his 
clearance on the plans and specifications from the chief underwriter, 
and he proceeds to close on the legal documents. 
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are thy Senator Bennerr. Were you given the impression that a party wall 
il Hous visted 4 

Mr. TfaAgen. Not only given an impression, sir, but IT asked the 
outhern ecifie question of the chief underwriter, Robert Gelpie, as to whether 
Issistaunt ot there was a party wall between these two buildings, and the 
at time, wer was “Yes,” 


Senator Bennerr. Your answer was that a party wall was con- 
iplated,. The buildings did not then exist. 

1947, Mire Hacen. That is correct, sir. 

vou are Senator Bennerr. Your answer was it was intended there would be 
adequate party wall to separate the buildings and make them, in 
i. (WO buildings ¢ 


lice of \Ir. IfaGen. Yes, sir. 

is from \ir. Simon. Mr. Hagen, what are the size of the apartments in Clai 
orne Towers ? 

rom 1) Mir. Hagen. Each unit—and we will have to use that for this dis 

ctor at ission—each unit contains O18 apartments. 

t think Vir. Simon. A total of 1,056 4 

ere too Mr. Hagen. Thirty-six—tive hundred and eighteen—of which I 
nderstand there are 10 percent in each building that are 2-room 

ther or ts, and the balance is what is called efliciency units. 

y mort Mir. Simon. The 90 percent are just 1-room efficiencies 


Mr. Hagen. Yes, sir. 
Mr. Simon. And the 10 percent are 1-bedroom apartments; is that 
ty, Mr. right ? 
Mr. Hacenx. No, sir. The 10 percent—did you say 10 percent 1- 
bedroom apartments é 


3¢ Mr. Simon. Yes, sir. 
ling ij Mr. Hacen. That is correct, sir, and 90 percent efficiency. 
it were Mr. Simon. Ninety percent are 1-room efficiencies, and 10 percent 
. limit. we 1-bedroom apartments ¢ 
ding / Mr. Hacen. That is right, sir. 
Mr. Sraon. Is it vour understanding that the National Iousing 
ons, in \ct contemplated that type of building under section 60s 4 
» get a Mr. Hacen. J can’t answer that question, sir. 
mort Mr. Simon. Was it normal to approve FHA mortgages on rental 
housing units where 90 percent of the units were efficiencies ¢ 
it time Mr. Hagen. The most of the closings that I had were on walk-up 
advice or What is called garden-type throughout the South. In about 1950, I 
t+ there think, the first elevated structures were closed, and to the best of my 
, from recollection the first elevated structure was closed in New Orleans, 


and it was the Louisiana Corp., commonly known here as the Or- 
closed leanian. 
Senator Brennerr. Do you know what the relationship between 
efliciency and bedroom-type apartments was in that building? What 
was it, 90 and 104 
Mr. Hagen. Much less. Actually, in the Orleanian, as I under- 


simon. stand it, there are only thirteen 1-bedroom units, 1 on each floor. It 
pe the is a 13-floor building. 

icular : Senator Bennerr. So the percentage of 1-bedroom units was less 
asked » inthe Orleanian than it was in the Claiborne Towers ? 


ts his Mr. Hagen. Yes, sir. 
vriter. Mr. Simon. Were there any efficiencies in the Orleanian ¢ 
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Mr. Hacen. Yes, sir. There were 286 efficiencies in the Orleaniay 
and thirteen 1-bedroom units. 

Mr. Simon. That is the entire building? 

Mr. Hacen. That is the entire structure with the exception of the 
ground floor commercials. 

Mr. Simon. Mr. Hagen, I show you what purports to be a copy of a 
memorandum from Clyde Powell to Curt Mack, dated October 12, 
1949, and ask you if that is a true copy of a memorandum that you 
had copied from your files? 

Mr. Hacen. Yes, sir. This is a copy of the memorandum that was 
made from the original memorandum in the office files of the FHA, 

Mr. Stmon. Would you read the first paragraph of that into the 
record ? 

Mr. Hacen (reading) : 


From Clyde Powell to Curt C. Mack, assistant commissioner of underwriters. 

Attached is a copy of the plan that was worked out for this project by my 
office and the sponsors’ architect. As you see, the courts are now of adequate 
size. The living units conform to our requirements. There are no buried living 
units, no easement on the adjoining property will be required. An alley has been 
created for service purposes that can serve both properties by mutual easement 
agreements, and the plan has been generally simplified. 

Mr. Simon. Is it normal for Mr. Powell’s office to tell the under- 
writing commissioner what plans are going to be approved ? 

Mr. Hacrn. I would not know, sir, but I would think not ; that Mr. 
Curt Mack was the underwriter for the commissioner of underwriting 
for the entire United States, and he usually passed on all plans and 
specifications, and gave his instructions to his underwriting divisions 
in area offices. 

Mr. Simon. That was his function; wasn’t it ? 

Mr. Tfacen. That was his function, to pass on plans and specifi- 
cations. 

Mr. Suwon. Yet by that memorandum Powell told him these plans 
had been prepared and approved in Powell’s office? 

Mr. Hagen. Based on the reading of this memorandum, that is cor- 
rect, sir. 

Mr. Sruon. Now, going to the Parkchester properties. 

Mr. Hacen. Yes, sir. 

Mr. Simon. Do you know when there was first a default in the mort- 
gage of that property ? 

Mr. Hacen. No, sir. I cannot answer that question specifically, but 
I would say that the projects were originally closed, beginning in 
April of 1948, and I would estimate that it is aronnd 1950 that the 
first default resulting in a deferment or modification agreement oc- 
curred. I would like to say, Mr. Simon, that I am speaking from 
memory. I have no records. I did not know exactly what you 
wanted, and for that reason I can’t give you exact dates. 

Mr. Simon. Let me read a paragraph from your memorandum, 
which may refresh your recollection. This is your memorandum of 
August 9, 1954, to Mr. Agate, of which you gave us a copy. 

Mr. Hacen. Yes. 

Mr. Simon (reading) : 


After the projects were completed they appeared to operate without difficulty 
until 1951, when due to lack of tenancy and other factors, considered pertinent 
by the Administration, the principal for reserve for replacement was deferred for 
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a 6-month period, from July 1 to December 31, 1951, and a further deferment of 
( 1months was approved beginning January 1, 1952, and ending June 30, 1952. 
This is an overall statement, although according to my recollection 1 of the 

rtgages was extended for a full year on the first request and 1 of the 2 

ortgages did not receive deferment. 

Mr. Hagen. That is correct, substantially correct, sir, from what 
[ was able to develop. 

Mr. Simon. The next paragraph reads: 

On March 10, 1953, a copy of a communication from Clyde L. Powell, former 
\ssistant Commissioner, advised that Institutional Securities Corp. would tender 
eight defaulted mortgages to the Commissioner for debentures. The cases to be 
tendered were projects numbered— 


ind then they are numbered here. 


This letter asked for recommendations, and on March 138, 1953, Mr. L. J. 
Dumestre, former director, recommended that— 


and then it is quoted: 


\Ve should take immediate steps to acquire the properties after the 1inortgages 
have been assigned to the Commissioner. 

On April 30, 1953, Mr. Clyde L. Powell, former Assistant Commissioner, 
nformed Sidney Orseck, president of the corporations, that the eight mortgages 
were assigned to the Commissioner on April 28, 19538, and all further payments 
vould be made to the Federal Housing Administration. On April 21, 1953, 
Mr. Clyde L. Powell, former Assistant Commissioner, advised this office that 
they had not followed the recommendation of Director Dumestre, dated March 13, 
1958, and that it would be the best interest of the Commissioner to foreclose, 

nce they were reliably informed that the pro‘ects were badly run down 
when Mr. Orseck acquired the properties, but Mr. Orseck had a _ rehabilita- 
ion program in operation which weuld put the properties in much_ better 
condition. On May 12, 1953, Director Dumestre informed Mr. Powell that the 
estimated cost to put all projects in shape was approximately $234,395. 

Is that correct ? 

Mr. Hacen. That is correct, with an explanation. Mr. Powell’s 
oflice requested that the New Orleans office make a complete check 
of all of these buildings, and if Iam not mistaken there is somewhere 
lLetween 145 and 165 buildings, and the office told him it would be 
impossible to do that, except taking about 30 or 60 days of several 
men’s time; so he came back, as I remember it, and asked them for a 
general estim: ite, and that general estimate was furnished by our office. 

Mr. Srwon. In May 1953, Powell was advised by your office that 
the cost of putting the projects in shape would be § $234,395 2 

Mr. Hacen. As I remember it, sir; yes, sir. 

Mr. Srwon. And in March of 1953 your office, or the director of 
your offices, recommended that the Government take steps to acquire 
the property ? 

Mr. ILacen. That is correct, sir. 

Mr. Simon. In spite of all that, though, Mr. Powell kept giving 
them 6-month extensions, the last one expiring April 30, 1954; is that 
right ? 

Mr. Hacen. No, sir; that is not correct. 

Mr. Sion. When was that? 

Mr. Hagen. At the time—I will try to explain this from memory, 
also, but that April 30 date is not correct. It is December 31, 1953, 
the last deferment ended. The default actually took place with the 
payment of March 1. April 80 no ——— was made of the April 1 
payment which was due, so that the default actually extended from 


April 1, 1954. 
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Mr. Simon. Let me see if I get you straight. Powell gave them 
deferments through December 31, 13: 3: is that right @ 

Mr. Tlacen. Gave them 1 additional deferment after the 2 that you 
have referred to. A total of three. 

Mr. Simon. Three deferments, the last of which was December 31, 
19523 ¢ 

Mr. PHlagenx. Ended December 31. 1953. 

“ep Simon. Then they started making a couple of payments; is that 
right ¢ 

Vr. Hacen, Actually they did. In this last modification agree 
ment. which is dated, if L recollect. about Aueust of 1953, there was a 

recaptilre clause, went ne tliat all WOHeVS over ane ROSIE whit Wiis 
hecessary to pey the interest and the operaci ing cost—tuxXes, surance 
and what not, would be paid to the Administration. This recapture 
clause dated back to January 1953, and they were to account for all 
excess between January 1, 1953, and August 31, 1953, on September 1, 
153. and then were to account monthly thereafter. 

Mr. Simon. Did they do that? 

Mr. Ifacen. My information from the Washington office was that 
they did not account for any of these funds, and in upproximately 
April or May of 1953—and Twas informed of this by the Washington 
man that was in here recently, that Orseck admitted that the amount 
that should have been turned over to the Administration on this 
recapture clause Was S106.000, subject to audit of the books. 

Mr. Simon. Then in January, February, and March of this year 
did they make payments 4 

Mr. Hacex. According to the Washington office, they did make the 
pavinents, The ‘Vare p rid to thre comptroller. 

Mr. Simon. In April they defaulted ¢ 

Mr. Tagen. That is correct, sir. 

Mr. Simon. Mr. Hagen, does it make sense to you for a project on 
which the Government has a S10S800,000 mortgage, located in New 
Orleans, to be sold to some peop le in New York for 85,000 cash ¢ 

Mr. Hacex. Under ordinary circumstances, it would not, sir, but 
I have seen these sales of stock a number of times in the last 5 years, 
end it does not surprise me on that basis. 

Mr. Simon. Is that because the owners don’t have any of their own 
equity in the property, the mortgage being at least the total value of 
ihe property! ’ 

Mr. Hagen. My own opinion, if T may express that, and not offli- 
cially, would be that m: iny of these projects were built solely for what 
the amount of profit could be gotten out of it, and then were released 
as quickly as possible. 

Senator Bennerr. Do you mean by that that they were built with 
an eye to what we call the windfall and as soon as the windfall had been 
determined, if any, then the owner—the sponsor—was willing to get 
out of the property and sell it for what he can get for it ? 

Mr. Hagen, That ismy own personal opinion, sir, in many instances. 

Mr. Simon. Mr. Hagen, were vou here when the testimony was 
given about the Town House, in Shreveport ? . 

Mr. Hacen. I was, sir. 

Mr. Stmon. That is exactly what happened there, isn’t it ? 

Mr. Hacen. Well, in that instance, if T remember the t testimony, 
they sold it before even the building was completed. 
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Mr. Stuon. Yes, and got their money out 

Mr. Hacen. Yes, sir. 

Mr. Suwon. The Government is taking that one over now! 

Mr. Hacen. Yes, sir. 

Mr. Stuon. And there are two Mirabeau projects here in New 
Orleans, Mirabeau Apartments and Mirabeau Manor 

Mr. Hagen. That is correct, sir. 

Mr. Stwon. The Government is taking those over? 

Mr. Hacen. We have had those for about 2 years, and when we took 
‘hem over, in the foreclosure, or the assignment to the Commissioner, 
f [am not mistaken, we had 37 occupancy out of 303, which is the 
approximate figure. 

Mr. Stmon. About 12 percent ? 

Mr. Hacen. About 12 percent. Today, if I am not mistaken—I 
lidn't get es figures from my property management section—I 
think there are about. 25 apartments that are vacant, and those are in 
the process of eae eee 

Mr. Stuon. What about the Orleanian? Did you have to take that 
one over ¢ 

Mr. Hacen. We took the Orleanian over, I would say, in March 
1952, after foreclosure, and there were but 37 tenants in there at that 
time, 

Mr, Simon. How big a project was that / 

Mr. Hacen. That is 299 units, of which 286 are efficiency. 

Mr. Simon. About 12 percent rented when you took it over? 

Mr. Hagen. Yes, sir. 

Mr. Simon. How long after completion did it go into default ¢ 

Mr. Hagen. The project was completed in December of 1950. The 
note was endorsed, finally endorsed for insurance by the Government 
in January of 1951. At that time there was 97 occupancy in the build- 
ing. The project paid the mortgage through May, if I am not mis- 
taken, defaulted in June, and in the early part of July—if I am not 
inistaken, the City Bank of New York was the mortgagee on that. 
They came into New Orleans and a conference was held in the New 
Orleans office, and they informed the project owner that he was in 
default for his June and July payments. 

Mr. Simon. Was that the same year as endorsement or the follow- 
ing year ¢ 

Mr. Hagen. No, sir; the same year. 

Mr. Simon. The same year? 

Mr. Hagen. Same year. They were in default for June and July 
payments, and unless those payments were made by July 20, orders 
would be given to their counsel in New Orleans to foreclose. 

On July 21, as Iam informed by the attorney—I can’t think of his 
hame at the moment—he did get orders to foreclose. The property 
actually went to foreclosure, and was up for sheriff's sale on about 
September 13, at which time the sale was stopped, and we were 
informed that some New York people had bought the stock. They 
came down to New Orleans here, and stated that they were going to 
do certain things with the building. We didn’t hear of anything 
again until the end of November, at which time, according to the 
information that I had, they notified the mortgagee that they were 
too far away from the base of operation, and they were not interested 
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in going further, and it was again placed in foreclosure, and we 
actually received the property on March 1, 1952. 

Mr. Simon. Are there any other large section 608 properties you 
have had to take over in New Orleans? 

Mr. Hagen. In New Orleans? 

Mr. Sion. Or in your district ? 

Mr. Hacen. In New Orleans, none, except the Parkchester project 
is now in default; 8 out of those 11 mortgages are in the United 
States attorney’s oflice for foreclosure, and the other 3 are in the 
process of being turned over to the Commissioner by assignment of 
the defaulted mortgages. 

Senator Bennerr. May I ask a question ? 

Mr. Srwron. Yes, sir. 

Senator Bennerr. Are there any section 608’s in and around New 
Orleans that are not in default ¢ 

Mr. Hacen. Yes, sir. 

Senator Bennerr. How many of them? I don’t want any detail. 

Mr. Simon. Is the Mayflower in default ? 

Mr. Hacen. No, sir. 

I think in the Baton Rouge area there are about—there is one 
project called C. & L. Development Corp., and its nom de plume name 
is Villa Rose. I think it involves eight mortgages. That is not in 
default. 

Mr. Simon. Is there a Delmont Gardens up there owned by the 
same people that isn’t in default ¢ 

Mr. Hacen. No, sir; not by the same people. Delmont Gardens was 
built by one of the pariners, Mr. Svendson. 

Mr. Srmon. And Mrs. Kemp? 

Mr. Hagen. No, sir. The loans were closed about December 1, 
1947. There are about eight indivdual mortgages in that project. 
That was one project. Later on, the Svendson & Kempt project came 
into being by the sponsor, Svendson & Kempt; that project is right 
alongside of the rental properties and was held by the same party. 
Svendson is one of them. 

Mr. Simon. Isn’t it in default, too? 

Mr. Hacen. That is not in default. That has been acquired by the 
Commissioner. ‘That involves some 393 units, I think. 

Mr. Stuon. Didn't both Svendson & Kempt and Rental Properties, 
TInc., both go into default ¢ 

Mr. Hacren. Absolutely. 

Mr. Stuon. They have both been taken over by the Commissioner? 

Mr. Hacen. Absolutely. The total of the 2, sir, is 393 units. We 
call it around our office, we call it Delmont Gardens, Rental Prop- 
erties, the whole thing. It is two separate and distinct properties. 

Mr. Stuon. Mr. Hagen, in your district, considering the size of 
the district compared to the rest of the country, have you had as 
many or more defaults than any other FHA district in the country ? 

Mr. Ifacen. I would say in answer to that, sir, that my property- 
management section advised me some time ago that they were the 
largest in the country, and until about 4 or 5 months ago, when I 
think it was Maryland that has taken the lead. But we had the largest 
default, and that is on all types, not only on section 608’s. 
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Mr. Staon. When you say up until 4 months ago you were the 
largest property-management section in the country, is that cane: 
varding the size? ¥ou were even bigger than New York, for example ? 

Mr. ILAGEN. According to the st: ‘atistics, we were bigger than any 
prope rty-management sec ction in the countr V- 

Mr. Sion. Which means you had more defaults that the Govern- 
nent had to take over here in New Orleans or in this southern district 
of Louisiana, than any other part of the country ¢ 

Mr. Hacen. I would say that is according to the statisties. 

Mr. Sron. You say about 4 months ago Maryland passed you? 

Mr. Hagen. I think I am correct in saying Maryland, but another 
state up around Washington did. 

Mr. Sron. Is it a safe assumption that now that you have the 
Parkechester property added to your management section you will be 

ck in the lead ¢ 

Hagen. I will say when we get it bick, sir. We haven't got 
yet, thank goodness. We are still not in the lead. 

Mr. Simon. That is all. 

Senetor BenNerr. Do you have any questions ¢ 

Mr. Kenney. Yes, I do. 

This high foreclosure record in section 608’s—does that apply also 

the other sections of the act? Does that apply to section 203 ¢ 

Mr. Hagen. We have had quite a number of those. When I first 

me into the administration as an assistant director, Baton Rouge 

ppeared to have been overbuilt, and for approximately 2 years, on 
| titles, except individual homes, that were individually sponsored 
by owners, no more commitments were issued in the Baton Rouge area. 

Mr, Kenney. How about the record in New Orleans? Was that 
high in section 203’s ¢ 

Mr. Hagen. No, sir; definitely not. 

Mr. Kenney. How about other sections of the act? Did you have 
any section 213’s? 

Mr. Hacen. No, sir; no section 213’s in this area at all. 

Mr. Kenney. Section 207 sf 

Mr. Hagen. No section 207’s, to my knowledge. We might have 
had section 207’s prior to my coming with the Administration, but 
since 1947 I have not closed a section 207 case. 

Mr. Kenney. How do you account for this high foreclosure record ? 

Mr. Hacen. My own personal feeling on the subject is that New 
Orleans was not ‘ready for that type of structure—project type of 

iving. New Orleans is a city that doesn’t take very quickly to that 
type of living. We were not used to it, and it is a question of educat- 

ng the people of the city of New Orleans to that type of living. I 
think in the overall picture it is now working out, because we have 
aken the Mirabeau back with very little occupancy. We have built 
it up almost to 100 percent. We took over the Svendson & Kempt, 
rental property in Baton Rouge, with less than 50 percent, and we 
ave a full 100-percent occupancy th re. We have sold 2 projects, 
the commissioner—when I say “we,” I mean the commissioner—has 
cold already 2 projects in Baton Rouge that were acquired by fore- 
closure. He sold the one that we had by foreclosure in Lafayette. 

Mr. Kenney. Are these being sold at a profit ¢ 
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Mr. Hacen. That, sir, 1 can’t answer because those figures are kepi 
in Washington, and when the property management section sends 
out the notice, they give the figures on what the minimum bid that 
they will accept, and what the downpayment will be, and the time 
of the mortgage, and what the reserve for replacement will be. Those 
are comptroller’s figures in Washington. We don’t have them. 

Mr. Simon. Mr. Hagen, if these builders had really intended to 
build them for rental use, and not for speculative profits, is there 
any reason they couldn't have done as well with them as you are 
doing ? 

Mr. Hacen. That is a question, sir. We have a tax situation in 
New Orleans, ad valorem tax, which may or may not cause these 
projects to fall. Our tax rate is, in round figures, about $40 a thou- 
sand. Now, when your underwriting section is estimating the cost 
of these projects they cannot get officially from taxing officials what 
the tax will be. They will get approximate fizures: on the taxes, 
After the property is built the taxation is in control of the assessor, 
and if your taxation goes up considerably—and I have had instances 
of where taxes have increased considerably, that it can make or break 
one of these projects, almost overnight. 

Mr. Siaon. Does the commissioner pay taxes when he takes over 
a property ? 

Mr. Hacren. Yes, sir; under the act the commissioner must pay ad 
valorem taxes. 

Mr. Simon. Why would it be different if the commissioner operated 
or if the sponsor operated them ? 

Mr. Hagen. On this case, that the commissioner is paying 214 per- 
cent on his debentures. Therefore, the interest rate of 4+ percent, 
which is what the sponsors had to pay, is reduced, and the commis- 
sioner earns the 114 percent. He pays no principal to himself, but 
out of the operating expenses of the project he may be able to reduce 
his mortgage. 

Mr. Simon. What IT had in mind, Mr. Hagen, is you took over prop- 
erties which you said were 10, 12, 15, up to 50 percent occupied. 

Mr. Hagen. That is right. 

Mr. Stwon. And brought them up to 90 to 100 percent occupancy. 

Mr. Hacen. That is right. 

Mr. Stmon. Did you reduce the rents? 

Mr. Hacen. No,sir. Maybe in some instances we found it expedient 
to reduce rents; maybe two and a half or something of that kind, but 
we took over; for instance, we took over the rental properties in Baton 
Rouge. ‘They had reduced the rents. Since we have gotten these pro}- 
ects and started to build them we have on at least two occasions in- 
creased the rents by two and a half a month and still maintain our 
oc? ups ne \. 

Mr. Stuon. If you could raise the occupancy from very low occu- 
pancy to virtually full oceupaney, why couldn't the sponsors have 
done it ¢ 

Mr. Hacen. That is a question, 
is a question of merchandising. 

Mr. Simon. Thank vou, sir. 

Mr. Kenney. Are these rents that are now being collected on an 
average ngher or lower than originally estimated by FHA? 


r, that I cannot answer. I say it 
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Mr. Staton. In some of the projects they are lower, because of the 
fact that at the time of foreclosure the sponsor had reduced those rents ; 
for instance, I use the rental properties again in Baton Rouge. I 
— the rents were : around $65 to $69. When we took over the. proj- 

cts the rents were around $50. We have increased those rents there 
in those instances to probably § $55 a month. 

Mr. Kenney. Is it contemplated by your property-management 
section that any of these properties will result finally in loss after 
they are sold 4 

Mr. Hacen. That, sir, is our property-management section in New 
Orleans, under the jurisdiction of Mr. Lem Showell, the property man- 
ager in New Orleans, and those determinations are made there. We 


curt answer the question, because we don’t know what the adminis- 


tration’s involvement 1s. 

Mr. Kenney. Those estimates are available to local offices, and I 

take it you have no knowledge of those estimates ? 

Mr. HAGen. Those estimates are not generally available to any area 
oflice. For instance, when people inquire about purchasing these prop- 
erties we can tell them what the property consists of ; show them the 
property. We can tell them what the approximate amount of the 
mortgage was at the time of foreclosure, but as to the involvement, or 
what the operating costs of the property are, we have to refer them 
io the Washington oflice for that information. 

Mr. Kenney. How do you account for the wide differences in cost 
between the estimates made before construction and the actual costs 
ifter construction ? 

Mr. Hacen. That is an underwriting problem which I can’t answer, 
except from my own general knowledge in this way: That each office 
has in its underwriting section a cost estimator. That estimator is 
constantly in touch with supply houses, labor unions, and what not, 
and they get—for instance, they would go to a supply house and ask 
the wholesaler what it would cost for a ‘complete bathroom, and they 
vill check that make 4 or 5 places. Then they would go to a different 
plumbing company and get the cost of installation. T am theori izing 
when T answer this question, because I stated in the beginning that I 
did not know, but those are the costs that the officers use in the estima- 
tion of these projects, according to my thinking. 

Mr. Kenney. Do you feel these costs may be high—these estimates 
of cost? 

Mr. Ifacen. It is possible, sir, that they may be high, but it is the 
only basis I would say on which an office could properly do the job; 
the men are in the field. They check every source of information, as 

understand it, and come up with those figures, and they constantly 
ire reporting those different estimates to their Washington office. 

Mr. Kenney. Is it your opinion that the high cost may be due to any 
dereliction on the part of FILA employees 

Mr. Hagen. I would say no, sir. 

Mr. Kenney. You know of no case of dereliction ? 

Mr. Hagen. I know of no case of dereliction on the part of an FHA 
employee in connection with these costs, and if I did I think I would 
be the first to bring it to the attention of the officials. 

Mr. Kenney. It is your opinion it is a matter of judgment and they 
erred in judgment ? 

50690—54—pt. 3———11 





1922 FHA INVESTIGATION 


Mr. Hagen. I wouldn’t say it is an error of judgment, sir. I say 
it is based on the factual information that they obtain from the sources 
available to them. Now, if those sources that they obtain their infor- 
mation from are not giving them the correct information, then it 
would not be error of judgment on their part, sir. 

Mr. Kenney. Will they have these figures given from various 
sources, and then they make up their minds what to accept as proper 
estimates, which are probably not based on any of the estimates that 
are submitted, but would be somewhere, possibly as an average of 
these estimates ¢ 

Mr. Hagen. My knowledge of that is too limited for me to answer 
the question, but I would say that the contractor must submit his esti- 
imate in with his plans and specifications, and that it is the intent, and 
it is the duty, and I believe they are doing it—the FILA oflices—inde- 
pendently finding the estimates on behalf of the Commissioner. 

Mr. Kenney. That is all. 

Senator Bennerr. Having been in the building-supply business, | 
would just like to make this comment: I think all that the FHA 
people can get by their inquiry is what you might call the book esti- 
mate, but when it comes to making a bid ona specific job in the face of 
competition, many of these people will shave their book estimates 
because there is one thing: There is a difference between talking about 
a price when there is no job in prospect, and another situation in 
which there is a chance of competitive bidding to get a job, and I think 
thet accounts for a good part of it. 

I also have the impression—and this is entirely an impression of 
niy own—that these cost estimators, or whatever their official title is, 
tend to build up the patterns, a bathroom completed is X dollars. 
We put it together with all the constituents, and we come out with X 
dollars, so when we get a big building with 200 bathrooms in it we 
multiply 200 by X dollars, and get our estimate when, as a matter of 
fact, a man attempting to bid on a job of that size begins to cut his 
corners a little bit here and there. That is just gratuitous observa- 
tion, because I have never seen an FILA estimator operate. 

Mr. Hacen. I haven't seen them. 

Mr. Stmon. I think what happens, if IT understand it, when they 
are estimating four flat buildings and fourplexes, the bathroom costs 
X dollars, but the builder of a fourplex usually buys his bathroom 
fixtures retail at the local hardware store. Then comes along a 1,000- 
unit nulding like Parkchester, or Claiborne Towers, and they just 
multiply the cost of the 4 bathrooms by 850 to get the cost of 1,000, 
without real’z'ng the builder of the feurplex goes to the leeal hard- 
ware store to luy it, while the builder of the 1,000 apartments gets 
them wholesale from the manufacturer. 

Mr. Ifacen. T don’t know; that is beyond me, 

One thine I would like to add: A question was asked about this 
party wall on Claiborne Towers. I would like to add that after it 
developed that the party wall was not there, that a common corridor 
agreement was entered into between the parties. 

Senator Bennerr. We understand that. 

Mr. THlacren. The question was asked of me, not today but before, 
as to whether or not those instruments were recorded. I checked my 
record and the attorneys preparing those instruments were ordered 
to record them. I have no information they actually did. 
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Mr. Stmon. The common corridor agreement still doesn’t make it 
two buildings. 

Senator Benyerr. It provides two buildings with a common 
corridor. 

Mr. Hagen. Two buildings with a common access to one another. 

Senator Bennerr. We will be in recess until 2 p.m. at which time 
we will hear Messrs. Schnitzer, Day, Newman, and Dicker. 

(Whereupon, at 12:35 p. m., a recess was taken until 2 p. m. of 
the same day.) 
AFTERNOON SESSION 


Senator Bennerr. We will begin our session this afternoon at this 
point, and our first witness will be Mr. Edward T. Dicker, of Dallas, 
‘Tex. 

Mr. Dicker, will you be sworn, please: Do you solemnly swear that 
the testimony you are about to give in this case will be the truth, the 


iole truth, and nothing but the truth, so he Ip you God ¢ 


TESTIMONY OF EDWARD T. DICKER, HOLLOMAN AIRBASE, 
ALAMAGORDA, N. MEX., ETC. 


Mr. DIcKER. 
Senator ill you give your name and address to the 


reporter, ae 

Mr. Dicker. Edward T. Dicker, Dallas, Tex. 

Mr. Stmon. Mr. Dicker, would you give the reporter your street 
address, please ? 

Mr. Dicker. The office is 911 St. Joseph Street. 

Mr. Simon. Dallas, Tex. ? 

Mr. Dicker. Yes, sir. 

Mr. Stmon. You are Edward T. Dicker? 

Mr. Dicker. Yes, sir. 

Mr. Stwon. Have you built several projects at Air Force bases 
under FHA-guaranteed mortgages? 

Mr. Dicker. I have. 

Mr. Simon. On one of those projects, Mr. Dicker, did the FHA find, 
upon completion of the project, when they were asked to certify the 
mortgage, that the wage rates prescribed by the Secretary of Labor 
had not been paid to the employees ? 

Mr. Dicker. Sir, they did find that the discrepancies were with the 
apprenticeship program. 

Mr. Stuon. In other words, you classified them on your books as 
apprentices, and FHA said they weren’t apprentices: is that right? 

Mr. Dicker. It wasn’t FHA. It was the Labor Department. 

Mr. Simon. The Department of Labor said they weren’t ap- 
prentices ? 

Mr. Dicker. Yes. 

Mr. Stwon. And you were required to pay these laborers about 
$2,000, was it ? 

Mr. Dicker. Well, [have the correct figures. I gave the figure last 
night that was incorrect. The total figure was $597.25 

Mr. Srwon. Total amount you had to refund to the workmen ? 


Mr. Dicker. Yes, sir. 
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Mr. Stmon. How does it happen you were so far off when you told 
us about $2,000 ? 

Mr. Dicker. I just guessed at the amount. I tried to reach a figure. 

Mr. Stuon. In this same job, where the ~_ wrtment of Labor con- 
tended you had underpaid the workmen by $597, and you did finally 
reimburse them for that, did you also give a party for an FHA 
official costing between four and five hundred dollars, and charge 
that to the job? 

Mr. Dicker. I sure did. 

Mr. Simon. And the cost of that party was included as a construc- 
tion cost on the job? 

Mr. Dicker. That is right. 

Mr. Stmon. Thank you, sir. 

Sen: ad Bennett. Is that all you have? 

Mr. Simon. Yes, sir. 

Senator Bennett. Do you have any questions? 

Mr. Kenney. No, sir. 

Senator Bennert. That is all, Mr. Dicker. Thank you very much. 

Mr. Dicker. May I be excused ? 

Mr. Simon. Yes, sir. 

Senator Bennerr. Our second witness will be Mr. Harold Schnitzer. 

Mr. Schnitzer, will you come forward, please ? 

Mr. Scunirzer. Senator, may I ask that no photographs be taken 
during my testimony, until afterw: ard, and that no radio transcrip- 
tions be made? 

Senator Brennerr. Well, we discussed that yesterday, and I have 
given permission for the transcription to be made, but it may not be 
released exe ept on your express permission. 

Mr. Ifurcninson. That is satisfactory, sir. 

Senator Bennerr. Mr. Schnitzer, do you solemnly swear that your 
testimony will be the truth, the whole truth, and nothing but the 
truth, so help you God? 


TESTIMONY OF HAROLD J. SCHNITZER, HILL AIRBASE, OGDEN, 
UTAH, ETC., ACCOMPANIED BY HAROLD HUTCHINSON, COUNSEL 


Mr. Scuntirzer. I do. 

Senator Bennerr. For the record, will you identify yourself and 
your counsel for the reporter? ae 

Mr. Scunirzer. My name is Harold J. Schnitzer. I reside at 2121 
Southwest 16th Avenue, Portland, Oreg. 

My counsel is Harold Hutchinson, Equitable Building, Portland, 
Oreg. 2 

Mr. Stuon. Mr. Schnitzer, are vou, or corporations that are con- 
trolled by you, building three rental housing projects at airbases under 
FITA-insnred mortgages ? 

Mr. Scunirzer. Yes: we are, 

Mr. Stwon. One of them is in Montana at the Great Falls Airbase? 

Mr. Scunirzer. That is right. 

Mr. Srwon. That job has been completed, has it ? 

Mr. Scunirzer. It has been completed. 

Mr. Srwon. Another one is at Ogden, Utah, the Hills Airfield ? 
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Mr. Scunrrzer. The Hill Air Force Base housing project. 

Mr. Srwon. And that has been completed with some of the finan- 
cial tag ends still uncompleted ¢ 

Mr. Scunirzer. That is correct. 

Mr. Suwon. The third one is at a Navy base at Barstow, Calif. ¢ 

Mr. Scunirzer. That is correct. 

Mr. Simon. What is the total amount of the three Government: 

sured mortgages on those three projects / 

Mr. Scunrrzer. The three Government mortgages are slightly in 
excess of $8 million. 

Mr. Simon. What was your business prior to undertaking the con- 
struction of these three rental housing projects / 

Mr. Scunirzer. Prior to entering the construction business, I was 
n the construction equipment rental business, and the steel business. 

Mi. Simon. You say the steel business. Did you run a steel mill or 
vere you a distributor ¢ 

Mr. Scunirzer. I have had experience in construction of steel mills, 
and also as a distributor of steel products. 

Mr. Suwon. What steel mills did you help construct 4 

Mr. Scunrrzer. The Oregon Steel Rolling Mills. 

Mr. Simon. Are you a part owner of that / 

Mr. Scunrrzer. My family was at one time interested and built 

e mill. 

Mr. Simon. Prior to your undertaking the construction of these 
projects, had you ever done any construction work other than to re- 
model buildings that you, yourself, owned ? 

Mr. Scunrrzer. Prior to the Wherry projects, which I undertook, 

had done considerable remodeling 

Mr. Siuon. My question was, Whether you had ever done any con- 
struction work other than remodeling your own buildings prior to 
undertaking these three projects ? 

Mr. Scunirzer. Prior to undertaking the projects, remodeling of 
hiy OWn property was my previous experience in construction. How- 
ever, after entering the Wherry program | engaged competent experi- 
enced personnel and formed an organization for construction purposes. 

Mr. Simon. At the Hills Air Field job, did the plans originally call 
for oil heat ¢ 

Mr. Scunirzer. That is correct. 

Mr. Simon. And subsequently were the plans changed to provide for 
heat from propane ¢ 

Mr. Scunirzmr. Subsequently, at our request, we asked the Depart- 
ment of Air Force to investigate the merits of changing the design of 
the utilities. 

Mr. Simon. I merely asked whether the plans were changed to 
provide for heat from propane ¢ 

Mr. Scunirzer. Eventually the heating plans were changed with 
the approval of the FILA and the Air Force to an interim heating 
design of a propane plant. That was to say, changed from oil to 
natural gas eventually, but inasmuch as natural gas was not then 
available a propane plant was approved for interim purposes. 

Mr. Simon. Was the propane plant subsequently abandoned ¢ 

Mr. Scunirzer. Due to the fact that natural gas became available 
earlier than anticipated, the propane plant was cancelled. 








1926 FHA INVESTIGATION 


Mr. Srwon. Did you then seek to get from FHA an increased mort- 
gage commitment, resulting from your additional expenses in the 
propane plant ? 

Mr. Scunirzer. I did. 

Mr. Srwon. In December of 1953 did you have a conference or a 
conversation with the FILA State director of Utah, Mr. Henry Miller 
Day, with respect to the increased costs of the propane plant ? 

Mr. Scunirzer. We did. 

Mr. Sraon. Do you recall the date in December in which that 
meeting took place? 

Mr. Scunirzer. I believe it was within the first or second week of 
December. 

Mr. Srron. Is that the closest you can fix the date? 

Mr. Scunirzer. To the best of my memory, that was the approxi- 
mate time. 

Mr. Simon. Is that the closest you can fix the date ? 

Mr. Scunirzer. It is as close as I would reasonably venture to fix 
the date. 

Mr. Siaron. Is that the closest you can fix the date? 

Mr. Scunirzer. Yes. 

Mr. Simon. Who was present at the meeting? 

Mr. Scunrrzer. We had several meetings, Mr. Simon. 

Mr. Sturon. Who was present at that meeting ? 

Mr, Scunirzer. At the meetings to which you referred, Mr. Day, 
the underwriter for FILA, Mr. Corrola. 

Mr. Simon. Do you know his first name ? 

Mr. Scunirzer. Mr. Bert Corrola, Mr. Arthur Isaacson, the FHA 
examiner, construction examiner, Mr. Milton Fulmer, the FHA 
architect for the Salt Lake office, Mr. Robert Kahn, of my company, 
and I believe a Mr. Kienke. 

Mr. Sinton. Tow do you spell that ? 

Mr. Scunirzer. K-i-e-n-k-e. 

Mr. Simon. Do you know his first name ? 

Mr. Scunirzer. No, I don’t, sir. 

Mr. Simon. Do you know who he is? 

Mr. Scunirzer. I believe he is the evaluator. 

Mr. Stuon. For FHA ? 

Mr. Scunirzer. For FHA. 

Mr. Stmon. Anybody else present at that meeting? 

Mr. Scunirzer. Those are the parties that I remember. 

Mr. Stuon. Was there anybody else present, as far as you know? 

Mr. Scunirzrr. As far as I can remember; no. 

Mr. Simon. Will you give me the conversation that took place at 
that time with respect to the increased cost of the propane plant as 
nearly as you can remember it ? 

Mr. Scunrrzer. Well, there were several change orders that 
involved 

Mr. Simon. Give me the conversation, Mr. Schnitzer, what Mr. Day 
said, what you said, what the others said. 

Mr. Scunirzer. Well, I would like to give you the background. 

Mr. Srwon. My question was for the conversation. 3 

Mr. Scunirzer. You are referring to conversations with respect 
to cancellation costs for propane plant ? 
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Mr. Simon. I am referring to all the conversations you had on 
that day with respect to your application for an increased commit- 
nent on account of the cost of the propane plant. 

Mr. Scrinirzer. Well, we had.a meeting that I think lasted 3 days. 

Mr. Simon. My question is the conversation. 

Mr. Scunirzrer. Particularly with respect to the propane plant, 
the FHA office suggested—I don’t recall who made the statement. I 
believe it was Mr. Day or Mr. Carrola, that the engineering costs 
and overhead costs and any other costs that did not cover actual con- 
struction on the project, that those costs would have to be segregated, 
and submitted again as a separate change order, and that the matter 
‘ould have to be reviewed i W ashington to determine whether or 
not there could be an allowance to the sponsor for those out-of- 
pocket costs. That substantially, to the best of my recollection, is 
the conversation. 

Mr. Srwon. You say this meeting took 3 days? 

Mr. Scunirzer. Well, during the course of the meeting 

Mr. Srmon. Did the meeting take 3 days? 

Mr. Scunirzer. The meeting that we had covered evaluing of 
many change orders. 

Mr. Sion, My question was whether the meeting took 3 days? 

Mr. Scurnrrzer. I believe the meetings, for the purpose of evaluating 
change orders, took 3 days; yes. 

Mr. Simon. Is that the only conversation in the entire 3-day 
meeting relating to the propane plant ? 

Mr. Scunirzer. The propane plant itself caused considerable—— 

Mr. Simon. My question was whether that was the only conversation 
in the 3-day meeting with respect to the propane plant ? 

Mr. Scuntrzer. If I may be permitted to answer and explain—— 

Mr. Staon. I would be grateful if you would tell us the conversa- 
tion with respect to the propane plant. 

Mr. Scunirzer. The propane plant in itself caused many other 
change orders to come about. 

Mr. Srvon. Tell us all the conversation that you can recall with 
respect to the propane plant. 

Mr. Scunrrzer. Change orders from the very beginning of the 
construction of the job had been submitted 

Mr. Stmon. I would like the conversation, Mr. Schnitzer, what Mr. 
Day said, what you said, what the other people said. 

Mr. Scunrrzer. I couldn’t recall all of the conversations, Mr. 
Simon. 

Mr. Stmon. Will you tell us all that you can recall. 

Mr. Scuntrzer. I can recall general conversations, but not specific 
conversations. 

Mr. Srmon. Will you tell us everything you can recall that was said 
in that 3-day meeting? 

Mr. Scurnrrzer. We discussed the various different effects 

Mr. Srwon. I asked you for the conversation. 

Mr. Scunirzer. I cannot at this time recall specific conversations, 
as such. 

Mr. Srwon. Can you recall anything that was said by anybody in 
that 3-day meeting other than what you have now told us? 

Mr. Scunirzer. There were discussions with respect to each indi- 
vidual change order, some discussions I remember and some I don’t. 














1928 FHA INVESTIGATION 


Senator Bennerr. Were all the change orders related to the pro 
pane plant? 

Mr. Scunirzer. No, sir. 

Senator Bennerr. Will you please confine you testimony to the 
answer, the question the counsel asked you which has only to do with; 
the conversations concer ning the propane plant, and not with respect 
to any other change order. 

Mr. Scunrrzer. Senator, if I had with me—if I had been asked to 
bring all of the change orders I would be in a better position to refer 
to them and speak from the record 

Senator Bennerr. We are not discussing the change orders you did 
not bring. We are attempting to confine a—apparently counsel is 
attempting to confine his questions now to the problems involving the 
propane plant, and I hope you will confine your answers to that area. 

Mr. Scunrrzer. Specifically, Senator, I don’t recall exact conversa- 
tions with respect to each particular change order, other than the dis- 
cussion, or the statements made by Mr. Day, personnel of his office, 
on the cancellation costs and engineering costs for the propane change 
order. 

Mr. Sraron. What is your best recollection of what was said at that 
meeting by the people there with respect to the propane plant? 

Mr. Scunirzer. Well, we were engaged in discussing- 

Mr. Sruon. Mr. Schnitzer—— 

Mr. ees The merits—— 

Mr. Simon. I don’t know whether I can make myself clear. I would 
like you to give us your best recollection of what was said. 

Mr. Scunrrzer. You are referring to conversations that took place 
almost a year ago that occurred over a period of 3 days, and were 
interspersed with conversations 

Mr. Simon. If you have no recollection of what was said that is 
the answer, but if vou have any recollection at all of what was said 
by anybody present with respect to the propane plant, that is what 
the question calls for. 

Mr. Scunirzer. Other than the conversation on the cancellation 
cost, I would say I have no recollection specifically of definite conver- 
sations on the propane plant. 

Mr. Simon. My question does not ask you what specific recollee- 
tions. I said what was your best recollection of what was said? 

Mr. Scunirzer. I would not state what somebody else said from 
very poor memory. 

Mr. Stuon. When was the next meeting you had with Mr. Day or 
anybody else in the FEA office, with respect to the propane plant? 


Mr. Scunirzer. I believe we met in January of 1954, in the FHA 
office, in Mr. Day’s office. 


Mr. Sion. Do you recall the date ? 

Mr. Scunirzer. No; I don’t recall the particular date. 

Mr. Stuon. What is your best recollection of the date? 

Mr. Scuntrzer. May I refer to my notes ¢ 

Mr. Sraron. C nest. 

Mr. Scunrrzer. I don’t want to take the time of the committee, but 
I would not be able to fix the exact date in January. Thad a meeting 
in January to discuss the propane change order : and another change 
order on grading engineering errors. 

Mr. Sron. When was the: propane plant abandoned ? 
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Mr. Scuntrzer. The actual decision to cancel plans for the propane 
plant came about, I believe, in the first part of February 1953. 
~ Mr. Simon. When was the propane plant abandoned ! 

Mr. Scunrirzer. Officially, by change order / 

Mr. Sion. When was the propane plant abandoned? When was 

ie activity to build the propane plant abi indoned ¢ 

Mr. Scunirzer. Some time in February of 1955. 

Mr. Simon. February 1953 ? 

Mr. Scunrrzer. That is right. 

Mr. Stxron. When you met with Mr. Day in December of 1955, that 
was 10 months after the propane plant h: id been abandoned / 

Mr. Scunrrzer. That is correct. 

Mr. Stuon. At that time did Mr. Day tell you that he would only 
ipprove an increased commitment for your actual costs in connection 
with the propane plant 

Mr. Scunirzer. The Salt Lake people, including Mr. Day, stated 
that insofar as their records and their authority were concerned, they 
could only evaluate that portion of the project which had actually 
been constructed. 

Mr. Srwon. The question is whether Mr. Day told you in December 
1905, he would only approve a change order for your actual costs 
in connection with the propane plant. 

Mr. Scuntrzer. In connection with cancellation of the propane 
plant, Mar. Simon ¢ 

Mr. Srwon. Yes. 

Mr. Scunirzer. No. 1 don't believe there was a conversation to 
that effect because Mr. Day at that time was not empowered to discuss 
even cancellation costs. 

Mr. Stwon. Whether you call it a conversation or not, did Mr. Day 
tell you in December 1953 that he would not approve any change 
order with respect to the cancellation of the propane plant beyond 
your actual costs in connection with the propane plant ¢ 

Mr. Scrinirzer. I recall no such conversation. 

Mr. Stuon. Are you prepared to say he did not so state. 

Mr. Scunirzer. I am prepared to state to the best of my memory 
the actual conversation, if I may be permitted. 

Mr. Sion. That is what I have been trying for about 15 minutes 
to get you to say. 

Mr. Scunirzer. Mr. Day told me that there had been much cor- 
respondence between W: ashington and his office, with respect to author- 
ity to consider costs over and above actual construction cost on the 
project. That is to say, to allow FILA to give the sponsor out-of- 
pocket costs, for overhead, engineering, financing fees, and so forth, 
and that at that particular time, in December of 1953, the record 
showed that at that time FHA had not yet received permission from 
Washington. The last word from Washington was that they could 
not consider any other cost, except actual construction costs, as they 
affected changes in the project. That is to say, difference in costs 
between eliminating a brick chimney, putting in a chimney for a gas 
furnace, and so forth, so he did state very fairly—he was trying to 
cooperate—he said if we would resubmit those particular estimates 
for the cancellation, that he would seek advice from Washington as 
to whether or not they could again be reconsidered. 
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Mr. Stmon. Did he at that time say that he would not approve any 
request for change order going beyond your actual costs in connection 
with the propane plant ? 

Mr. Scunirzer. Mr. Simon, we didn’t get that far into the discus- 
sion as to what costs would be considered. It was a general con- 
versation as to whether or not Washington would even permit a 
discussion or consideration of that type of overhead in cancellation 
costs, 

Mr. Srwon. At the December 1953 meeting did Mr. Henry M. Day 
say that he would not approve any request for change orders which 
went beyond your actual costs in connection with the propane plant? 

Mr. Scrnirzer. I recall no such conversation on that particular 
subject, because, as I have stated before, our conversations were about 
whether or not they could even discuss the cancellation costs in 
December of 1953. 

Mr. Staton. At the December 1953 meeting did Mr. Henry M. Day 
say that he would not approve any change order going beyond the 
actual costs in connection with the propane plant ? 

Mr. Scrnirzer. I have stated that I do not recall such conversations, 
and the record will show, Mr. Simon, that I made two trips to Wash- 
ington, D. C., after December of 1953. 

Mr. Srvon. I hadn’t asked about how many trips you made to 
Washington. I am merely asking what took place in Salt Lake City. 

Mr. Scunirzer. I am trying to prove my statement. Saying it 
wouldn’t have been necessary to go to Washington to open the 
discussion—— 

Mr. Srtwon. I didn’t ask if it would have been necessary to go to 
Washington. I merely asked if Mr. Day said he wouldn’t approve 
a change order going beyond the actual cost of the propane. 

Mr. Hurcirnson. May I suggest, Senator, the witness has already 
answered. 

Senator Bennerr. We will hear the witness. The Chair rules he 
has not answered the question. The chairman is getting a little 
annoyed at the necessity of repeating the question and we ask Mr. 
Schnitzer to answer the question. He can either say flatly he does 
not remember or he can say that Mr. Day did or did not say that. 

Mr. Hurenison. Senator, if I may repeat—— 

Senator Bennerr. You may discuss this matter with your client. 
You have no standing 

Mr. Hvurcurinson. I have no right to speak ? 

Senator Bennett. You can speak with your client. You are here 
to advise your client. You are not here to advise the committee. 

(There was a conference between Mr. Schnitzer and Counsel 
Hutchinson. ) 

Mr. Hurcninson. Tell the committee again that you have answered. 

He has made the statement, actual construction cost. 

Mr. Scrntrzer. Senator, I have answered specifically the auestion, 
that IT have no specific memory of any such statement by Mr. Day 
thet he could only consider definite costs on the cancellation. 

Mr. Simon. Mr. Schnitzer, T didn’t ask you whether you had a 
specific memory of anything. I asked you whether he said it, and 
it seems to me the only answers you can give are “yes,” “no,” or 
“T don’t remember.” 
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Mr. Scunirzer. I have said I have no memory. I think that is the 

same meaning as I don’t remember. 

Mr. Srmon. You are not prepared to say he did not say it? 

Mr. Scunirzer. I am not prepared to say he did not. I said my 
memory does not serve me as ever recalling that he could consider 
costs pro or con or what costs. 

~ _ Following that meeting did you prepare a change order 
No. 7 

Mr. iasenia: We did. 

Mr. Simon. I show you a document which purports to bear your 
signature, and ask you if you signed that, and whether that is the 
document prepared by you, or prepared by others under your 
direction ? 

Mr. Scunirzer. This isa document signed by me prepared by others 
under my direction. 

Mr. Simon. Are all of the statements in there true and accurate? 

Mr. Scunirzer. The statements in conformance with the language 
on the FHA form itself were at that time estimates of cancellation 
costs. 

Mr. Stmon. My question was whether the statements contained in 
that document are true and accurate ? 

Mr. Scunirzer. In conformance with the language on the statement, 
they are estimates 

Senator Bennett. May I say, Are we going to go through this with 
every question counsel asks you ? 

Mr. Scunirzer. We are trying—— 

Mr. Hurcnuinson. Yes, we are, Senator. We are going to state 
they are estimates of costs. That is his answer. 

Mr. Stmon. Nobody asked whether they are estimates. My ques- 
tion is whether the statements in that document are true or false. 

Mr. Scunirzer. They are not presented as to whether they are cer- 
tified costs or whether they are false or true. They are presented as 
estimates, Mr. Simon. The language on the change order form. 

Mr. Stuon. The document speaks for itself ; doesn’t it ? 

Mr. Scunirzer. That is right. I would answer it that way. The 
document speaks for itself. 

Mr. Srmon. Are the statements thereon made true? 

Mr. Scunirzer. The statements were estimates. 

Mr. Sruon. I didn’t ask you—— 

Mr. Scunirzer. For discussion purposes. 

Mr. Stmon. I didn’t ask you whether they were estimates or descrip- 
tions of the Atlantic Ocean. I asked you whether what you said, and 
I am not arguing now what you did say, but is what you said there 
true? 

Mr. Scrrntrzer. The statements as estimates were not necessarily 
factually correct, because they were estimates at the time. 

Mr. Stuon. Are the statements there true? 

Mr. Scunirzer. Well, if they are estimates—— 

Senator Bennerr. Will you answer the question ? 

Mr. Scuntrzer. And not certified costs; they could not, as such, be 

00 percent true. They were not presented for that purpose. 

Mr. Staton. I didn’t ask you whether they were certified costs or 

estimates. I merely asked you if the statements there made are true. 
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(There was a conference between Mr. Schnitzer and Counse! 
Tfutchinson. ) 

Mr. Scunrrzer. Let me answer it, gentlemen, by saying that these 
statements, as they appear in 77, the enclosure of 77, the statement 
typed on the face of the construction change itself was prepared and 
dictated in January of 1954, and does not appear, I don’t believe, on 
any other change order. Tlowever, the enclosure attached to that—— 

Mr. Simon. Without regard to what it says 

Mr. Scunrrzer. | am trying to explain it so you have an honest 
answer, sir. You want the facts. 

Senator Bennerr. We want an answer to the simple question. You 
presented that document to the FITA as a basis for a request. for addi- 
tional funds. Are the statements on that document true? If they 
are not true, will you state that they are not true? 


Mr. Scrnrrzer. T can answer your statement, Senator, by stating 


that the intent of the document was an honest one. 

Senator Bennerr. Will you answer the question ? 

Mr. Scunrrzer. The costs as cited in the document were presented, 
prepared by my people, without taking the time to actually verify 
the actual final costs, and that is—— 

Mr. Simon. Are you saving the statements are false, then ? 

Mr. Scunrrzrr. No, sir. Ty am not saying that at all. They are 
not accurate. There is a difference between accurac v and falsehood. 
TI want that differenti: ation. 

Mr. Simon. What is the difference? 

Mr. Scunirzer. If you present a statement with costs that were 
never incurred, and are trying to collect funds from FITA, I would 
say that is a falsehood, but if you are presenting a statement with 
data taken from a change order submitted a year previously, which 
the record will show that this was taken into from change order num- 


ber, I believe, 61, if you will examine ch: ange order 61, “and I have it 


hare it this time, Mr. Simon, if you would like to examine it. 

Mr. Stuon. What is the date of change order 61 ? 

Mr, Scunrrzer. Change order 61 is dated April 8, 1953, almost 1 
vear before this change order was submitted. 

Mr. Sraron. This is dated what ? 

Mr. Scuntrzer. This is dated January 1954. 

Mr. Simon. What date in January : 

Mr. Scuntrzer. January 18, 19: mt, almost a vear later, 

Mr. Srarox. Are the statements in ch: ange order 71 true 

Senator Bennerr, Seventy-seven ? 

Mr. SDION. _Seventy-se ‘ven, excuse me. Are the statements in 
change order 77 true, as of Jann: rv 18, 1951? 

Mr. Scunrrzer. As of Janu: ary— 

Mr. Strvaron. 1954. 

Mr. Scunirzer. As of January 18, 1954, they were inaccurate, sir. 

Mr. Siwon. Thank you. 

Senator Bennerr. May Lask a question at this point ? 

Mr. Siwon. Yes, sir. 

Senator Bennerr. Did you ever submit an amended form of change 
order ? 

Mr. Scuntrzer. No, sir. We were to meet with the FHA and dis- 
euss each and every individual cost. That meeting—let me say this: 
Let us get the chronological sequence of things. 

Mr. Stuon. That is right. What is the date? 
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Mr. Scunrerzer. I think it is very important—— 

Mr. Suwon. What is the date of the January meeting with respect 
» the change order. 

Mr. Scuunrezer. The change order being dated January 18, 1 would 

y the meeting didn’t occur before January 18. It must have oc- 

rred some time later. 

\Ir. Simon. Was the change order in the hands of FILA by the time 
vou had your meeting ¢ 

Mr. Scrrnrrzer. I believe so. I would not state exactly because | 

n't recall the exact date of the meeting. We had a meeting in Jan- 
nary, T think it was, for the purpose of discussing, I know 

Mr. Srwon. Let me help you a little, if you will. You sent your 

singe order to the Irving Trust Co. in New York, didn’t you? 

Mr. Scunrrzer. They are handled through the bank; that is correct. 

Mr. Stwon. You sent it to the Irving Trust Co. of New York? 

Mr. Scurntrzer. We send them to the bank and the bank forwards 
them tothe FHA. 

Mr. Simon. On January 21, 1954, the Irving Trust Co. forwarded 
| document to FHLA and it was received by FHA in Salt Lake on 
January 25. Does that help you fix the date of the meeting? 

Mr. Scrnirzer. Well, it may have been after January, after Jan- 
uary 20. 

Mr. Srwonx. Would you say, then, between January 25 and 
Junuary 31¢ 

Mr. Scunrrzer. As I have stated to my best recollection, we had 
a meeting some time in January. It may have been in February. 
\Ve met to discuss the engineering change order. 

Mr. Simon. Where was the meeting ¢ 

Mr. Scurnrrzer. In the FHA office. 

Mr. Simon. Who was present ? 

Mr. Scunrrzer. Mr. Day, Mr. Robert Kahn, myself. 

Mr. Suton. Anybody else? 

Mr. Scrunirzrer. I believe Mr. Corrola, Mr. Issaacson were all there. 
\s I stated, the purpose of this particular meeting 

Mr. Staton. Anybody else there ¢ 

Mr. Scunrrzer. I don’t recall any other party, sir. 

Mr. Smron. Was there any discussion at that meeting about the 
propane plant ? 

Mr. Scunrrzer. The meeting itself was not called, or was not held 
for the purpose of discussing the propane. 

Mr. Simon. Was there any discussion at that meeting about the 
propane plant? 

Mr. Scurnirzer. I would not say for certain, because there was a 

neeting held to discuss a different change order. 

Mr. Simon. Do you recall whether there was any discussion at 
(hat meeting about the propane plant ¢ 

Mr. Scunrrzer. I do not recall any specifie discussion. Evidently 
the record shows this change order 

Mr. Simon. Do you recall any unspecifie discussion about the 
propane plant at that meeting ? 

Mr. Scunirzer. No; I don't. 

Mr. Stmon. When was the next meeting you had with Mr. Day or 
invbody in the FHA office at Salt Lake? 

Mr. Scuntrrzer. With regard to this particular change order? 
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Mr. Simon. With regard to anything concerned with the propane 
plant ? 

Mr. Scunitzer. With regard to the propane change order, I specifi- 

cally recall a meeting in April, I believe it was April 12, 1954. 

Senator Benner. “May I interrupt at this point? 

Mr. Scunirzer. Yes, sir. 

Mr. Simon. Yes, sir. 

Senator Bennerr. I want to get these meetings straight. When 
the witness began to testify he testified as to a meeting in the early 
part of January. Does he now say that this meeting about which 
you have just been talking is, in fact, the meeting that ‘he earlier said 
occurred in the early part “of January! Y 

Mr. Scunirzer. No, sir. That was a separate meeting, as I have 
tried to get over to you. 

Senator Bennerr. We had a meeting in the early part of January. 
We had a meeting at the end of January. Does this replace the 
meeting that you said took place in Febru: ary ? 

Mr. Scunirzer. No. It does not replace it. 

Senator Bennerr. This is another meeting that you did not 
remember earlier ? 

Mr. Scunirzer. That is correct. 

Senator Bennett. So we now have identified 3 meetings, 1 in early 
January, 1 in late January, 1 in February ? 

Mr. Scuntrzer. No; I beg your pardon, Senator. TI can only recall 
1 meeting in January, and that meeting—there were not 2 meetings 
in January, to my recollection. There was 1 meeting. The purpose 
of that meeting was to discuss engineering changes. 

Senator Bennerr. Let us not discuss the purpose. I asked you the 
spec ‘fic question if this meeting, which you now place between the 

95th and the 3st of January, was in fact the meeting to which you 
testified earlier, and you said “No.” 

Mr. Scunirzer. I said “No.” 

Senator Bennetr. So that would mean that there were two meet- 
ings in January. And then I asked you, Does this meeting replace 
the meeting that you earlier said was held in February ? 

Mr. Scunrrzer. Senator, I can only recali 1 meeting in January, 
not 2 meetings. One meeting in January, at which meeting I don’t 
recall whether the propane plant itself was discussed or not. The 
meeting in January I do know was called—I have records to produce 
that. 

Senator Bennerr. Your testimony up to this point says there were 

2 meetings in January, and you would like to say now that there was 
only 1? 

Mr. Scunrrzer. That is my best memory, that there was only one 
meeting. 

Mr, Srmon. Were there any meetings in February or March? 

Mr. Scunxrrzpr. I don’t recall. If I had my correspondence it 
might ian my memory. 

Mr. Simon. Is your counsel now looking at your correspondence? 

Mr. Ifurcuinson. That is what I am looking at. 
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ropane Mr. Suwon. Senator, while they are looking for that, may I ask that 
_ photostat copy of this change order No. 77 be made a part of this 
speci fi- 1’ cord ? 


Senator Bennert. It will be done. 
(The information referred to follows :) 


CONSTRUCTION CHANGE REQUEST No. 77, HILL FIELD, JAN. 18, 1954 


When Cancellation costs for propane plant: 
e early Schedule A—Propane plant costs 
which I. MATERIALS 
er Said 
Natural Gas Moutpment- (0s. 126s scneo ec ue ec ccs a ee $2, 052. 00 
it dee Garrett Freight i ween naan nnn nnn nn eee ene nennnn= 30. 77 
=e erican Pipe & Construction Co... -..<..:- se igh ag aaa 1, 100. 00 
Ayer USP RCO i a all ea eats ecancrcaia salatasiee se 156. 70 
muary PA TSCRII TY RCN, RN UN RC a i eo oe re 1, 260. 00 
wee the Klingbeil & Oetinger_____-__ bra eh ee ae cfu icas facia coueiniet nese acinar 255. OV 
CR an i iss ses nts era ca saad aeh neers 250. 9D 
PI. 
a ma Fieger he ae oh Lie 209. 09 
id not Portland Bncineering Co.— Bim ier ile ine cn cece es ceees es cnresssarestwaceaciewaicreacs 606. O4 
( 1, 102. 50 
Portland Engineering—Regulators and valves_____-__-_____________ ; 592. OO 
| =. 975.40 
n early Sullivan LAngers—1. COMpPressOl ooo eect eens ca ccmoneeans 99S. 50 
v recall II. ENGINEERING—SURVEYS 
eetings Woods & Woods, Architects—Salt Lake City____._________________ . 1°6. 00 
Jurpose ; " ( 1,207. 50 
Travel and Cransportacion’ SMG Survey Bao. 6. oe 6, 575. OO 
Newman A/C payable—engineering._._....-...._________~___ 15, 100. 00 


you the 
een the II. OVERHEAD—LEGAL 
ich you 


LL. R. Newman—expenses (travel and communication) -..-______- i 500. 00 
Harsh engineering and overhead—legal__.__-...._____.____-_.___. 15, 450. 00 
Louis Schnitzer, Attorney—negotiations and contract with Standard 

oO meet Oil Co. of California for purchase of propane______-.--_---____-- THO. OO 


replace ene 
49, 297. 00 
adie IV. FINANCING CHARGES 

anuary, 


I don’t Interest on capital from Feb. 1, 19538, to Feb. 1, 1954, at 6 percent 

t. The per’ diNdiic..a6.. eae te teas ee et te oe crates ag ee a a 2, 957. 82 
produce V. BUILDER’S FEE 

si ian 5 percent of $40,207 ..nnennncnnannonnnenen cen nnwsessenesen== 2, 464. 85 
ere Was I I gn : 54, 719. GT 


nly one 


ch 2 
lence 1! 


ndence ’ 





FHA INVESTIGATION 


FEDERAL HOUSING ADMINISTRATION 


CONSTRUCTION CHANGES 
PROJECT MORTGAGES 
(Original end elz copi: 


Pere 
Budget Burees: No. é5-Rre4 6 


Prosact Name _ HILI. AIR BASE HOUSING PROJPCT 


REQUEST FOR CONSIDERA’ CHANGES 


IMPORTANT.—The contractor, mortgagor, and mortgagee indicate by signing this request that: It is the expressed 
intention to execute the changes described herein; it is understood that FHA acceptance will be determined without 
regard to cost and in no way implies acceptance of or concurrence with the mortgagor’s statement of cost; it is 
also understood that when FHA has estimated and summarized the costs of all accepted changes and the net effect 
thereof is 2 decrease in the total construction cost, the insurable mortgage amount may be similarly decreased, but 
if the net effect is an increase above the mortgage amount the additional costs will be defrayed by the mortgagor. 

This request shall be accompanied by the written approval of, and interpretation of the related parts of the 
contract documents by, the project architect, unless the omission of architectural supervision of construction has 
been previously consented to by FHA. 


IRVING TRUST COMPANY caceaaes ; , Mortgagee Date Jemeary 18, 195m 


You are requested to consider the following proposed changes in the project. These changes are satisfactory to 
the contractor, as indicated by the signature below. 


NOTE.—Designate each proposed change by a letter (using a, b, c, d, etc.). Describe each change, including (1) 
reason, (2) general acope, (3) detailed description of work to be omitted and work to be added, for each trade 
affected, (4) references to any attachments showing the proposed revisions, (5) the amount by which the construc- 
tion cost will be increased or decreased as the net result of the proposed change. 


DESCRIPTION OF PROPOSED CHANGES | increase | Decrgass 


HARSH INVESTMENT CORP. 


Contractor. 





Feprral HovsING ADMINISTRATION : 


You are requested to consider the proposed changes described above, which changes are acceptapie to the under- 
signed mortgagee. 


Wa fb 


(Date) 


2437—CONSTRUCTION CHANGES 
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Mr. Scunrrzer. My records don’t indicate any confirmation of 
meetings other than the January meeting and the April meeting. 

Mr. Stwon. Do you have with you a copy of your telegram of 
\pril 13 ¢ 

Mr. Scunirzer. You are referring to the telegram that was signed, 

Portland Engineering” ? 

Mr. Stmon. Yes, I am. 

Mr. Scunirzer. Yes, I have a copy. 

Mr. Srvon. Is that dated April 15? 

Mr. Scunirzer. It is. 

Mr. Simon. And it starts out “Reference your request today” ¢ 

Mr. Scunirzer. That is right. 

Mr. Srwon. Was that the day after your meeting with Mr. Day or 

ie same day as your meeting with Mr. Day / 

Mr. Scuntirzer. Possibly April 15 was the day. 

Mr. Srmon. Of your meeting with Mr. Day? 

Mr. Scunirzer. Yes. 

Mr. Stuon. What time of the day did you meet with Mr. Day? 

Mr. Scuntrzer. We met in the morning. 

Mr. Stmon. And who was present ¢ 

Mr. Scunrrzer. Mr. Day, Mr. Robert Kahn, of my company, my- 
elf, Mr. Carrolla, Mr. Isaacson, and Mr. Fulmer. The latter gentle- 

en Were in and out of the office part of the time. 

Mr. Srwon. Was there any discussion at that meeting about the 
propane plant ¢ 

Mr. Scunirzer. Yes. 

Mr. Srvon. Will you tell me everything that you can recall that 
vas said by anybody there with respect to the propane plant? 

Mr. Scunrrzer. My discussion opened up— 

Mr. Stwon. Tell me what you stated ¢ 

Mr. Scunirzer. I stated to Mr. Day I had the week previously been 
to Washington and had the meeting with officials of the FILA in Wash- 
ington, including Mr. Walter Greene, the Assistant Commissioner, 
with respect to the possibility of receiving some consideration for 
costs to E recovered by the sponsor on engineering overhead, delay, 
etc., and that the Air Force had been also consulted by myself. The 
Air Force had sent a representative to FILA’s headquarters and Mr. 
Walter Greene gave me an audience, and discussed the matter; the 
whole background was discussed, the merits. 

Mr. Suwon. Tell us as best you can what you said ? 

Mr. Scunrrzer. I am right now doing so. I told Mr. Day that the 
Air Force was trying its best to induce FHA to favorably consider 
some compensation to the sponsor for out-of-pocket costs inasmuch 
as the Air Force tenants were benefiting substantially by the effort 
and engineering advanced by our company, in changing the utility 
design, and that Mr. Walter Greene, after listening to us, went back 
to the very first change order, examined it, had questioned me as to 
whether or not an estimate had been put in the first order for engineer- 
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ing costs. We had shown Mr. Greene where there had been such an 
estimate put in and approved by FHA, as well as Air Force. 

Mr. Sruon. This is all your conversation with Mr. Day ? 

Mr. Scunirzer. That is right, and that the final decision was that 
there was a contractual obligation by FHA to advance some cost to 
us, and that Mr. Greene’s oflice instructed me to come back to Salt 
Lake and discuss this change order 77 with him at the Salt Lake 
office, would be the one to finally evaluate and determine what they 
found to be fair. 

That was the purpose of my presence there that day. We then took 
out the change order. Mr. Day called in his people. We all started 
discussing the change orders. 

Mr. Simon. Change order 77 we discussed earlier? 

Mr. Scunirzer. Yes. We started at the top of the change order, 
went down each item. Mr. Day asked me very frankly whether or 
not those were the final costs, and I answered him very honestly and 
said they were not, they had been estimates. 

Mr. Simon. You told Mr. Day these were not final costs, that they 
were estimates ? 

Mr. Scunirzer. That is right. 

Mr. Srwon. Did you tell him that each of the items on this schedule 
A was an estimate ? 

Mr. Scunirzer. No. We started with each item and went dewn the 
line. Mr. Day wanted me to substantiate each of the costs or at least 
discuss them with him. 

Mr. Srron. The first item there which is $2,050, did you tell him 
that was an estimate or cost ? 

Mr. Scunirzer. We told him it was an estimate. As a matter of 
fact, I have here with me today, Mr. Simon, my notes made in my 
own handwriting in Mr. Day’s presence. 

Mr. Srwon. What did you tell him about the $30.77 item ? 

Mr. Scunirzer. I have no handwriting opposite that item. 

Mr. Sraon. I didn’t ask you that. 

Mr. Scunirzer. I believe we produced a copy, a photostat of that 
bill to substantiate that item. 

Mr. Simon. I didn’t ask you that, either, Mr. Schnitzer. I asked 
you whether you told him the $30.77 item was an estimate or a cost? 

Mr. Scunirzer. I can only speak to you, sir, from whatever notes 
I have to refresh my memory. I wish this to be accurate. My notes 
indicate there was no question on a $30.77 item, that ; 

Mr. Sraon. I did not ask you what vour notes said. I want your 
testimony as to whether you told him that was an estimate or a cost? 

Mr. Scunirzer. I don’t remember any specific item. I do remember 
we started with the very first item and went right down the list and 
discussed each item. 

Mr. Stuon. That is what I am trying to do now. 

Mr. Scunrrzer. Yes. I am saying to you my notes which I have 
here which were made in his office indicate there was no question on 
the $30.77 item. 

Senator Bennerr. When you say they indicate there was no ques- 
tion, does that mean that that was accepted as a cost ? 

Mr. Scunirzer. I don’t know at this time, sir. It could either 
mean one of two things, sir. It could mean we had with us actual 
invoices or were going to send him one. 
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Mr. Stuon. Do you know, Mr. Schnitzer? 

Mr. Scunirzer. I do not know. 

Mr. Suwon. The next item is $1,100. Did you tell him that was an 
estimate or a cost ¢ 

Mr. Scunirzer. We told him it was an estimate. I believe we pro- 
duced a copy of an invoice to him in the amount of $283 for cancel- 
lation charge. 

Mr. Suton. You told him the honest charge was $283 ? 

Mr. Scunirzer. We produced an actual final billing for him. 

Mr. Suwon. For $283? 

Mr. Scunirzer. That is right. 

Mr. Simon. What is the date of the bill? 

Mr. Scunirzer. I don’t have all the bills with me, sir. 

Mr. Suwon. The date of the bill for 8283 that you say you produced ¢ 

Mr. Scunrrzer. I would have to check. I might even have a copy 
with me. 

The date of the bill was January 29, 1953, 

Mr. Stuon. From whom ¢ 

Mr. Scunirzer. From the American Pipe & Construction Co., 
Portland, Oreg. 

Mr. Sion. So you had that bill for zbout a year before you made 
out change order 77; is that right 4 

Mr. Scunirzer. Well, now, the fact that the invoice—— 

Mr. Suwon. Is that right? 

Mr. Scuntrzer. I would not testify so. I did not prepare the 
charges. 

Senator Bennerr. What is the date of = invoice? 

Mr. Scuntrzer. The invoice is January 29, 1953, 

Senator Bennerr. Did you pay the bill? 

Mr. Scuntrzer. The bill has been paid. 

Senator Bennett. On what day was it paid ? 

Mr. Scunirzer. I could not tell you. My records do not indicate. 

Mr. Simon. Your records don’t indicate? 

Mr. Scuntrzer. I don’t have those records with me. All I have is 
the photostat of the bill. I don’t have the date of the check. The 
invoice I have has no notation as to when it was paid, 

Mr. Sruon. Do you know whether that bill was paid, say, 90 days 
before this change order was made out ? 

Mr. Scuntrzer. It would be my estimate that the bill was paid con- 
siderably after the estimate, the change order 61 was submitted. 

Mr. Ston. I am talking about change order 77. 

Mr. Scunirzer. It was paid before order 77 was submitted. 

Mr. Simon. Now, the next item is $156. Did you tell Mr. Day that 
that was an estimate or did you tell him that was a cost? 

Mr. Scunirzer. We were to submit to Mr. Day copies of bills. 

Mr. Stmox. My question is whether you told him it was an estimate 
or you told him it was a cost? 

Mr. Scunirzer. My notes do not indicate to me whether we gave 
him a bill, because 





Mr. Sruron. My question is whether you told Mr. Day that was an 
estimate or you told him it was a cost? 

Mr. Scuntrzer. Let. me satisfy you by saying that in opening the 
discussion with Mr. Day, before we started the very first item, Mr. 
Simon, I told him that all of these were estimates. 
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Mr. Simon. Then I thought a minute ago you said you went down 
item by item and discussed ‘them each / 

Mr. Scunrrzer. That is exactly why we went down item by item, 
because he wanted to know what the costs were if we had final costs. 
There would have been no purpose in going down the list if I had 
final costs. I would have told Mr. Day, these are final, Mr. Day, take 
them for what they are, but we did not do so. We went down the list, 
because we told him that this was taken, every item, from a change 
order submitted 1 year previously, as I have just demonstrated. 

Mr. Simon. A minute ago you said that some of these were estimates 
and some were final costs. Are you now changing your testimony to 
say that you told him they were all estimates ? 

‘Mr. Scunirzer. No. I told him that we did have with us at that 
time, on April 13, some bills, and we produced—— 

Mr. Sraon. Didn't you say 30 seconds ago you him they were all 
estimates ¢ 

Mr. Scunirzer. I want to correct myself on that. I said where we 
could not satisfy him on an actual billing we would assume they were 
estimates unless we could produce other evidence. 

Mr. Stmon. Let us get this straight. Did you or did you not tell 
him that all of these items on schedule A were estimates ¢ 

Mr. Scunirzer. 1 want to correct myself to the extent we stated 
we would not be bound; we didn’t expect FHA to be bound by these 
particular costs. 

Mr. Stuon. My question is whether you told them they were all 
estimates ¢ 

Mr. Scunirzer. My memory would not be adequate to state that | 
did state those very words. We did have general discussions to the 
effect that we did not want FHA to get the impression that these were 
final costs, and that is why we went over each and every item. 

Mr. Suwon. The next one is $1,260 item. Did you tell him that was 
an estimate or did you tell him that was a final cost? 

Mr. Scunirzer. No. I believe we told him that was a final cost, and 
I believe we submitted a bill to prove it. 

Mr. Simon. Do you know whether you told him it was a final cost? 

Mr. Scunirzer. The only thing I could s say to that is that my 
records show the $1,260 notation in pencil, which means I gave him a 
bill. 

Mr, Staon. Do you know whether you told Mr. Day that was a final 
cost ¢ 

Mr. Scunrrzer. I would not state that. 

Mr. Siaon. Do you know whether you told Mr. Day that was a final 
cost 4 

Mr. Scuntrzer. I can only state, Mr. Simon, that apparently I gave 
him a final bill on it. 

Senator Bennerr. Would you answer that question “Yes,” “No,” or 
“I don’t remember” ? 

Mr. Scunirzer. 1 don’t remember. 

Mr. Srwon. The next item is $255. Did you tell Mr. Day that was 
wn estimate ora final eost ? 

Mr. Scunirzer. I told Mr. Day that wasa final cost. 

Mr. Simon. The next item is $250.99. Did you tell Mr. Day that 
was an estimate or a final cost? 

Mr. Scunirrzer. I don’t remember. 
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Mr. Simon. The next item is $209. Did you tell Mr. Day that was 

estimate or did you tell him it was a final cost? 

Mr. Scuntrzer. My records here, I would answer that by saying that 
vasa final cost. 

Mir. Simon. My question is whether you told Mr. Day that was an 
timate or you told him it was a final cost ? 

Mr. Scunirzer. I told him that was a final cost. 

Mr. Simon. The next item is $606.04. Did you tell Mr. Day that 
vas an estimate or did you tell him it was a cost / 

Mr. Scuntirzer. I don’t remember. 

Mr. Srron. The next item is $1,102.50. Did you tell him it was an 
estimate or did you tell him it was a cost / 

Mr. Scrnirzer. With respect to all of the items under Portland 

‘ngineering that appear under materi: on we told Mr. Day they were 

-timates at the time, we would have to substantiate the charges. Some 
of them we felt had been canceled, or were not appropriate. 

Mr. Sion. The next item is $1,102.50. Did you tell Mr. Day that 
rasan estimate ora cost 4 

Mr. Scrnrrzer. With respect to all of those items, Mr. Simon— 

Mr. Simon. Tam asking you with respect 

Mr. Scunirzer. I told him we would have to check again. 

Mr. Staton. My question is whether with respect to this particular 
tem of $1,102.50 you told Mr. Day it was an estimate or you told him 
it was a cost ? 

Mr. Scunirzer. I don’t remember, as you have phrased the question, 
I could not say it was an estimate or cost. I do remember the specific 
conversation, 1f you will permit me to state it. 

Mr. Siaon. You remember the specific conversation but you don’t 
remember whether you told him this was an estimate or cost. 

Mr. Screxrrzer. If you will allow me to state the conversation you 

an judge for yourself. 

Mr. Sraron. 1 would like to know whether you told him this was an 
estimate or cost. 

Mr. Scurntrzer. | told him we would try to verify each of the costs. 

Mr. Stren. Did you tell him it was an estimate or cost? 

Mr. Scurrzer. He never asked me. I never referred to the word 
‘estimate’? on those particular items. We had a discussion that took 
everal hours. 

Mr. Simon. Didn’t vou say four times today you went through 
each of these items and told him which were estimates and costs? 

Mr. Scrrxtrzer. Several had been canceled out. The amounts were 
less than incieated. 

Senator Bennetr. Had thev been canceled out at the time you talked 
to Mr. Day? 

Mr. Scuntrzer. T did not know at the time. 

Mr. Simon. Had they been / 

(There was a conference between Mr. Schnitzer and Mr. Huteh- 
inson. ) 

Mr. Scuntirzer. May I have your question again, sir? 

Mr. Stwon. Whether these four items had been canceled out. at 
the time of this meeting. 

Mr. Scunirzer. W hether they had been canceled; I don’t remem- 
her that. statement, sir. 

Mr. Stwon. You don’t remember what statement 2 
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Mr. Scunirzer. Stating to Mr. Day that the items had been can- 
celed. 


Mr. Sruon. That wasn’t the question. The question was whether 


they had been in fact canceled out before the date of the meeting. 

Mr. Scunirzer. That I would not answer by saying they had. I 
don’t know. I don’t keep the books. 

Mr. Staton. You don’t know whether they had been canceled ? 

Mr. Scunirzer. No. 

Mr. Stuon. Had they been canceled out by January 18, 1954, when 
vou presented the change order ? 

Mr. Scrurnirzer. I believe that they had, but I would not answer 
specifically. 

Mr. Srwon. Are you in the habit of filing change orders asking 
reimbursement for items that had previously been canceled out? 

Mr. Scunirzer. Well, as I stated before, Mr. Simon, these particu- 
lar costs were taken from a legitimate estimate submitted 1 year pre- 
viously. If you will compare the two change orders you will find 
they are identical, and at the time in 1953 when this was submitted 
it was then an estimate. We had not yet received final billings. 

Mr. Srvon. We are talking about a document submitted January 
1954. With respect to the 592 item did you tell Mr. Day whether 
that was an estimate or cost ? 

Mr. Scunirzer. I do not remember. 

Mr. Stuon. With respect to the $975 item did you tell him whether 
that was an estimate or cost ? 

Mr. Scunirzer. I do not remember. 

Mr. Srwon. With respect to the $998.50 item did you tell him 
whether that was an estimate or cost ? 

Mr. Scrntrzrer. I do not remember. 

Mr. Stuon. With respect to the $126 item, did you tell him whether 
this was an estimate or cost? 

Mr. Scunirzer. The Woods & Woods, architects, matter, we told 
him we had paid to Woods & Woods the total of $126 and $1,207.50, 
but which T did state that the charges included other services, and 
that we would have to investigate and see what part belonged to the 
propane plant, and Mr. Day delegated Mr. Isaacson to call Woods & 
Woods in Salt Lake City and determine what portion of that billing 
was appropriate for propane. We agreed to that. 

Mr. Stwron. You are certain of that conversation ? 

Mr. Scuntrzrr. T am certain of it. 

Mr. Smron. The next item is $6,575. Did you tell him, Mr. Day, 
whether that was an estimate or cost? 

Mr. Scunrrzer. The $6,575 item for travel and transportation was 
for Harsh & Co.. for Harsh Investment Corp., and I told Mr. Day 
it was an estimate. 

Mr, Srron. The next. item is $15,100, Newman, account payable, 
engineering. Did you tell Mr. Day whether that was an estimate 
or cost ? 

Mr. Scrrnrrzer. Would you like the exact discussion ? 

_ Mr. Srvon. I would like what you told him with respect to that 
item. 

Mr. Scuntrzer. IT told Mr. Day that at the time it was submitted 
in April 1953, at that time it was an estimate, $15,100. Inasmuch as 
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Mr. Newman’s very original estimate in August of 1952 was $16.800, 
- a that the FHA had a copy of that original estimate in their files. 
- Day asked Mr. Isaacson whether he h: id such an estimate in his 

: I believe Mr. Isaacson went out, searched the files, came back, 

aul d ‘said he could not find the estimate. I told Mr. Day I would 
be glad to send him a copy of Mr. Newman’s original estimate for 
the complete breakdown of the propane-plant cost that was submitted 
with the original exchange order, way back in August of 1953, and 
that included in that very first change order there was this item of 
engineering in the amount of $16,800. I did send to him a copy of 

iat later. [havea copy of the letter of transmittal. 

Mr. Srwon. Let us stay with the conversation. Is what you said, 

now, precisely what you told him ¢ 

Mr. Scuntrzer. I would say it is very accurate. 

Mr. Stmon. Very accurate ? 

Mr. Scunirzer. Yes. 

Mr. Sion. How does it happen, Mr. Schnitzer, that you know very 
accurately what was said about this item, and then other items you 
don’t have any recollection on at all? 

Mr. Scunirzer. I have had an opportunity to refresh my memory, 
particularly on everything that had to do on the Portland Engi- 
neering matter, Mr. Simon. 

Mr. Simon. There are four Portland Engineering matters up above 
that you said you couldn't recall anything about. 

Mr. Scunirzer. Well, it so developed after the discussion with Mr. 
Day on those four items, of cancellation, we found that some items 
didn’t even show up in our records, or had been canceled, and appro- 
priate credits were available, and we were only trying to get FHA 
to consider the legitimate cancellation costs up there. There was 
no further discussion. 

Senator Bennerr. May I ask a question? 

Mr. Srwon. Yes. 

Senator Bennerr. There is one difference on this particular item. 
I think it doesn’t occur on any other item in the list, and that is the 
presence of the words “account payable.” Do you have the power 
as a customer to estimate what Mr. Newman’s account payable to 
you would be and isn’t the presence of the phrase “account payable” 
an indication that you had a bill from Mr. Newman which he expected 
you to pay ¢ 

Mr. ScuNnirzer. Senator, we have no power to indicate what Mr. 
Newman would bill us for finally—that is his prerogative. 

Senator Bennerr. You are saying the words “account payable” is 
not true? 

Mr. Scuntrzer. It is a misdescription. It is not a question of not 
true. 

Senator Bennett. Did you owe Mr. Newman at that point $15,110 
on the basis of invoices submitted him ? 

Mr. Scunirzer. No. And we did not represent it as being such to 
the FHA. 

Senator Bennerr. Then why did you put the words “account pay- 
able,” which is an indication of a definite debt on that particular line? 

Mr. Scunitzer. Because, Senator. I did not prepare that. I did not 
use the word. It was done by my subordinates and was poor language. 

Senator Bennett. Did you sign it ? 
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Mr. Scunirzer. Yes, sir. 

Senator Bennerr. Then you can't, I think, escape the responsibility 
for your signature on a document you submitted to the Federal Goy- 
ernment, as a basis for an increase in the mortgage on your property, 

Mr. Scunitzer. As a basis of an estimate for their consideration 
only. 

Mr. Simon. Let us get one thing clear. Are you saying now un- 
equivocally that you told Mr. D: ay, on April 13, 1954, the $15, 100 item 
for Newman was an estimate / 

Mr. Scunirzer. I sure did. 

Senator Bennerr. In spite of the fact that you presented as an 
account payable, which has the meaning that you owed him the money 
and he had actu: ally sent youa bill for it ? ? 

Mr. Scunitzer. No. The language doesn’t say that. It was a poor 
use of language by my subordinate who prepared this change order. 

Senator BENNETT. What does account payable mean / 

Mr. Scunitzer. Account payable, I think, means it is actually a 
debt set up in the books and should not have been so worded. T agree 
it Was a misdescription. We did not convey to FHA that meaning 
at all. 

Senator BEeNNetr. In the course of vour discussion with Mr. Day, 
in Which you said this was not an ace ‘count payable, but an estimate, was 
there any record, or anything done to change the official record? Did 
you submit a statement? Did you submit an amended ch: ange order 
that showed this was not an account payable ¢ 

Mr. Scunirzer. No, sir. We had not, because this meeting, in April 
of 1954, was the very first meeting that we had ever had to go through 
the particular items in a general nature. 

Mr. Sowon. The one thing I want to make sure the record is clear 
on, do you say unequivocally, Mr. Schnitzer, that at this April 13 
meeting you told Mr. Day that the $15,100 item for Newman was an 
estimate? 

Mr. Scunrrzer. I did. 

Mr. Simon. You now say that you did tell him that at the meeting? 

Mr. Scrurntrzer. Would you like the full conversation ? 

Mr. Seon. I just want to make sure on this one point. 

Mr. Scunrrzer. I did. 

Mr. Simon. You now say you did tell him at that meeting it was 
an estimate / 

Mr. Scunirzer. I told him it was an estimate. It was our best 
and our highest estimate. 

Mr. Simon. Now, was there any conversation at this meeting that 
would prompt you to get a telegram to be delivered to Mr, Day? 

Mr. Scunrrzer. We were going to meet again the following day, 
and Mr. Day asked me for verification on deser iption of some of these 
items th : appear on top under “Materials,” and under “Cancellation 
costs.” T asked Mr. Day whether, because of the shortness of time 
and for expediency, whether or not a telegram would be satisfactory 
from the Portland E ngineering Co., and from some of these other 
people, and he stated that it would. 

Mr. Stuon. At the meeting the following day did you present Mr. 
Day with a telegram ? 

Mr. Scrurnrrzer. I did; yes. 
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Mr. Simon. Is that telegram addressed to Harold J. Schnitzer, 
[lotel Utah, Salt Lake City, Utah / 

Mr. Scunirzer. As the record shows in my testimony in Los 
\ngeles, that telegram was sent by myself, at my direction, rather 
from myself to myself. 

Mr. Simon. You asked your office to type the telegram and 
Wipe 

Mr. Scunrrzer. I called. 

Mr. Simon. You called your office in Portland ¢ 

Mr. Scunrrzer. The record will show I put a call in to Mr. Newman. 
Mr. Newman was not available, and inasmuch—— 

Mr. Simon. What record will show you put the call in to Mr. 
Newman ¢ 

Mr. Scunrirzer. I think possibly the Mountain States Telephone 
Co., if they have those records, from Salt Lake. 

Mr. Siston. Where did you place the call / 

Mr. Scunrrzrr. I placed the call from the Hotel Utah. 

Mr. Simon. You were then registered in the Hotel Utah? 

Mr. Scunirzer. That is right. 

Mr. Simon. What room were you in? 

Mr. Scunirzer. I don’t recall, sir. I called Mr. Newman to try 
to get him to advise me from his records, inasmuch as I had no 
records in Salt Lake, as to what items up on top actually were can- 
cellation charges, and so forth. 

Mr. Straon. When you couldn't find Mr. Newman, what did you do ¢ 

Mr. Scunirzer. 1 called my office and told them to send myself a 
telegram, describing the nature of the—— 

Mr. Srwon. Did you dictate the telegram over the telephone ? 

Mr. Scunirzer. Yes. 

Mr. Stmon. Is the telegram you gave Mr. Day the telegram that 
you dictated to your oflice over the telephone? 

Mr. Scunrrzer. It is the telegram, substantially the same telegram, 

Mr. Simon. Is it precisely the same? 

Mr. Scunirzer. I think my secretary got part of it a little off. It 
is substantially, I would say, to my memory. I don’t have a copy 
of the telegram, myself. 

Mr. Simon. Don’t you have a copy in front of you ¢ 

Mr. Scunirzer. No. I mean as to what I sent when talking to my 
secretary on the phone. 

Mr. Simon. Your files contain about 5 or 6 copies of this, don’t 
they ¢ 

Mr. Scunirzer. As to the typewritten telegram actually sent, when 
I returned to Portland. My secretary had those copies. 

Mr. Spton. Would you check with me with your copy to see if 
we both have the same words in this telegram ? 

Mr. Scunirzer. I have the exact same telegram. I recall seeing 
it in Los Angeles. 

Mr. Suwon. I would like you to check, if you will, so the record will 
be clear. 

Mr. Scunrrzer. If you would like, I can compare them and save 
you a lot of time. 

Mr. Simon. Let me read what I have, and you tell me if it is the 
same thing your secretary sent you. 
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Addressed to Harold J. Schnitzer, Hotel Utah, Salt Lake City, Utah. 


Reference your request today. We confirm our statement total charges, 
$1,814.98. 

I am about to ask you to testify under oath, Mr. Schnitzer, whether 
what you have is the same as what I am reading, and I think you 
might check to make sure. 

Mr. Hurcuinson. We are following. 

Mr. Scunirzer. I am following. 

Mr. Sron (reading) : 

$1,844.98 for our invoices Nos. 6476, 6641, 6680, and 6795, and our charges of 
June 8, 1952. 

Mr. Hurcrrnson. You forgot a comma. 

Mr. Stwon. There isn’t any comma here. Where is your comma? 

Mr. Hurcninson. It is in our typed wire. I want to make sure 
you are correct. 

Mr. Stuon. Where? 

Mr. Scunirzer. After June 8. 

Mr. Simon (reading) : 

Are all for 

Senator Bennerr. As a matter of fact, your comma is after 1952, 
is it not? 

Mr. Hurcurnson. No, sir; right after June 8. 

Mr. Simon (continuing) : 





are all for cancellation charges and restocking charges of following items 
ordered by you for Hill Field propane plant. Items include regulators, tem- 
perature control, shutoff valves, safety valves—-- 

Senator Bennett. Safety controls? 

Mr. Srwon (continuing) : 

Safety controls— 
excuse me— 


meters and other special equipment per your purchase orders for propane plant. 
Charges aforementioned are net after credit for return of merchandise actually 
shipped by manufacturers. We also ordered for your account 1 compressor 
manufactued by Sullivan & Landers, original purchase price $398.50— 
either period or comma. 

Mr. Scunitzer. Comma. 

Mr. Simon (continuing) : 
for which we have separately charged 40-percent cancellation charge. This 
charge is not included in our aforementioned statement. Our invoices Nos. 
6360 and 6429 were for services of outside engineers engaged to corroborate our 
reports as requested by yourself and FHA. Signed “Portland Engineering Co.” 

Except for the comma omitted after June 8, is this telegram exactly 
the same as your secretarv sent ? 

Mr. Scunrrzrer. It is. It isthesame as my copy. 

Mr. Sron. Are the statements in this telegram true? 

Mr. Scrunirzrr. The descriptions are not correct. 

Mr. Srwon. Are the statements in the telegram true? 

Mr. Scunirzrr. Well, I cannot say they are true or untrue. Part 
of them are correct and part of them are inaccurate. 

Mr. Smron. Part of them are true and part of them are not true; 
is that right? 

Mr. Scunirzer. That is right. 
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Mr. Sruon. Will you tell me which statements in the telegram are 
not true? 

Mr. Scunizer. I would be glad to, sir. 

Starting off, “Our invoices Nos, 6476,” my records show that was an 
tem of $50, and it was not a cancellation charge, restocking of mate- 
fal It was for engineering services. Of course, at the time I sent 

the telegram I did not have all of the supporting invoices. 

Mr. Srmon. Just tell us which ones weren’t true. 

Mr. Scunitzer. Item No. 6641 was correct. That was a cancella- 
ion charge for equipment. 

Item 6680 was an engineering charge. 

Item 6795, my records indicate was a cancellation charge for 

Mr. Srvon. Just give us the ones that are false. 

Mr. Scunitzer. So you have $150 worth of items described as can- 
cellation for material when in fact the actual invoices showed they 
were for engineering. 

Mr. Stmon. Does that mean that the $1,844 figure should be reduced 
by $150? 

Mr. Scunirzer. No,sir. That was not the intent. 

Mr. Stmon. Is the $1,844 figure true? 

Mr. Scunirzer. The $1,844 item referred to as being a total of a 
statement, which was undated, that actual statement, those charges 
were actual charges, and the record shows I have paid them. 

Mr. Simon. Is it true to say that these invoices total $1,844? 

Mr. Scunitzer. No. Thaven’t said that, either. 

Mr. Simon. It says here: 





We confirm our statement total charges $1,844 for our invoices numbered— 
and you number four invoices— 
and our charges of June 8. 


Is that true? 

Mr. Scunitzer. I should finish by stating: 

Mr. Sroon. Is it true? Is $1,844 the total of the four invoices and 
the June 8 statement ? 

Mr. Scunitzer. No, sir. 

Mr. Simon. It is not. Then that statement is false, then; is that 
right? 

Mr. Scunirzer. No; it does not total $1,844. 

Mr. Srmon. The statement they do total $1,844 is false; is that 
right ? 

Mr. ScunitzeR. The statement as you have phrased it, Mr. Simon, is 
inaccurate unless I have an opportunity to discuss the last part of the 
telegram, and that is invoices Nos. 6360 and 6429. 

Mr. Stmon. That is in another sentence, isn’t it ? 

Mr. Scunirzer. That is in the last part of the telegram. 

Mr. Simon. I am asking you if the sentence whic h says “We confirm 
our statement total charges for 4 invoices and a statement is $1,844,” 
$1,844.98; is that sentence true? 

(There was a conference between Mr. Schnitzer and Counsel 
Tfutchinson. ) 

Mr. Scunrrzer. As I have stated, Mr. Simon, as you read it here— 





We confirm our statement total charges $1,844— 


for a series of four invoices, and— 


our charges of June 8, 1952. 
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Mr. Simon. Is it true those 4 invoices and the charges of June s 
total $1,844 / 

Mr. Scunirzer. I beg your pardon? 

If you will give me a minute, please, | will check the file. 

Actually, Mr. Simon, the four invoices referred to in the telegran 
plus the statement of June 1s—not June 8 There was a mistake 
there, June 18, 1953—are well in excess of $1,844. 

Mr. Simon. Then it is not true that they are $1.544; is that right ¢ 

Mr. Scunirzer. No; that is inaccurate. 

Mr. Simon. You say they are in excess of that 4 

Mr. Scunirzer. 1 was not quoting the telegram from my best meni- 
ory. I thought it had been included. 

Mr. Suwon. You are certain they are actually in excess of $1,844 / 
Is that right 4 

Mr. Scunirzer. Yes. If you include an invoice of August 18, 1953, 
it is well in excess. 

Mr. Simon. Do you have an invoice of June 18, 1953 ¢ 

Mr. Scunirzer. I do. 

Mr. Simon. May I see it ¢ 

Do you have a photostat of it / 

Mr. Scunirzer. No. 

Mr. Simon. Is that the actual invoice you have there / 

Mr. Scunirzer. Received in the United States mail from Portland 
Engineering Co. 

Mr. Simon. Your counsel had a minute ago—let me say, first: What 
you have handed me now, Mr. Schnitzer, is not a statement of June 8, 
1953, it is an Invoice. 

Mr. Scunirzer. It is an invoice. 

Mr. Simon. Your telegram does not refer to an invoice of June $, 
1953. 

Mr. Scunrrzer. It says “Our charges.” That invoice is a charge. 

Mr. Simon. Your counsel had before him a minute ago a statement 
of June s, 1953. Isn't that the document that you referred to in your 
telegram’ That is the one right there [indicating]. Isn’t that dated 
June 8, 1953 ¢ 

Mr. Scunirzer. On the statement—— 

Senator Bennerr. Look at the bottom line. 

Mr. Simon. Right below your finger. 

Mr. Scunirzer. It shows balance due on June 8—whether the 
statement was prepared at that time, I couldn’t say. 

Mr. Simon. That statement, the bottom line, reads “6-8-53, balance 
due, $1,613.94." Isn’t that the statement you were referring to, Mr. 
Schnitzer ? 

Mr. Scunirzer. It could be. I couldn't say for sure. 

Mr. Simon. Will you go ahead and tell us what other statements 
here are false? 

Mr. Scunirzer. The latter part of the telegram to which I referred 
stating that Portland Engineering had ordered a compressor. When 
I returned to Portland I found they had not actually ordered on their 
purchase order. Harsh had ordered it on Harsh’s purchase order at 
the direction of Portland Engineering Co. They gave us the name 
of the supplier, and so forth. 

Mr. Simon. Was that direction oral or in writing ? 

Mr. Scunirzer. From Portland Engineering to us? 
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Mr. Srwon. Yes. 

Mr. Scunrrzer. Portland Engineering were consultants on this 
entire matter. 

Mr. Srwon. Was that direction oral or in writing? 

Mr. Scunirzer. They advised orally to that. 

Mr. Stuon. Who advised who? 

Mr. Scunirzer. Mr. Leonard Newman was in our office on many 
occasions discussing the entire propane plant. 

Mr. Srron. Who advised who to order the compressor ? 

Mr. Scrunirzer. My best recollection is that Mr. Newman gave me 
the party’s name and we ordered it. 

Mr. Stwon. When you sent the telegram you said that Portland 
Engineering Co. had ordered the compressor. How did you find out 
that. that was false and you had ordered it yourself? 

Mr. Scunirzer. After returning to Portland I investigated some 
of these items to see whether the description was correct. 

Mr. Simon. What investigation did you make that caused you to 
conclude that that statement was false? 

Mr. Scunirzer. We checked our purchase orders. 

Mr. Stuon. You found your own purchase order for it? 

Mr. Scuntrzer. That is right. 

Mr. Simon. Now, will you tell us—— 

Senator Bennerr. May I ask a question? 

Mr. Sraron. Yes, sir. 

Senator Bennerr. Did you discuss this with the Portland Engi- 
neering Co.? 

Mr. Scunrrzer. Did T discuss this telegram, sir? Yes, I did. 

Senator Bennerr. This particular line with reference to the 
compressor. 

Mr. Scuntrzer. Yes. When I returned to Portland I showed the 
telegram to Mr. Newman and I gave him a copy of it. We discussed 
the entire thing and he pointed out the inaccuracy of the compressor 
and told me the very fact I later discovered, too, that he did not order 
(he compressor, we had ordered it ourself. 

Mr. Stsron. When did you show the telegram to Mr. Newman ? 

Mr. Scrnirzer. I believe it was about April 22, about a week after 
| returned to Salt Lake. 

Mr. Stmon. Are you certain of that? 

Mr. Scunirzer. Yes. 

Mr. Srwwon. Where were you when you showed it to him? 

Mr. Scunirzrr. In my office in Portland. 

Mr. Stwon. Who was present ? 

Mr. Scunirzer. Mr. Kahn, was in and out of my private office quite 
a bit. 

Mr. Stuon. Was Mr. Kahn present when you showed Mr. Newman 
the telegram ? 

Mr. Scunirzer. I would not so testify. 

Mr. Stmon. By that you mean you don’t know? 

Mr. Scunrrzer. I don’t know. 

Mr. Stuon. Anybody else present ? 

Mr. Scunitzer. No, sir. 

Mr. Simon. What did you say to Mr. Newman? What was the tel- 
egram when you showed him the telegr: am 4 
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Mr. Scunirzer. Mr. Newman came to my office helping me to pre- 
pare a letter to FHA showing the background in engineering of the 
propane plant. I told him of my conversation in Salt Lake with Mr. 
Day. 

Mr. Simon. Let me interrupt, if I may. Is this the letter you are 
talking about ? 

Mr. Scuntrzer. That is the letter that Mr. Newman came to my 
oflice to work out with me to send to the FHA. 

Mr. Simon. You have said once that he came to your office to help 
you prepare and a second time that he came to your office to work oui 
with you: is that right ? 

Mr. Scunirzer. It amounts to the same thing, doesn’t it, Mr. 
Simon ? 

Mr. Simon. I want to make certain. To what extent did Mr. New- 
man participate in writing that letter? 

Mr. Sousirzer. Actually Mr. Newman came to my office and I had 
a draft of a proposed letter which I gave to him and asked him to re 
view and see whether it would be satisfactory for his letter. 

Mr Simon. What difference was there between the draft and the 
final letter ? 

Mr. Scrnirzer. Mr. Newman found that my draft was svbstan- 
tially acceptable, with the changing, I believe, of one paragraph, 
Thet was the final draft that we used. 

Mr. Siuox. Do you have with you a copy of the draft as you origi. 
nally wrote it ? 

Mr. Scrnirzer. No, I do not, sir. 

Mr. Srvon. Anda copy of the draft as it was sent ? 

Mr. Scunirzer. No, I do not. 

Mr Simon. What change was made between the draft and the final 
letter? 

Senator Bennerr. Can you tell us which paragraph was changed ? 
You have testified it was changed only in one paragraph. 

Mr. Scrintrzrr. T have stated very little of it was actually changed. 

Mr, Staron. What was changed ? 

Mr. Scrntrzer. Mr. Newman indicated it was acceptable. I could 
not state exactlv. I don’t remember. 

Mr. Sron. Do you know if any of it was changed? 

“ty, Scrrnirzrr. Yes, sir. 

Mr. Simon. But you have no notion of what part was changed; 
is that right? 

Senstor Brennerr. By “changed,” vou mean that it was changed 
from the draft vou prepared in advance of Mr. Newman’s coming ? 

Mr. Scnwirzer. Thet is right. 

Senator Bennerr. Which you asked him to type and sign ? 

Mr. Scrrnrrzyr. No. We typed it, Senator. 

Senator Bennerr. You asked him to sign after it was typed in your 
offices ? 

Mr. Scuntrzer. That is right. It was a very small change. I don’t 
knew. one paragraph, as I reeall. 

Mr. Sion. What was that very small change? 

Mr. Scunirzer. I don’t remember the particular paragraph or the 
wording. 

Vie Srron. Do yeu have any idea of what the change was? 

Mr. Scirnirzer. No. I would not state. I don’t remember. 
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Mr. Suwon. Are you absolutely certain that it was a very small 
ange ? 

Mr. Scunirzer. I am positive that the change did not involve over 
one paragraph. 

Mr. Simon. Are you certain it was a very small change? By small, 
do you mean in the number of words involved or in the ‘significance of 
the change 4 

Mr. Scunirzer. No. I wouldn’t state in significance. I think we 
reworded perhaps a couple of sentences. It may have been as much 

asmall paragraph. I reeall his saying, “Well, Harold, 1 would like 
to change this this way.” I said, “Go right ahead.” 

Mr. Simon. Are you certain, Mr. Se initzer , the change was of no 
substantial significance ? 

Mr. Scunirzer. I am certain of that. 

Mr. Simon. You are absolutely certain of that? 

Mr. Scunirzer. Yes. 

Mr. Simon. Now, did you have in your office the stationery of the 
Portland Engineering Co. ¢ 

Mr. Scunirzer. Mr. Newman brought with him stationery and in- 
voices to my office, although we did have, I think, just a few sheets, 
not over 3 or 4 sheets. 

Senator Bennerr. When you say “invoices,” do you mean blank 
nvoice forms 4 

Mr. Scunirzer. Blank invoice forms; yes, sir. 

Mr. Simon. How did you happen to have blank invoice forms of the 
Portland Engineering Co. ? 

Mr. Scunirzer. I did not have them. I stated Mr. Newman brought 
them with him to my office on the 22d. 1 li ad had a phone call with 
Mr. Newman a few days before that in which I asked him to come to 
the office. 

(There was a conference between Mr. Schnitzer and Counsel 
Ifutchinson. ) 

Mr. Suwon. Didn’t you say you had a few of them there? Prior to 

April 22 did you ever have any blank stationery or blank invoices of 
the Portland Engineering Co. in your office ? 

Mr. Scuntrzer. Yes. We did have stationery. I know that. IJ 
don’t recall ever having invoices. 

Mr. Simon. Are you prepared to say you did not ha ave blank in- 
voices of the Portland Engineering Co. prior to April 22, 1954? 

Mr. Scunitrzer. I can only state that I know we had some st: itionery 
left over, inasmuch as we did all of the typing, various reports, and 
so forth, prepared by Portland Engineering. I do not recall person- 
ally having invoices 

Mr. Sion. Are you prepared to say that your company did not 
have any blank invoices of the Portl: ind Engineering Co. ¢ 

Mr. Scuntrzer. 1 do not remember pe rsonally, { am speaking of 
my own personal recollection, Mr. Simon. 

‘Mr. Simon. Did you personally ever ask Mr. Newman for any blank 
invoices ¢ 

(There was a conference between Mr. Sehnitzer and Counsel 
ITutchinson. ) 

Mr. Scunrrzer. It is my memory, Mr. Simon, that we did not pre- 
pare any invoices other than two invoices prepared on the 22d. 
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Mr. Stmon. My question was whether you ever personally asked 
Mr. Newman for blank invoices of his company. 

Mr. Scunirzer. I would answer that by stating I don’t remember. 

Mr. Simon. You don’t recall that you ever asked the man for blank 
invoices of his company ¢ 

Mr. Scunirzer. Not for blank invoices. I do know that my secre- 
tary asked for stationery on which to type his reports. 

Mr. Simon. My question is whether you personally ever asked Mr. 
Newman for blank invoices of his company ¢ 

Mr. Scunirzer. I cannot remember such an occasion. 

Mr. Simon. Can you say that you did not ask him for blank in- 
voices ? 

Mr. Scunirzer. If I cannot remember it, I wouldn’t say I did or 
did not. I cannot remember. If you have any evidence to the 
contrary, I would be glad to examine it. It might refresh my 
memory. 

Mr. Srmon. I ask you 

Mr. Scunirzer. | have answered it to the best of my ability. I 
don’t remember asking him. Isn’t that a satisfactory answer? Do 
you want me to testify to something I cannot recall 4 

Mr. Srwon. I merely want you to tell me whether you ever asked 
him for any invoices. 

Mr. Scunirzer. I do not remember. 

Mr. Stwon. I would like you to very carefully examine this letter 
that was dated April 22, 1954, and tell me if that is 1 of the 2 copies 
of that letter that you sent to Mr. Day at the Federal Housing Ad- 
ministration ? 

Mr. Scunrrzer. This is a copy. I don’t recall how many copies 
were sent, but apparently it has the FHA stamp of receipt on it, so 
it is a carbon. We sent an original along. I presume there must 
have been two copies. It is a copy of the letter prepared in my office. 
Mr. Newman and I worked on it. I was the author of most of the 
letter. Mr. Newman signed it. He found my draft was acceptable. 

Mr. Simon. You say you authored most of the letter ? 

Mr. Scunirzer. That is correct. 

Mr. Simon. Can you tell me the part you were not the author of ? 

Mr. Scunirzer. I don’t know. You asked me that question. You 
asked me what part Mr. Newman changed. I don’t recall. 

Mr. Simon. Will you examine the letter very carefully and tell me 
whether those are the same two sheets of paper that you presented to 
Mr. Newman when he signed the letter ¢ 

Mr. Scunirzer. They are the very identical sheets of paper. 

Mr. Simon. Now, the second sheet bears Mr. Newman’s signature ; 
is that right ¢ 

Mr. Scunirzer. I beg pardon ? 

Mr. Simon. The second sheet bears Mr. Newman's signature ? 

Mr. Scunirzer. Well, the entire letter was typed out at one time. 

Mr. Stuwon. My question is whether the second sheet bears Mr. New- 
man’s signature ? 

Mr. Scunrrzer. It does. 

Mr. Simon. Who typed the letter? 

Mr. Scruinirzer. My secretary. 

Mr. Stmon. What is her name? 

Mr. Scunirzer. Irene Moffett. 
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Mr. Srwon. Was the first page typed prior to the typing of the 

ond page ? 

Mr. Scunrrzer. Tt certainly was. 

Mr. Suwon. Is the first page of the document that you have in front 
of you the same first page that was attached to the letter when you 
eave it to Mr, Newman or has the first page been rewritten since the 

‘ter was signed by him? 

Mr. Scunrrzer. Mr. Simon, the entire letter as you now have it was 

bmitted to Mr. Newman, read by him, and signed by him. 

Mr. Suwon. The first page of that letter has not been rewritten 

ce the second page was signed by him 4 

Mr. Scunirzer. I certainly resent that. It was not. 

Mr. Srwon. My question is whether the first page was rewritten 
ifter it was signed by Mr. Newman ? 

Mr. Scuntizer. It was not rewritten after he signed it. 

Mr. Straon. You say that unequivocally ? 

Mr. Scunrrzer. I say that under oath. 

Mr. Stwon. You also say under oath that the first page was typed 
before the second page was typed ? 

Mr. Scunirzer. That is right. 

Mr. Srwon. And did your secretary type the second page imme- 

liately after finishing the typing of the first page? 

Mr. Scunirzer. I certainly believe she did. 

Mr. Suwon. She didn’t type the first page and then do an hour’s 
ork or half-hour’s work, or something else, and then come back and 
ype the sec ‘cond pi age ? 

Mr. Scunirzer. No, sir. Mr. Newman waited for the letter. Tle 
was in a hurry to leave my office. We typed the whole thing for him 
because I wanted his signature on it. I mailed it myself personally 
that evening. 

-_ Simon. Your secretary took no more time than was required to 

pe the two-page letter ? 

So. Scunrrzer. That is right. 

Mr. Simon. And she typed the first page first and then the second 
page / 

Mr. Scunrirzer. Yes, sir. 

ae Sion. Now, I show you a document which purports to be on 
ie stationery of Portland Engineering Co. dated May 5, 1954, ad- 

a8 to the Federal Housing Administration, and ask you if you 
have ever seen this letter before? 

Mr. Scunirzer. May I have the invoices, the enclosure ? 

Mr. Simon. Yes. I would like to take them one piece at a time. 

Mr. Scirnrrzer. I have seen this. 

Mr. Stuon. Who typed that? 

Mr. Scuntrzer. This was prepared in my office. 

Mr. Struon. What did you do with it after you prepared it? 

Mr. Scrrnirzer. I may have the complete document. I can recall 
the actual event. 

Mr. Srwron. Can't you tell me from looking at that sheet of paper 
vhat you did with it? 

Mr. Scunrrzer. It is addressed to the FHA, Salt Lake City, and 
#hviously it was prepared to be mailed to FHA. 

Mr. Sion. And it was mailed to FELA, wasn’t it? 

Mr. Scunirzer. I believe it was; yes, sir. 
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Mr. Suwon. You say you believe it was. Do you know whether 
it was? 

Mr. Scrurnirzer. I did not actually do the mailing. But I believe 
it was received. 

Mr. Stuon. Will you read the letter, please ? 

Mr. Scr Nivrzer. “Enclosed are copies of invoices to Harsh which, 
you recently requested.” It has got initials “L. C. N.” 

Mr. Son. What are those initials supposed to stand for? 

Mr. Scirnrrzer. The initials—I believe we went over that in Los 
Angeles. They are supposed to stand for Leonard Newman. 

Mr. Seon. What is Leonard Newman’s middle initial ¢ 

Mr. Scunirzer. I think it is L.C. N. My secretary prepared this. 

Mr. Sion. Was Mr. Day or anyone in FILA told you had prepared 
that letter, or prepared in your office and not by Mr— 

Mr. Scuntrzer. There has never been a discussion between myself 
and Mr. Day as to this particular letter after it was forwarded. 

Mr. Stwon. My question is whether you ever told Mr. Day that 
you prepared that or it was prepared in your office ? 

Mr. Scunirzer. No. The question was never brought up. It was 
never discussed. 

Mr. Staon. Now, I show you an invoice dated August 25, 1952, on 
the stationery of the Portland Engineering Co., and ask you if that 
Was typed in your office ? 

Mr. Scunirzer. Yes. I typed two invoices in my office. 
them with Mr. Newman. 

Mr. Simon. What day was that invoice typed ? 

Mr. Sc —* The best of my memory is that it was typed on 
April 22, 1954. 

Mr. ley What is the date of your letter to Mr.— 

Mr. Scunrrzer. I would not state for certain that it was typed 
on that date, but I do—— 

Mr. Siaon. My question is what is the date of the letter to Mr. 
Newman which accompanied the invoice? 

Senator Bennett. Letter to Mr. Day. 

Mr. Sion. To Mr. Day, excuse me. 

Senator Bennerr. May 5, 1954. 

Mr. Simon. While the letter is dated May 5, you think the invoice 
was typed on April 22; is that right? 

Mr. Scunirzer. I could not state for certain because there is doubt 
in my mind created by the fact that we didn’t forward them until May, 
but on April 22, Mr. Newman was in a great hurry to leave. It was 
about 4:30. We had gone over additional charges that had never yet 
been submitted to FITA. We went over the cost of the items. I have 
in my own handwriting notes between Mr. Day 

Mr. Simon. Just answer the question. All I have asked you so far 
is When it was typed. 

Mr. Scunirzer. I would not state that it was typed on the 22d. It 
was typed between the 22d and May 5, 

Mr. Siaon. You don’t know when it was typed 4 

Mr. Scunirzer. I couldn't say. 

Mr. Simon. Would you read the bill, please 4 

Mr. Scunirzer (reading) : 


I discussed 





For legal services of patent attorney reference clearance of use of instruments 


and patent research for Hill Field propane plant, Elmer A. Buckhorn, Portland, 
S5DG.OA. 
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hethe \fr. Simon. Is that the entire bill? 
Mr. Scunirzer. That is right. 
believe Mr. Simon. Did Mr. Newman hire Elmer Buckhorn to do legal! 


ervices for him ? 
\ir. Scunirzer. Yes, he did. 
whic] Mir. Simon. How do you know that? 
\Ir. Scunirzer. Because he told me so. 
Mr. Sion. Do you know that other than his having told you so? 
Ro \ir. Scuntirzer. I take his word. 
\ir. Sermon. My question is whether you know other than his having 


] 


ld you so 4 


.d thi Mir. Scuxrrzer. No, other than his having told me so I don’t know, 
epared Mr. Simon. How did you happen to type that invoice in your office 
er than having him type it? 

myself Mr. Scunirzer. Before April 22, 1954, LT phoned Mr. Newman and 

i | him that I had had a meeting: 

re ic. Beer, What was the date you phoned him ¢ 

; Mr. Scuxrrzer. [ could not state for certain. It was a day or two, 

Fé we maybe, before the 22d. I told him I had had a meeting with Mr. Day 
Salt Lake on April 15, apparently, and that we wanted to get all 

Ow the costs into the hands of the FILA so they could make some sort 

+P thas of a reasonable evaluation or allowances toward us for cost on this 
cellation work, and at that time Mr. Newman told me, says “Well, 

pata have got charges in that I have never billed you for yet.” J said, 

Well, for goodness sakes, let’s get the charges in, because y ill neve 


ive an opportunity of recovering after Sele moment, stn ‘this last 
. . ae . e 1 és > * a 
onsideration.” I said, “Please come to my ollice and bring some 


ped O , ma . 
voices with you so we can get these charges made out and send them 
to FHA.” 
“typ Mr. Srwon. Wouldn't the normal thing have been to ask him to 
; eq 


make out an invoice and send it to you or bring it over? 
ba hi Mr. Scunrrzer. Perhaps the formal w ay would he ave been, but Mr. 
. Newman and I hadn’t even discussed what these ec harges were. 
Mr. Stuon. The charge you are talking about now is presumably 
bill that he had to pay a lawyer? 
Mr. Scunirzer. That istrue. Why it hadn't been sent to me I don’t 
lOW, 
Mr. Simon. Why didn’t he Just prepare the bill and send it to you 
nstead of coming over to your offi e? 


invoices 


s doubt 


ft how. Mr. Scunirzer. Because he was going to come to my office anyway 

eect to work on this letter. 

ode Yel Mr. Simon. That was to be 2 days later, wasn’t it ? 

T have Mr. Scroxtrzer. All right. He was bringing over—the typing 1h 
ny office was just as quick as putting them through the mail. Further- 

aa Ps more, Mr. Newman does not have a secretary to my knowledge, and 
we did practically all of the typing of all correspondence with the 

Od. it exception of invoices which he or his son typed. 


Mr. Simon. Did he ever show you a bill from Elmer Buckhorn for 
that amount ? 

Mr. Scunirzer. No, he didn’t show me. T took his word for it, that 
le had spent that money, or did have the obligation to pay it. 

Mr. Stwonx. When did he tell you that he had the obligation to 


Buckhorn in that amount ? 
ruments 


ortland, 
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Mr. SCHNITZER. Specifically I have a record, my own handwriting, 
made on April 22. I know of that occasion. 

Mr. Simon. My question is when he told you. 

Mr. Scunirzer. On April 22 he told me he had an obligation. He 
gave me the dollar amount. 

Mr. Simon. Did he ask you to prepare a bill for him? 

Mr. Scunirzer. No, he didn’t ask me. I told him that we were 
going to submit a bill and that I would type a bill for him and put 
it in. We would prepare the invoice. 

Mr. Sruon. You told him that on April 22? 

Mr. Scunrrzer. That is right. 

Mr. Simon. You are absolutely sure of that? 

Mr. Scunirzer. I am positive. 

Mr. Simon. Now, I show you another invoice of Portland Engineer- 
ing Co, to Harsh Investment Co., dated September 25, 1952, and I 
ask you if that is the second invoice which accompanied the letter to 
Mr. Day of May 5% 

Mr. Scunirzer. Yes, this is the second invoice I referred to. We 
prepared two invoices for services that had never been billed and pre- 
sented to FHA. 

Mr. Simon. What is the date of the invoice you hold in your hand? 

Mr. Scunirzer. September 25, 1952. 

Mr. Simon. When was it typed! 

Mr. Scunirzer. It was typed between April 22 and May 5, 1954. 

Mr. Srumonx. Why was it dated back a year anda half? 

Mr. Scunrrzzr. Can we discuss what the item is and I would like 
to give you a full explanation. I think we have a very adequate and 
very reasonable explanation. 

Mr. Stwon. Will you read what the item is? 

Mr. Scunitzer. Yes. The invoice itself is for engineering services 
of Mr. Kershaw and Tom Henshaw, independent reports on utilities 
for Hill Field and also for architectural services of Harry G. Smith, 
architect, Portland, Oreg., $695.84. 

Mr. Suwon. Why was the bill dated back to 1952 when it was mace 
out in 19547 

Mr. Scunirzer. The reason these two invoices Daa dated back, 
it ismy memory that I dicussed the matter with Mr. Newman. 

Mr. Simon. When did you discuss it with him 4 

Mr. Scunirzer. On April 22, 1954. If you will refer to his state- 

ient of June 8, 1953—— 

Mr. Simon. My question is why did you date them back 2 years? 

Mr. Scunirzer. On the statement of June 8, 1953—— 

Mr. Srmon. My question 

Mr. Hureninson. He is trying to answer your question. 

Mr. Sruon. If he will tell me. 

Mr. Scunitzer. I am trying to tell you but you habitually try to 
cut me off when I try to give an answer. 

May I have the courtesy of trying to giveac omplete answer? 

Mr. Suwon. I want the answer to one question once in awhile. 

Mr, Scunirzer. I will give it to you if you will be patient. These 
facts are important. I have appe ared before you twice and asked for 
a full opportunity to explain it last week, and you asked I come here 
and TL came without subpena. 

Mr. Simon. Let us check that. 


You came under subpena. 
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Mr. Scunirzer. Not to my recollection. You asked me to. 

Mr. Stmon. You were served with a subpena to appear in Los 
Angeles, weren’t you ? 

Mr. Scunitrzer. Yes. 

Mr. Sron. You were ordered by the chairman of the committee to 
return here. 

Mr. Scunirzer. Nevertheless, we are here, are we not? 

Senator Bennetr. The subpena is still in operation. 

Mr. Sruon. The subpena is still in effect. 

Mr. Scunrirzer. On the statement of June 8, 19538, you will find the 
very two, first two invoices, items 6360 and 6429, both of them dated 

September 25, 1952, in the amount of $695.84 and. $556.04. Those two 
items—those items were not presented to Mr. Day, never presented to 
FHA. 

Mr. Stuon. Which two items were never presented to FHA ? 

Mr. ScHnitTzer. 6380 and 6429, because they were engineering serv- 
ces, and T have had a discussion with Mr. Day in Salt Lake on April 
3. pee told him that on the change order 77, ‘the item of $15,100, al- 
though it was an estimate of total billing for engineering—not cancel- 
lation cost for items, engineering, that we were not trying to bill him 
twice for engineering services, as suc < Now, when I returned to 
Portland, I went over this item with Mr. Newman. 

Mr. Stmon. Give me the date. 

Mr. Scunirzer. He gave me on April 22, 1954-—— 

Mr. Simon. Who was present ? 

Mr. Scunitzer. Mr. Newman and myself in my office. 

Mr. Srmon. No ~ else present ? 

Mr, Scunitzer. I stated Mr. Kahn was in and out. 

Mr. Simon. This was the same day he was in a hurry and the letter 
was signed ? 

Mr. Scunirzer. That is correct. 

Mr, Simon. The same meeting, too; is that right? 

Mr. Scunrrzer. That is right. We discussed all of the various 
charges that had not. yet been presented to me by him in his official 
invoice form. As TI have stated before, I told him, “We have to get all 
of the charges in if we are going to receive some consideration. * He 
vave me certain items. He listed for me, and I took down in my 
handwriting, he took down partial fabrication of gas detector, $150. 

Mr. Srmon. What is that / 

Mr. Scrnirzer. Partial fabrication of a gas detector. 

Mr. Staon. Where is this? 

Mr. Scunrrzer. In my handwritten notes, these additional costs. 

Mr. Simon. He told you on April 22 he had those costs 

Mr. Screnrrzer. He had these additional costs, and we had to meet 
these additional obligations. His costs became my costs. He was—— 

Mr. Suwon. On April 22, in your office ? 

Mr. Scunirzer. That is right. 

Mr. Stuwon. Mr. Newman was telling you of additional costs that 
he had for which he hadn't billed you; is that right? 

Mr. Scunrrzer. That is right. 

Mr. Simon. All right. 

Mr. Scunrrzer. Partial fabrication of a gas detector, in the sum of 
$150; two escyloscopes, and their parts, $275. One frequency gen- 
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erator, S85, attorneys for patents, he gave me 3 figures, $490, $50, $30, 
or a total of S570, 

Mr. Sron. Did he tell you who the three lawyers were? 

Mr. Scuntrzer. No; he didn’t tell me. He told me 
Elmer Buckner. 

Mr. Staron. Three figures are for one lawyer? 

Mr. Scnnirzer. That is right. He told me he had architectural 
expenses for $50, or a total of 8620 for professional services. That 
he hadn't billed me for. I then told him if these are the total costs 
and I jotted down the totals, the architects and attorney's fees, esci]- 
los Scopes : and instruments, that T had never received a billing for them, 
and that T had never presented any evidence or claim for compensa- 
tion to FILA, totaled $1,130. I told him it was very important. Te 
had nso told me part of this on the phone prey iously before he cane 
That is why he brought some invoices at my request 
we could prepare invoices and get them into FHA’s hands for the 
additional cost of $1,100. 

Mr. Stuonx. You did ask him to bring invoices? 

Mr. Scuw~trzer. I so testified. 

Mr. Srvon. I asked vou 6 or 7 times, and vou persisted—— 

Mr. Scuynrrzer. T beg your pardon, Mr. Simon. Before the phone 
conversation which T asked him. 

Mr. Sturon. No. 

Mr. Scunrezer. Shall we have the record read? 

Mr. Sion. The record will show I asked you whether before April 
22 you ever asked him for invoices. 

Mr. Scunrrzer. I stand corrected. IT must have misunderstood you. 
On one occasion 1 do recall, and IT want the record to so testify. | 
nan ed : to come to my office on April We discussed certain 
charges we had not billed. and at that time [asked him to bring some 
invoices, and we would prepare invoices for FHA to cover these pre- 
viously unsubmitted costs. 

Mr. Stuwon. What reason did you give Mr. Newman for bringing 
the invoices to your office? 

Mr. Scuynrrzer. I wanted prepare—— 

Mr. Simon. Not what you wanted. What reason did you give him‘ 

Mr. Scurnirzer. I told him I wanted to prepare invoices at that time 
so there would be something on record to substantiate additional costs. 

Mr. Sron. Invoices for FHA ? 

Mr. Scrntirzer. For their consideration, their review; that is right. 

Mr. Simon, You told us about the $620. All I wanted you to tell 
me was why it was dated September 25. 

Mr. Screntrzer. I will get to it if you will let me. It is quite a 
long story. 

The total on these charges he told me about on April 22, 1952, if 
you will add them up, they total $1,130. In addition to that, I told 
Mr. Newman, I said, “While you are talking about charges you haven't 
viven me it now strikes me T haven't even submitted to FHA additional 
costs that have never been submitted to FHA, either change order 61 
or change order 77: that is, costs that Harsh paid directly to Mr. 
Henshaw and Mr. Kershaw. Those two gentlemen were independent 


was Mr. 


, 


to my oO: Mice, 


engineers, hired, selected by Mr. Newman, but hired at the request. 
independent engineers were requested to corroborate Mr. Newman's 
Phat request came from Washington and Air Force. He 


repe ITS. 
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mitted the invoices to me and I paid them, but had forgotten 
ut it. 

\ir. Simon. How much did Kershaw——— 

\ir. Screnrrzer. My record shows I paid the total of $125. 

‘Ir. Srron. One hundred to one and 25 to the other / 

\iv. Scunirzer. That is right. 

Mir. Simon. Isn't it a fact that is the only money they ever billed 

body for or were paid In connection with tl iis pl: int / 

Mr. Scunitzer. Henshaw and Kershaw were $125 together. 

\ir. Sraon. That is all they bill anybody for, all they were paid by 

vbody 4 
‘iv. Scuntrzer. To the best of my knowledge. 

Ir. Sruon, The bill you have before you to the extent it is more 
in $125, you don’t know the right word, but it is not a legitimate 
Mv. Scunirzer. Just a minute. 

Vir. Simon. Is that right / 

Mr. Scunirzer. I can’t answer that until I have answered the pre- 

us question, I haven't finished answering the previous question. 

u have cut me off. 

Mir. Simon. Let us answer this one. Is that bill not a legitimate 
| tothe extent it is for more than $125? 

Mir. Scunirzer. The bill does not show Kershaw and Henshaw 
receiving more than $125. It doesn’t break it down. 

e April Mr. Simon. Who is the third fellow, Henry Smith? 

Mr. Scrnirzer. That is right. 

od vou. Mr. Sron. How much was he to get of that bill? 

tify. | Mr. Scrntrzer, Apparently, I have never seen the bill, but the total 

certain » professional services amounted to $620 for lawyers and attorneys. 

1 SON Vir. Semon, Do you “sae how much Smith was to get ¢ 

ase DI Mr. Scrnrrzer. From the notation which I have, according to Mr. 

\ir. Newman, it was S50, 
ringing Mir. Simon, That would be S175 for the 3 of them ? 
- Mr. Scunirzer. Allright. I grant vou there was ae for the 3 
Ir. Simeon. Isn't that bill an illegitimate bill to the extent it is ‘for 
e him! ore than S175? 

i me Mr. Scunrrzer. No: it is not an illegitimate bill. The bill is in- 
curate, but there is no atten ipt to deceive and there is no deception 
this day because FEA was interested in total costs, and if you will 
id these 2 bills, Mr. Simon, you will find that the 2 bills add up to 

and, in fact, IT was obligated for a total of 11—rather. 


Mir. Staron. Mr. Schnitzer, T withdraw my question as to why you 
ited the bills September 25, 1951, because I don’t think we have 
ine to get to that. 

[ now would like to ask you whether the bill you hold in your hand 
haven’ not an illegitimate bill to the extent it 1s for more than $175? 
litional Mir. Scunirzer. The bill in the deseription itself is inaccurate, but 
rder 6 he total amount of the two bills is not inaccurate. 
to M Mr. Simon. Did those three—— 
ender Mr. Scunrrzer. To the best of my knowledge. 
request. Mr. Simon. Did those three people ever receive more than $175? 
wman Mr. Scunirzer. I did not. pay the architect. I can’t say what he 
e. He vot. I know we paid Henshaw and Kershaw and they got $125. 
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I know on April 22 Mr. Newman told me of additional obligations 
I would have to meet amounting to $1,130, and I had never previously 
submitted such a bill to FILA. 

Mr. Simon. Please answer my question. I am talking only about 
Kershaw, Henshaw, and Smith. Did they ever bill anybody for more 
than a total of $175 in connection with this propane ph uit ¢ 

Mr. Scunirzer. [| don’t know what Smith billed, Ma. Simon, | 
haven't seen the bill. 

Mr. Simon. You have testified here a minute ago that Mr. Newman 
told you that Smith had billed him for $50; is that right? 

Mr. Scunirzer. That is what Mr. Newman told me; yes. 

Mr. Simon. What is the bill you have in front of you? How much 
is that for? 

Mr. Scunirzer. The bill which we prepared was $605.84. There 
was a reason for preparing it in that total amount. 

Mr. Simon. I just asked you what the amount was. 

Mr. Scunirzer. Yes, sir. 

Mr. Simon. Did anybody ever get billed by the other 2 people, Ker 
shaw and Henshaw, for more than $125 ¢ 

Mr. Scunirzer. Not to my knowledge. 

Senator BeNNeErr. In connection with the propane. 

Mr. Simon. In connection with the propane plant. 

Mr. Scunirzer. Not to my knowledge. 

Mr. Simon. Isn't that bill an illegitimate bill to the extent of $520? 

Mr. Scunirzkr. There is no suc he thing as an illegitimate bill. 

Mr. Srmon. A phony thing? 

Mr. Scunrrzer. We are try ing to get—— 

Mr. Simon. Isn't it a phony, then / 

Mr. Scuntrzer. It isn’t a phony ; no, sir. 

Senator Bennerr. May [ask a question / 

Did Mr. Newman see that bill before you submitted it to FHA in 
Salt Lake? 

Mr. Scunirzrr. As I have stated, it was prepared apparently be- 
tween April 22 and May 5. I don’t know whether I actually prepared 
it in the office at the time. I asked Mr. Newiman to st: iy, to send it 
off, and that is why the letter of enclosure was not signed, but he did 
know the fact that we were going to send it. 

Senator Bexnerr. You didn’t answer the question. Do you know 
whether Mr. Newman saw either of those bills before you submitted 
them with a letter signed with his initials to the Salt Lake City office? 

Mr. Scunirzer. I don’t know. I know we were ina hurry. 

Mr. Simon. Do you know whether he ever saw them after they were 
submitted ¢ 

Mr. Scunirzer. I don’t know, sir. 

Mr. Simon. Do you know whether he ever saw them ? 

Mr. Scunirzer. I know I discussed them with him again last week. 

Mr. Simon. Do you know whether he ever saw the bills prior to your 
testimony in Los Ange les? 

Mr. Scunirzer. I do not remember, sir. 

Mr. Simon. Did ge ever show ent to him pr ior to your testimony ¢ ¢ 

Mr. i uNirzer. | don’t remember whether I showed him the in- 
voices. I do recall asking him to wait for the letter to be finished, and 
he did so. 

Mr. Stmon. That is the letter 
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Mr. Scunrrzer. It told him I would get invoices in the mail. I know 
he did not see this particular letter typed because the secretary typed 
(his after she had typed the other documents. 

Mr. Stmon. Is it your unequivocal testimony that Mr. Newman gave 
you the figures for the two bills that are for $695, one of them, and 
what is the amount of the other one? Of the two bills IL have been 
talking about ? 

Mr. ScHNIrzer. $556.04. 

ie Simon. You typed in your office these two bills dated September 

, 1952, one for $556.04 and the other one for $695.84; is that right? 

"Me. Scunirzer. That is right. 

Mr. Simon. Is it your unequivocal testimony that Mr. Newman gave 
you the information contained in these bills, and authorized you to 
submit the bills to FHA ¢ 

Mr. Scunrrzer. | have not testified that way ; no, sir. 

Mr. Simon. It isn’t your testimony ¢ 

Mr. Scunirzer. No. I testified he gave me the information as it 
appears on that statement. I have testified that Mr. Newman gave 
me 

Mr. Sruon. Wait a minute. By “statement,” do you mean these 
invoices ? 

Mr. Scuntrrzer. Those invoices, yes. He did not prepare them, did 
not give me the information as it appears there. 

Mr. Stmon. Please answer the question. 

Senator Bennetr. The question has nothing to do with Mr. Newman 
preparing them. Listen to the question again. 

Mr. Simon. Did Mr. Newman give you the inform: ition contained 
in the 2 invoices, dated September 25, 1952, 1 for $556.04, the other 
for $695.84 ? 

Mr. Scunirzer. Part of your statement can be answered by saying 
that Mr. Newman gave me the information regarding additional serv- 
ices that had never been yet invoiced. He did not give me the dollars 
as they appear in that statement because I have testified we prepared 
the statement to total the amount of the charges that he advised me 
on the 22d of April. 

Senator Bennetr. What you are testifying is that Mr. Newman 

cave you the total and you prepared these two invoices to m: atch the 
oe al that he gave you? 

Mr. Scunirzer. He gave me total charges of $1,150 that had never 
yet been billed. 

Mr. Simon. Mr. Schnitzer, did you say now that Mr. Newman told 
you on April 22 that he had $1.251.08 of unpaid bills? 

Mr. Scunitzer. No. I did not testify to that. 

Mr. Simon. What did he say in this respect ? 

Mr. Scunirzer. Mr. Newman gave me costs which I want into the 
record, 1 want it made an official part of the record, and those costs 
totaled, according to my addition, $1,130 

Mr. Simon. Even ?/ 

Mr. Scunirzrr. Yes. 

Mr. Simon. What were the costs he gave you totaling $1,130 ? 

Mr. Scunirzer. I will repeat them again. Partial fabrication of 
gas detector inthe amount of $150. 

Mr. Srwon. Let me ask you this question: Did he give you—did he 
tell you on that day he had an obligation for legal services of a patent 
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attorney, re clearance of use of instrument and eae research for 


Hill Field propane plant to Elmer A. Buckhorn of $564.54 ? 

Mr. Scunrrzer. No: not in that amount. He told me he had at- 
torneys’ bills in the amount of $570, 

Mr. Simon. Did you prepare this bill which would lead one te 
believe that he owed Buckhorn $556.04? 

Mr. Scunirzer. We prepared that bill. Iso testified. 

Mr. Srwon. Isthat an error? 

Mr. Scunirzer. It isanerror. It is understated. 

Mr. Simon. It should be how much # 

Mr. Scunirzer. $570. 

Mr. Stuon. Even? 

Mr. Scmnirzer. According to the figures that he gave me on that 
date. 

Mr. Simon. Did he tell you on that date that he had an obligation 
for engineering services of Chet Kershaw and Tom Henshaw, inde- 
pendent utility reports for Hill Field, and an obligation for archi- 
tectural services of Harry G. Smith, of Portlan® in an amount of 
SG595.84 2 , 

Mr. Scunitzer. No: he did not. 

Mr. Sruon. Did he tell you he had any obligation to that ? 

Mr. Scunirzer. Yes. 

Mr. Stwon. What was the obligation to those three men he told 
you he had? 

Mr. Scunirzer. He told me he had the obligation for the architect. 

Mr. Sitwon. That is Smith ? 

Mr. Scunrrzer. That is right. 

Mr. Simon. Of how much ? 

Mr. Scunirzer. My notes show $50. 

Mr. Simon. Did he tell you he had an obligation to Kershaw or 
Henshaw 7 

Mr. Scunirzer. No. IT have stated in the record that the Henshaw 
and Kershaw obligation were paid directly by myself. I had never 
built them. 

Mr. Stuon. Then this bill is a phony, except for the $50; is that 
right ? 

Mr. Scunirzer. T don’t think your use of the word “phony” is 
proper because I think the explanation will clearly show that there 
was no intent to defraud, 

Senator Bennerr. May I interrupt at this point ? 

Mr. Scunirzer. Yes. 

Senator Brennerr. I think you have testified that so far as you 
know Mr. Newman never saw these two invoices between the time 
they were prepared in your office until you met him last week. 

Mr. Scuxirzer. I could not state for certain. 

Senator Bennerr. How do you suppose Mr. Newman would enter 
these invoices on his books? How would he proceed to collect? 

Mr. Scunrrzer. Senator, they were not intended for Mr. Newman 
to enter them on his itscilice. Mr. Newman told me he was going to 
give me a billing later for the additional amount, and T wanted at 
that particular time, that is why I asked him to bring some invoices 
over—to substantiate in some form some cost to show these additional 
charges that FHA knew nothing about, and that I up until that 
time 
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Senator Bennerr. Am I to understand these were interim invoices 
vou were going to submit in some form, but in an amount approxi- 
mately equal to the amount you expected Mr. Newman to bill you for 

ter ? 

"he Scunirzer. That is, I think, essentially the fact. 

Senator Brennerr. Did you present them to FILA as interim 
invoices ¢ 

Mr. Scunirzer. They weren't presented as interim invoices or as 
(inal invoices. They were presented to FEA to record additional 
dollar amounts that were incurred. 

Senator Bennerr. When you get an invoice from responsible sup- 

pliers do you expect that that is an accurate statement of the material 
or services represented by the invoice 

Mr. Scunrrzer. I do, Senator. 

Senator Bennerr. Then, isn’t it fair to say that to that extent, at 
least, these invoices are phonys ¢ There is no spec ‘itic—IL won't say it 
that way—there is not a completely—these are not completely accurate 
with respect to the charges that you expected to get later on from Mr. 
Newman / 

Mr. Scunirzer. That, Senator, I think is correct. 

Senator Bennerr. But as far as FHA in Salt Lake is concerned, 
have you ever presented any correction of these invoices ? 

Mr. Scunrrzer. No, Senator. We have never had an opportu- 
nity to. 

Senator Bennerr. You have never had an opportunity. You had 
an opportunity beginning with the next mail to correct the invoices 
and supply them. 

Mr. Scunrrzer. Well, Senator, if I can state to you the reason that 
these were submitted as interim invoices, why I went to the trouble of 
getting them prepared, T think would answer the whole thing. 

Senator Bennerr. If I understand you thoroughly, why didn’t you 
put on here “These are interim invoices. C orreeted invoices will be 
supplied when the accurate information is obtained” 

Mr. Scrnirzer. Senator, I agree it should have a done that way. 
It is an error on my part. Actually, as to dollars, as you now know, 
there was no inaccuracy as to additional dollars to be charged. 

Senator Bennerr. These are not invoices of the Portland Engineer- 
ing Co. They are invoices of Harsh Investment Co. submitted to 
FHA on Portland’s invoice forms. 

Mr. Scrintrzer. With the knowledge of Portland Engineering Co. ; 
that is right. 

Mr. Simon. Not containing information given you by Portland 
Kngineering Co. 

Mr. Scunirzer. It contains, I think, substantially all the informa- 
tion contained in there came from Portland Engineering except for 
the items of Kershaw and Henshaw which we added on and wanted to 
cover through that interim invoice without submitting our own invoice. 

Senator Bennerr. You gave Mr. Sinon a list of mater ials, in reply 
to his question, and pr oducts and other services totaling six-hundred- 
odd dollars; is that right, beginning with something about $150 for 
change in a propane plant. Why didn’t you put that on the invoice ? 
Why “did you say that this $695 was solely for the engineering services 
of these three men? You have testified that if you add these two 
invoices together you have an amount that approximately equals an 
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amount which Mr. Newman said you still owed him, and yet in order 
to make up that amount you included bills you had already paid to two 
professional men, about which Mr. Newman, if he knew anything, 
certainly in which he had no part. 

Mr. Scunirzer. Senator, I am glad you asked me that because I 
think we are finally getting things cle: ir. The reason it was done that 
way was, one, for expedienc’ y and convenience because I did not want 
to deceive FILA as to total dollars of charges. 

Mr. Stuon. If you didn’t want to deceive them why did you give 
them a bill for $695, including the services of 3 people, who never billed 
anybody more than $175 ¢ 

Mr. Scunirzer. Well, Mr. Simon, let me answer the question and 
you will have the whole thing for yourself. 

We will save the Government a lot of money on these hearings. 

Mr. Simon. Just tell me why you billed $695 for services that cost 
Portland Engineering $50 and cost you $1257 

Mr. Scunrrzer. I have alre: idy testified that there was a total of 
$1,100. 

Mr. Sion. W hy did you send this bill in for $695 when the charge 
was $175 ? 

Senator Bennerr. Why didn’t you prepare an invoice—— 

Mr. Scuntrzer. I have stated the description on some of those items 
is inaccurate, but the total dollars add up correctly. 

Mr. Simon. It iscompletely false, isn’t it ? 

Mr. Scunirzer. No, it is not completely false. 

Mr. Stmon. Isn’t this false to the extent of everything over $175? 

Senator Bennerr. If this invoice stood alone by itself with no 
relation to anything else, isn’t Mr. Simon's statement correct ? 

Mr. Scuntrzer. If you were to ask what Henshaw and Kershaw and 
Smith billed, at least as to Henshaw and Kershaw I could testify the 
amount was $125. TI have stated we were trying to get to FHA—— 

Mr. Simon. They billed that to you? 

Mr. Scrnrrzer. That is right. 

Mr. Simon. Not to Portland Engineering? 

Mr. Scunirzer. We were trying to get to FILA for expediency. 
We were against a time limit. We had worked almost a year on this, 

Senator Bennerr. Does it take any more time to tell ‘the truth to 
FHA than it does to submit them this kind of a mixed up monkey 
business ? 

Mr. Scunirzer. Senator, if you had gone through what I had gone 
through you would know sometimes it is impossible to get over the 
facts to FITA at times and other times it is. 

Senator Bennerr. Wait a minute. Are you trying to say it is im- 
possible for Mr. Schnitzer to tell the truth sometimes? 

Mr. Scunirzer. I am not saying that at all, sir. I think I have 
been perfectly candid and honest with FHA at all times. 

Senator Bennerr. If you had been candid why do you submit them 
an invoice that has no—well, it has a, possibly a’ minor, relationship 
to fact to the extent that the amount that Mr. Newman paid to Harry 
Smith? That is the only- 





Mr. Scunirzer. Senator, isn’t it a fact ev entually what we are seek- 
ing is, Am I asking for more dollars than I am entitled to? 
Senator Bennerr. No. That isn’t what we are seeking. The thing 
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we are seeking right now is, Are these documents upon which you 
based your request for dollars, dependable, or are they false ¢ 

(There was a conference between Mr. Schnitzer and Counsel Tlateh 
ae : 

Mr. Scunrrzer. Senator, I will answer your question. 

Mr. Woremnxson. LT think it requires an answer. We are prepared 
to give one, sir. 

Mr. Simon. I would like to ask him one about this truth to FITA, 
and time. You apparently were interested in both truth and time. 

Mr. Scurxrrzer. We were very much pressed for time. The signifi- 
cance Was tremendous. 

Mr. Stwonx. On May 8, 1954, which I think is about 4 months ago, 
did Mr. Newman send you a complete and final bill for the Till Air 
I orce B: ase job ¢ 

Mr. Scunirzer. I believe that is the date of this final billing; yes, 
sir. 

Mr. Simon. And I show vou a copy of it here dated May 3, 1954, 
his invoice No, 7537, a complete and final bill for 5392. Did you re- 
ceive that at or about that date / 

Mr. Scunirzer. [ did. 

Mr. Simon. And up to and including this very minute, have you 
ever made that bill known to FHA ? 

Mr. Scunirzer. Mr. Simon, the change order, the whole matter is 
dead matter. 

Mr. Simon. My question is—— 

Mr. Scunirzer. No, sir; I did not make this bill known to FHA 
because they were disinterested. They turned the matter down months 
before. 

Mr. Stwon. The truth is that the complete and final bill of Mr. 
Newman was $5,300 and whatever dollars that shows: is that right? 

Mr. Scunirzer. That is the amount of his final billing which was 
unknown to me on April 22. 

Mr. Saron. But it was known to you on May 3, wasn’t it? 

Mr. Scunirzer. Yes; it was. 

Mr. Sruon. And to this very minute you have never told FHA 
that that is his final bill? 

Mr. Scunirzer. No. I beg—I want to stand corrected on that. 
Rather, I want the facts to be known. Mr. Day and I discussed the 
actual bills. Mr. Day told me after April 22, I believe sometime in 
May, that he was going to ask Mr. Newman for the copies of his bills, 
and I told Mr. Day that that was perfectly all right, and that he 
could do so. Iam sure that he got the copy of this directly. 

Mr. Stuon. Up to this very minute did you ever tell FHA that 
the Portland Engineering bill was five-thousand-three-hundred-some- 
odd dollars ¢ 

Mr. Scunrrzer. I have never discussed the matter with the FHA 
since April 12, other than the fact that at one time in the FHA office 
Mr. Day told me he was going to check with Mr. Newman, as to the 
exact amount of billings, because there was confliction, and there was 
doubt as to what the correct amounts were, and I told Mr. Day that 
it was perfectly satisfactory. 

Mr. Simon. So far as you are concerned, this January change order, 
which says you had an account pay able—an account pay able—to New- 
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man, of $15,100, you have never told FITA that the final bill was 
$5,300: 1s that right? 

Mr. Scunrrzer. Well, Mr. Day told me he was going to get a copy 
of the final amount. 

Mr. Siaron. My question “ whether you told him? 

Mr. Scunirzer. No, sir. I did not tell him that although we did 
discuss in Mr. Day’s office, and I believe after he received a copy of 
this final billing, I think the discussion was held in May or June, 
early June, Mr. Day told me the total amount of invoices that he had 
received from Portland E ngineering, and—— 

Mr. Simon. When did Mr. Day tell you he had received that invoice / 

Mr. Scunirzer. This particular one? 

Mr. Staton. Yes. 

Mr. Scunrrzer. I don’t know whether he told me about this 
particular one. 

Mr. Simon. Isn't that the only final invoice ? 

Mr. Scunirrzer. No. It is the final invoice, according to the 
descr iption, but there were other invoices aside from the $5,392. 

Mr. Siaon. Were they later or earlier than that ? 

Mr. Scunirzer. Previous to that. 

Mr. Stiwon. This is the final invoice then ? 

Mr. Scunirzer. That is right. That is the dese ‘ription. 

Mr. Srwwon. Did vou discuss that very invoice with Mr. Day ? 

Mr. Pen aiatee I don’t know whether Mr. Day produced the 
invoice, but Mr. Day did tell me that he had total invoices amounting 
to some 87,000 from I ort ind Engineering. 

Mr. Simon. My question is whether you discussed with Mr. Day 
the final invoice, and if so, when ? 

Mr. Scunxtrzer. We discussed the final billing. I don’t recall Mr. 
Day showing me this particular invoice. 

Mr. Srwon. Do you know whether Mr. Day has ever seen that 
Invoice ? 

Mr. Scunirzer. I don’t know. Mr. Day told me that he knew of 
and had verified independently some $7,000 worth of charges. 

Mr. Simon. When did he tell vou that? 

Mr. Scunirzer. He told me that in M: ay or June of this year. 

Mr, Simon, Was that in person or over the telephone ? 

Mr. Scunirzer. That was in his office. 

Mr. Stmon. You were in his office, then ? 

Mr. Scunrrzer. I have been in his office, I think, practically every 
month. 

Mr. Siaron. Can vou fix the time closer than May or June when he 
told you he had verified the final cost ? 

Mr. Scunirzer. I can’t fix the time any closer than that. 

Mr. Sraonx. Was anybody with you? 

Mr. Scunirzer. I don’t remember. I have had various people in 
my organization accompany me, but T don’t recall. 

Mr. Simon. Do you know whether anybody was with you on that 
day ¢ 5 

Mr. Scunrrzer. I would rather not state that there was somebody. 
1 don't reeall, 

Mr. Simon. Do vou know whether it was in the morning or after- 

oon / 

Mr. Scunirzer. No, I don’t. 
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Mr. Simon. Going back to this change order 77, do you have a copy 
in front of you? 

Mr. Scunrrzrr. Yes, I have a copy. 

Mr. Simon. The item of $998.50, is that a phony d 

Mr. Scunirzer. Well, that was prepared, taken, as I say, in Jan- 
uary of 19—April of 1953. 

Mr. Srwon. It says at the top 

Mr. Scunirzer. I don’t know who put the figure in. I think they 
referred to some bill. There was some evidence in the ofliee—— 

Mr. Stwon. I would be grateful if you answer the question. Does 
the sheet refer to propane plant costs ¢ 

Mr. Scunirzer. Yes. 

Mr. Suwon. Was there ever a propane plant cost of $998.50? 

Mr. Scunirzer. I have never examined the actual bill for that 
Sullivan & Landers compressor, and I can’t state. 

Mr. Simon. Was there ever a bill for a Sullivan & Landers com- 
pressor in any amount ¢ 

Mr. Scunrrzer. | cannot tell you because I did not refer to this. 
I did not prepare it. 

Mr. Simon. You did submit it, though ? 

Mr. Scunrrzer. Well, I signed it. I do sign quite a bit of corre- 
spondence in my office, prepared by my subordinates. 

Mr. Simon. But you have no knowle dge—— 

Mr. Scunirzer. 1 will say ny subordinates are human like ever'y- 
body else, and they are not infallible. I found that time and again. 

Mr. Sumon. Is there any obligation to Sullivan & Landers for a com- 
pressor for $998.50 ¢ 

Mr. Scunirzer. Whether there was one at the time, I don’t know. 
I know at this present time that there is no obligation for a compressor. 

Senator Bennerr. You say you did not know whether there was one 
at the time, and yet on April 13 you put in that wire: 
We also ordered for your account 1 compressor manufactured by Sullivan & 
Landers, original purchase price $998.50 for which we have separately charged 
you 40 percent cancellation charge. 

Mr. Scunrrzer. Senator, as I have testified, that wire was imaccu- 
rate to a great degree. I was recalling from memory. I had recalled 

cancellation charges amounting to about 20 or 30 percent plus our 
Siaaedtides charges, and IL thought the 40 percent—— 

Senator Bennerr. Is there actu: ally any cancellation charge on this 
change order list that you submittec l? 

Mr. Scunirzer. Why certainly there was. 

Mr. Straron. Which ones are cancellation charges 4 

Mr. Scunirzer. Several of them were substantiated on April 13, 
right to Mr. Day by invoices. 

Mr. Stwon. Which ones were ? 

Mr. Scuntirzer. Several subsequently. 

Mr. Simon. Which are cancellation charges 4 

Mr. Scunirzer. Klingbell & Ottinger, Garret Freight Lines. 

Senator Bennerr. What did you cancel at Garret F reight Lines ? 

Mr. Scunirzer. There was a freight bill returned in returning reg- 
ulators that had already been shipped to the job. I think we gave a 
copy of the bill itself to the FHA people. 

Mr. Stwon. What was the $156.70 Portland Engineering item 4 

Mr. Scunirzer. | believe I have a copy. 
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The description on it_is “Restocking and cancellation charges on 
your order No. 9096.” In other words, Harsh’s purchase order 9096, 

Senator Bennerr. What did that cover? 

Mr. Scunrrzer. Iam unable to state, sir, without my purchase order, 
but this is a genuine—a photostat of a genuine bill from the Port): and 
Engineering, and I think the records w ill show that there was an item 
actually canceled there. 

Senator Bennerr. What about their invoice to you of $250.99, which 
is listed ? 

Mr. Scrrnrrzer. As I have stated, sir, we went down the list with 
Mr. Day and we told him where items could not be substanti: ated they 
were to be charged. They were to be canceled out. I have in my 
hand—I do have an item of $250.99 that was paid to Portland Engi- 
neering, and it covers expenses of the San Francisco trip for Mr. 
Leonard Newman and John Schute, plane fares, and so forth, I 
think that was in connection with engineering work and patent dis- 
cussions. 

Senator Bennerr. Having testified that these 2 invoices that ac- 
companied, or one of the 2 invoices that accompanied your letter, 
addressed to FILA, was not accurate, and complete within itself, would 
you like to refer back to the change order, to the 4 charges you list 
for Portland Engineering Co., regul: ators and valves, $1,102.50—there 
are 5 of them there, Portland Engineering Co., materials, $606.04; 
Portland Engineering Co., regulators and valves, $1,102. DO: and then 
without further identification, but carrying the implication to me, at 
least, that they are also Porth: and Engineering Co. invoices, $5,929.75 
and $998.50. — 

Mr. Scunirzer. I testified on those earlier, Senator. 

Senator Bennerr. Do you have actual invoices from Portland for 
those ? 

Mr. Scunirzer. No. I stated at the time we went over them with 
Mr. Day. We told him probably some of these were charges that were 
later rescinded or inaccurate, and according to my notation on the 
face of my change order which I have and I made the notation in his 
oflice at the time: I have just an item of $574.34 we were able to sub- 
stantiate. What substantiation I gave him at the time, I don’t know. 
I presume it was in the form of an invoice. At that time we told him 
eee that could not be substantiated was to be forgotten and 

‘anceled., 

Senator Bennerr. Allright. I think that will conclude our exami- 
nation of Mr. Schnitzer. 

Mr. Scunirzer. Senator, if you please—— 

(‘There was a conference between Mr. Schnitzer and Counsel Huteh- 
inson.) 

Mr. Scunirzer. Senator, I was cut off on one answer. You asked 
me a question: I turned to my counsel and talked to him for a moment, 
and TL would very much beg your indulgence if I could answer that 
particular question, as to why those 2 invoices were prepared, totaling 
some $1,255, I believe it was. I think the answer has a lot of sig- 
nificance. 

Senator Bennerr. How quickly can you give us the answer? 

Mr. Scunirzer. In 2 minutes. 

Senator BeNNerr. We will give you 2 minutes. 
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Mr. Scunirzer. We were frankly up against a deadline. The mort- 

ave for this entire project had to be delivered by July 1. Bear in 

vind I was already talking on April 22 of getting additional informa- 

on to FHA. A year had elapsed in trying to get the door open to 

onsider these costs, legitimate costs, that both Mr. Day and the Air 
orce recognized as being allowable to the sponsor. 

Senator Bexnerr. Do- you have the copies of the invoices 2 

Mr. Scunrrzer. I believe Mr. Simon has it. 

Senator Bennerr. And the letter of transmittal ; 

Mr. Scunrrzer. For expediency I want to state, I admit the method 

f handling the thing was wrong. There is no question about that, 
iy [ want to apologize for it. but as to dollar amount, I was not try- 

ng to deceive anybody. I didn’t want to have to go back to FILA in 
Salt Lake personally, and submit new invoices, and rehash previous 
nvoices. I wanted them to have total dollars that could be backed 
up by actual bills. I think the record will show. 

The total dollars have unaccounted for items never previously sub- 
mitted to FHA totaled $3.50 roughly more than the amount of those 
» invoices, and the discussion with Mr. Newman, I felt it would be 
proper to submit those 2 invoices. I asked him for his invoice sta- 
tionery. I think he concurred there was no objection to it. Tt was an 
interim invoice. We regret having submitted it. 

If time had allowed we would have had an opportunity to bring 
the correct invoices over. We haven’t deceived FELA. The Govern- 
ment hasn’t lost a penny. As a matter of fact, if you will permit me, 
| was given the courtesy in Los Angeles of making a statement, sum 
marizing the whole thing, and it. will take 8 minutes if I could read it. 

Senator Bennerr. Is this the same statement you made before? 

Mr. Scuntrzer. No, sir: it is a different one. 

Senator Bennerr. We will permit you to read it, but before you 

et to that I would just like to make the observation A at you were in 
such a hurry that vou typed these two invoices, as I remember your 
testimony, on April 22, but you didn’t mail them until May 5. 

Mr. Scunirzer. That is right. TI stated I don’t know when they 
were exactly typed. It was typed between the two dates. Actually 
the mortgage, Senator, I think Mr. Day will confirm, to deliver a mort- 
gage in a project of this nature, roughly $3 million, it takes 60 days 
for the attorneys to get the papers all finished and approved by FHA, 
Washington, by the | bank, and Fannie Mae, and we were frankly up 
against a matter of hours, and a few days, to get all of our change 
orders approved, so that FILA could advise the bank on how much 
money total for change orders would be allowed. We weren’t trying 
to deceive anybody on total mortgage dollars. 

If I could read this statement, I would appreciate it very much. 

Senator Bennerr. All right. You finish that statement. Then we 
will release you. 

Mr. ScHNITZER. Swell. 

Senator Bennett, the portion of these hearings devoted to the 
Wherry project builders, and I am one of them, leaves an inaccurate 
impression on the record. 

In my projects specifically, they were awarded to me on competitive 
sealed bids. The bid openings were under the direction and control 
of officials of the Department of Defense. In submitting my bids, I 
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was in fair and open competition with every other builder in tly 
entire United States, yet Twas the successful bidder, 

Each of my projects has been completed. The final cost of each 
project will be substantially less than the Maximum mortgage that 
Kh HA was willing to allow under the invitation to bid. My bids were 
substantially less than the FIT A’s estimated cost of construction. In 
ether words, my projects are built for less money than FHA could 
have insured and for considerably less money than FILA now est! 
mates (he cost of replacing my construction. 

Service personnel are occupying my units and are paying reasonable 
rentals. Lhe fact that my costs were below maximum allowable mort- 

gages does, automatically, result in lower rents for these tenants. 
A fte vr all it is the tenants’ rent which pays off these mortgages, not 
BHA funds. As long as these projects remain rented they will pay 
theirown way. FHA has not advanced 1 cent in cash for construction 
of my projects, and in the absence of mortgage default never will. 
To the contrary, FHA to date has made a profit on my projects since 
I have paid one-half of 1 percent of the mortgage as an FHA insur- 
ance premium. During the life of my entire loan LT will continue 
paving FHLA this premium. 

In at least 1 instance, by our design change in Hill Field, U tah, each 
of my tenants are realizing a savings in their utility costs of approxi- 
mately S10 per month per tenant, and extended over the life of the 
present mortgage this savings to tenants will be in excess of $1 million. 

I know of no other builder in the entire United States-—— 

Senator Benner. I have to interrupt you. Did you plan the nat- 
ural gas? 

Mr. Scunitzer. No, sir: but it was at my suggestion and my in- 
stigation and my thought and effort and my blood that brought nat- 
ural gas to Hill Field. That is a matter of record. 

Senator Bennerr. Natural gas is on both sides of Hill Field, and 
you couldn't have kept it out of there, but you may go on with your 
statement. 

Mr. Scunirzer. If the project had had been designed for oil and 
electricity it could have never been converted to gas. I have already 
informed the committee, and [again repeat that [have made no profit 
onmy Wherry construction, and [wish that I had, and I had expected 
to: in the last analysis the risk is mine. I have no guaranty that 
the Defense Department will provide tenants for these projects, which 
had been built exclusively for their use. If the military bases on 
which these projects are built are either closed or drastically curtailed, 
automatically the project is in financial jeopardy, and in one stroke 
hiy entire investment can be wiped out. 

Since my costs of construction now exceed my FHA mortgages, my 
risk in these projects is great. 

I thank vou. 

Senator Bennerr. Well, we will excuse you now, Mr. Schnitzer. 

Mr. Scunirrzer. Thank you. 

Senator Bexnerr. We will call Mr. Henry Miller Day. 

Mr. Day, do you solemnly swear that the t testimony you are about 
to give in this investigation is the truth, the whole truth, and nothing 
but the truth, so help you God? 
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TESTIMONY OF HENRY MILLER DAY, DIRECTOR, STATE OF UTAH, 
FEDERAL HOUSING ADMINISTRATION 


Mr. Day. I do. 

Senator Bennerr. Will you identify yourself, Mr. Day, to the 
reporter. 

Mr. Day. Henry Miller Day. 

Senator Bennerr. And your position 4 

Mr. Day. Director, FHA, State of Utah. 

Mr. Simon. Mr. Day, how long have you been State director for 
Utah of FHA? 

Mr. Day. Since September 14, 1953. 

Mr. Simon. You have been im the room this afternoon / 

Mr. Day. Yes, sir 

Mr. Simon. Did vou have the meeting in Deceinber 1955 with Mr, 
Schnitzer to which he referred today ¢ 

Mr. Day. That meeting was held on December 9, 10, and 11. It 
was held for the purpose of reconsidering the over: all picture of the 
change orders from 1 to 76. The condition at the time Mr. Schnitzer 
felt that he had been out of poe ket some 8300,000—do vou want the 
whole story ? 

Mr. Srmon. No. 

Mr. Day. That is it, 9, 10, and 11. 

Mr. Simon. Would you "an us as best you can recollect the conver- 
sation that took pl: we—tell me, first, who was present. 

Mr. Day. Mr. Schnitzer, Mr. Kahn, my chief underwriter Mr. Car- 
rolla, chief of architectural section, Mr. Folmer, inspector on the job, 
Mr. Isaacson, and one of the processors, Byron Kienke. 

Mr. Simon. Did this meeting take place in your office / 

Mr. Day. It did. 

Mr. Simon. In the FHA offices in Salt Lake City, Utah / 

Mr. Day. It did. 

Mr. Simon. Will vou tell us your best recollection of the entire 
conversation of all the people there : as it related to the propane pli inhi 
on the Hill Air Base (cb? 

Mr. Day. The matter got around to the propane because in the 
general subject of the discussion of all the change orders, change 
order 61 had affected the propane problem and could not be reevalu- 
ated because it had been rejected. It was my conclusion—— 

Mr. Simon. You have to confine this to what vou said and what he 
said. 

Mr. Day. I will. 

I stated that whereas actually the project was better off through 
the installation of gas, that even though change order 61 had been 
rejected that if the sponsor would care to do it, to submit to me 
through the process of another change order, the actual costs pertain 
ing to that particular problem, the propane, that we would then review 
it, and subject to verification would recommend it to Was shington. 

Mr Sruon. Let me ask you there, was the propane plant canceled 
before it was built, or during construction, or after it was built ? 

Mr. Day. Before it was built. 
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Mr. Simon. Had any work at all been done on the construction of 


the propane plant when it was canceled ¢ 

Mr. Day. The whole problem took place before I became director, 
but it was my understanding that there had been no work on the 
actual construction of the plant, other than the engineering, and 
such general things as that would affect. 

Mr. Simon. Would you go ahead with the conversation. 

Mr. Day. I last stated that I would recommend it, and that was the 
concurrence of my staff, that the project was better off—Mr. Schnitzer 
was so told it was our feeling, to submit us actual costs in the form of 
anew change order. 

Mr. Simon. Actual cost for what ? 

Mr. Day. Whatever it was. In other words, if it was engineering, 
or whatever had taken place, that had cost him money, as affecting 
the change from propane to gas. 

Mr. Simon. Did you tell him at that time that you would recommend 
approval of change order for his actual costs in connection with the 
propane plant / 

Mr. Day. I told him that if he would submit actual costs it was 
my feeling that there was merit to the proposition as he submitted it 
there in the office, and as it was discussed. 

Mr. Simon. Did you say anything else ? 

Mr. Day. And that when we received it, I would recommend it, 
based on the fact that it was facts. 

Mr. Simon, Was there any other conversation, now, with respect 
to the propane plant ? 

Mr. Day. Not at that particular time I recall. 

Mr. Simon. That was a 3-day meeting / 

Mr. Day. That is right. 

Mr. Simon. Did you tell him you would not recommend change 
orders that were not based on actual costs / 

Mr. Day. In those words 1 wouldn’t be able to answer that “yes” 
or “no.” I told him, and there was a very clear understanding, that 
the submission must be his actual out-of-pocket dollars. 

Mr. Simon. Was there any other conversation at that time with 
respect to the propane plant ? 

Mr. Day. Not that I recall. 

Mr. Simon. This is in December of 1953? 

Mr. Day. That is right. 

Mr. Simon. That you said he must submit his actual out-of-pocket 
costs ¢ 

Mr. Day. That is right. 

Mr. Stuon. What is the next thing that happened with respect 
to the change order ? 

Mr. Day. The forepart of January we received the change order. 

Mr. Sruon. TI show you a document here, on FHA Form 2437, and 
ask you if that is the change order to which you refer ? 

Mr. Day. It is. 

Mr. Stmon. When did you receive that, Mr. Day? 

Mr. Day. January 25. 

Mr. Srwon. 1954? 

Mr. Day. 1954. 

Mr. Simon. And by what amount does that ask that the mortgage 
be increased ¢ 
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Mr. Day. $54,719.67. 

Mr. Simon. Does it indicate on the document whether it is an 
estimate of cost, or whether it is costs 4 

Mr. Day. The paragraph I am reading from says: 

In accordance with letter from FHA dated January 13, 1954, copy of which 
is attached hereto, the costs incurred by the contractor in connection with 
engineering development cancellation of the propane plant proposed for in- 
stallation at the Hill Field project are recited in schedule A attached hereto. 

Mr. Simon. It says “costs incurred”? 

Mr. Day. That is right. 

Mr. Simon. What does schedule A say ¢ 

Mr. Day. Schedule A, propane plant costs. 

Mr. Stmon. Does it say anywhere “estimates of cost” / 

Mr. Day. No. 

Senator Bennerr. Does the word “estimate” appear on the sheet or 
on either sheet ¢ 

Mr. Day. The presentation here on schedule A of the costs pre- 
sented does not have the word “estimates.” 

Senator Bennerr. Does the front page have the word ? 

Mr. Day. The presentation of the facts here—I don’t know what 
all this fine print here says in that connection—— 

Mr. Simon. By “fine print,” you mean the printed part? 

Mr. Day. The printed part—there is nothing with the submission 
here that says anything about estimates. 

Senator Bennerr. There is nothing in the typed script that appears 
on either page that uses the word “estimate” ? 

Mr. Day. That is right. 

Mr. Sruon. Did you have another conversation with Mr. Schnitzer 
in January, after receiving the change order? 

Mr. Day. At or about January 26. 

Mr. Simon. About the day after you received the change order ? 

Mr. Day. Yes. 

Mr. Simon. Where was that conversation ? 

Mr. Day. In my office. 

Mr. Stuon. Who was present ? 

Mr. Day. Mr.—the same identified people, Mr. Kahn, Mr. Carolla, 
Mr. Folmer, and Mr. Isaacson. 

Mr. Simon. What was that conversation with respect to the change 
order ? 

Mr. Day. Well, only that there were items in this change order that 
were of such a nature that they of necessity needed some substantiat- 
ing information, some substantiating evidence. 

Mr. Stwon. Tell us as best you can what you said and what he said. 

Mr. Day. I simply stated we would need invoices, the necessary data 
to substantiate the facts as they appeared here. 

Mr. Simon. Did Mr. Schnitzer, or anybody with him, tell you that 
those were merely estimates ? 

Mr. Day. No. 

Mr. Stuon. Did you understand that they were charges actually 
meurred 4 

Mr. Day. That was my understanding. 

Mr. Simon. Did they say anything to you to lead you to any con- 
trary conclusion / 


Mr. Day. No. 
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Mr. Simon. In accepting that document as the State director of 
FHA for Utah, did you believe that the document was intended to 
state their actual charges? 

Mr. Day. There was nothing stated that would in any way tend to 
change the original understanding that it was exact costs. Whether 
I believed they were exact costs or not is another matter. 

Mr. Sraox. What do you mean by original underst: nding? ¢ 

Mr. Day. I simply stated in the December meeting that the ch: ange 
order was to be the exact out-of-pocket cost. 

Mr. Simon. Did you have another meeting with them, in April 4 

Mr. Day. I believe that the meeting in April was first, April 9; 
there was a meeting in our office April 12. 

Mr. Simon. Was anything said at either of those two meetings about 
this change order in the propane plant ? 

Mr. Day. Yes. The meeting of April 12—I stated that in the meet- 
ing of April 12, I stated that T would have to have verification of the 
Portland Engineering data, that I would have to have a better break- 
down on the Harsh part of this particular schedule A. 

Mr. Srwon. Was anything said at the April 9 meeting about the 
propane plant ¢ 

Mr. Day. Well, exactly as to that, I don’t recall. 

Mr. Siaon. April 12 you told them you had to have a breakdown of 
the Portland Engineering; is that right ? 

Mr. Day. That is right, and whether—we again discussed the sub- 
ject on April 13, and which of those 2 days that I told him that I 
hoped it was agreeable with him that I contact Portland Engineering 
direct, and get a verification of the item because I was going to do it. 

Mr. Simon. What did he say to that? 

Mr. Day. He said it was perfectly agreeable. 

Mr. Simon. Did he bring you a_ telegram from Portland 
engineering? 

Mr. Day. Tle did. 

Mr. Stuon. When was that? 

Mr. Day. April 15. 

Mr. Simon. I show you a photostat copy of a telegram and ask you 
if that is a photostat of the telegram he brought you? 

Mr. Day. Ihave the telegram he brought me present. This appears 
to be. I would proofread it, if you want me to. 

Mr. Stuon. I think you will find that is a photostat of the one in 
your files. 

Mr. Day. This is a photostat. 

Mr. Simon. Did he tell you anything about the telegram when he 
gave it to you? 

Mr. Day. No. This was—I was informed that this was simply a 
verification. 

Mr. Stwon. Who informed you that? 

Mr. Day. Mr. Schnitzer. 

Mr. Sion. Did he bring it to you? 

Mr. Day. Yes. 

Mr. Sraon. What did he say when he brought it to you? 

Mr. Day. Well, “Here is the telegram I received from Portland 
Engineering.” 

Mr. Strvon. He told you he had received it from Portland 
Engineering ? 
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Mr. Day. That is right. 

Mr. Siow. When is the next time you discussed this with him ¢ 

Mr. Day. That I am not exactly sure. 

Mr. Stuon. I show you a letter dated April 22, 1954, and ask you 

hether you received that letter from him? 

Mr. Day. I received this letter from Portland Engineering. 

Mr. Stwon. Had you had any conversations with Mr. Schnitzer 
between the time he handed you the telegram and the time you received 
hat letter ? 

Mr. Day. Not that I recall. 

Mr. Simon. What did you do after receiving that letter? 

Mr. Day. The first thing I did was simply lay it down on the desk 
and wonder if my impression was exactly right. 

Mr. Stuon. What made you wonder ute your impression was 
right? 

Mr. Day. In the closing paragr _ of the letter, Mr. Newman had 
stated that Mr. Schnitzer and Mr. Lock had spent sever: al months on 
this program assisting us, did an outst: inding job in assembling neces- 
sary information, negotiating with Mountain Fuel Supply, “and so 
forth. 

I wondered just how close a relationship existed between Mr. New- 
man and Mr. Schnitzer, and who actually prepared the letter. 

Mr. Simon. Then what did you do? 

Mr. Day. I just simply laid it on my desk and went on about other 
things. 

Mr. Stwon. Did you ever get. back to it ? 

Mr. Day. A couple of hours later. 

Mr. Stuon. Then what did you do? 

Mr. Day. I read it again, and being of the same 7 I just 
determined that I would let a little time run before I decided what 
action to take, so I brought it up again the next morning. At that 
time I ask a couple of members of my staff, Mr. Corrolla, to be exact, 
and Mr. Folmer, what their reaction to that particular paragraph was, 
and following that, or on or about April 25, I phoned Mr. Newman. 

Mr. Stwon. April 257 

Mr. Day. On or about April 25. 

Mr. Simon. What was the conversation with Mr. Newman? 

Mr. Day. I told Mr. Newman to start out with, I was suspicious 
of a letter that I had received, which had stated that—which verified 
their costs. 

Mr. Stwon. Does the letter talk about estimates or does it talk about 
costs ? 

Mr. Day. The letter starts right out by saying: 

Your request has been received for verification of charges made by our 
company. 

Mr. Simon. Charges made by our company ? 

Mr. Day (reading) : 

Against the Harsh Investment Co. Our charges for engineering and services 
total $15,100. Our travel expenses charged to Harsh were $500. 


Mr. Stmon. It says those were charged to Harsh Investment; is 
that right ? 
Mr. Day. That is right. 
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Mr. Simon. Those are the same figures that are shown in the change 
order; is that right? 

Mr. Day. That is right. 

Mr. Suwon. Does either one of them make any reference to esti- 
mates ¢ 

Mr. Day. No. 

Now, I said to Mr. Newman that I was suspicious of the letter, and 
that before he answered I wanted him to know that I was suspicious. 
That I wanted him to be mighty sure that he told me the truth; that 
he gave me the facts as they actualy were, and I said “Now, Mr. New- 
man, Where was Mr. Schnitzer when this letter was prepared, leaning 
over your shoulder, telling you what to say, reading what you had 
written, or across the desk telling you what to say, or did he write it 
and have vou sign it ¢” 

That, substantially, was the conversation. 

Mr. Simon. What did Mr. Newman say ? 

Mr. Day. Mr. Newman said that, he said he was going to tell me 
the absolute truth, and that Mr. Schnitzer had prepared the letter. 

Mr. Simon. And other conversation at that time with Mr. Newman? 

Mr. Day. I then got around to the discussion of a telegram, which 
I had in my possession, and when I mentioned telegram Mr. Newman 
said “What telegram?” and I said “Well, maybe you would like to 
hear it?” and I read it to him. 

Mr. Simon. Is that the telegram that Mr. Schnitzer handed you 
on April 13? 

Mr. Day. Yes. 

Mr. Simon. Go on, please. 

Mr. Day. And he said “I never sent it.” 

Mr. Simon. Is that the first time you knew it was a phony telegram ? 

Mr. Day. That is the first time I had any knowledge of that. 

Mr. Simon. Go on. 

Mr. Day. Then I said that I wanted a letter from Mr.—from him, 
to the effect that he didn’t send the telegram, and this letter had been 
prepared as stated. 

Mr. Simon. Any other conversation ? 

Mr. Day. Substantially at that time, not that I recall. 

Mr. Simon. Now, about May 6, 1954, did you receive a letter on the 
Portland Engineering Co. stationery with two bills on the Portland 
Iengineering invoices ? 

Mr. Day. Before I answer that, I recall one other thing that I told 
Mr. Newman, that he forward to me an absolute itemized statement of 
the exact dollars and cents that was due him from Harsh Investment. 

What was your question ? 

Mr. Simon. When did you tell Mr. Newman that ? 

Mr. Day. In the same telephone conversation when I first called him 
up and discussed this letter. 

Mr. Simon. That was April 23? 

Mr. Day. 25. 

Mr. Simon. April 25 you told Mr. Newman that you wanted an 
exact statement ? ° 

Mr. Day. That is right. 

Mr. Simon. Did he ever send you an exact statement ? 

Mr. Day. Yes. 


Mr. Stmon. Do you recall when you received it ? 
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Mr. Day. Right after the first part of May. 

Mr. Simon. From Mr. Newman 4 

Mr. Day. From Mr. Newman. 

Mr. Simon. Did you also receive on May 6 the letter and invoices 
that I just handed you? 

Mr. Day. Yes. 

Mr. Simon. Now, did you receive Mr. Newman’s invoices before or 
after you received those invoices 4 

Mr. Day. I can tell you the exact date here in a minute. 

May 7. ‘They came in the next day. 

Mr. Srwon. The next day you received from Mr. Newman the 
invoices that he sent you; is that right? 

Mr. Day. That is correct. 

Mr. Sumon. And on each of those for identification did he sign his 
name ¢ 

Mr. Day. He signed his name and put his registered professional 
engineering stamp. 

Mr. Stmon. And those were five invoices, were they, Mr. Day ? 
Seven invoices, I believe ¢ 

Mr. Day. There are seven. There are six and a complete totaling 
invoice. 

Senator Bennerr. You mean a summary ? 

Mr. Day. The sixth one here—there are seven. 

Mr. Suwon. Seven? 

Mr. Day. That is right. 

Mr. Simon. They total $6,973? If you don’t have them totaled— 

Mr. Day. I don’t have them. 

Mr. Simon. The final one is for $5,300-——— 

Mr. Day. And 92. 

Mr. Simon. Five-thousand-and-three-hundred-some-odd dollars, 
Mr. Day ¢ 

Mr. Day. Yes. 

Mr. Simon. What is the exact amount ¢ 

Mr. Day. $5,392. 

Mr. Simon. It is dated when ? 

Mr. Day. May 3, 1954. 

Mr. Simon. Does it say on it “final bill’? 

Mr. Day. Complete and final billing, Hill Airbase job. 

Mr. Simon. Without being precise, the total of them is about $7,000, 
isn’t it ¢ 

Mr. Day. Yes; that is correct. 

Mr. Simon. Up to this day has Mr. Harsh ever told you—— 

Senator Bennerr. Mr. Schnitzer ¢ 

Mr. Stmon. Excuse me, Mr. Schnitzer ever told you that the costs 
of Portland Engineering Co. were other, anything other than $15,100 4 

Mr. Day. No, not that I recall. In fact, 1 know that is right. 

Mr. Simon. Has he ever told you that he received a bill from Port- 
land Engineering for five-thousand-and-three-hundred-some-odd dol- 
lars as the final bill? 

Mr. Day. No. 

Mr. Stmon. Ilave you had any further discussions with him since 
you received those bills on May 6 and 7 


Mr. Day. Yes. 
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During the latter months, later in the month of May or early June, 
I told him that we certainly would be in no position to allow any 
other than the exact and final billing in that connection. We had 
rejected some other items pertaining to it, and we did further discuss 
change order 77 in the latter part of May or June. 

Mr. Simon. What was the conversation at that time ¢ 

Mr. Day. That actually we had rejected the thing on account of 
this submission, and because it wasn’t what it started out to be, and 
because there had to be in this matter the approval by lease of the Air 
Force for a place to put this propane, anyway. Washington had 
iuled that, regardless of my recommendation, there would have to be 
evidence that there was a lease for a place to put it, even for the correct 
amount, and since he couldnt at that time get a lease, the Air Force 
refused. We discussed the possibility of putting it on the project, 
had it been built. 

Senator Bennerr. You mean had the Air Force agreed 2 

Mr. Day. Yes. Had the thing ever been completed. We discussed 
the possibility of bypassing that lease business and putting it on the 
project. 

Senator Bennerr. Was any actuel work ever done on the project 
toward the development or toward the construction of a propane dis- 
tributing system? 

Mr. Day. No. Not tomy knowledge. Whether somebody did any- 
thing in 1953, early, if there had been, there was no evidence of it 
when I became director. 

Senator Bennerr. Your inspectors never reported to you on any- 
thing that was done on Hill Air Force Base? 

Mir Day. No. My understanding is there was not. 

/ or. Simon. I want to make completely sure, Mr. Day, that this 
record is accurate. 

Prior to the time Mr. Newman sent you those invoices, in May of 
1904, had Mr. Schnitzer ever told you that any of the items in the 
January 1s change order were estimates ? 

Mr. Day. No. 

Mr. Simon. That is all T have. 

Senator Bennerr. Thank you, Mr. Day. 

Do you have any questions ? 

Mr. Kenney. No, sir. 

Senator Bennerr. We will excuse you, and we will call Mr. Leonard 
C. Newinan. 

Will you be sworn: 

Do you solemnly swear that the testimony you are about to give in 
this investigation is the truth, the whole truth, and nothing but the 
truth, so help you God ¢ 


TESTIMONY OF LEONARD C. NEWMAN, HILL AIRBASE, OGDEN 
UTAH 


Mr. Newman. I do. 

Senator Bennerr. Will you give the reporter your name and your 
address, your professional and business connection. 

Mr. Newman. Leonard C, Newman. I reside at 9515 Northwest 
Leahy Road. Portland, Oreg. I own the Portland Engineering Co., 
the same address, 
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Senator Bennerr. Can you talk into the microphone so we can 
hear you? 

Mr. Newman. I ee your pardon. 

Senator Bennerr. Maybe you can move it over where it will be a 
little more convenient to you. 

Mr. Simon. Mr. Newman, you had done some engineering work 
for Harsh Investment Co., or Harold Schnitzer, in connection with a 
propane plant at the Ifill Airbase job in Ogden, Utah ? 

Mr. NewMan. [| have. 

Mr. Sraron. When did you do that work? 

Mr. Newman. I am poor on dates, but it is the starting of the pro}- 
ect. Was that in 19524 

Mr. Stuon. Whatever work you did 

Mr. Newman. The starting. 

Mr. Simon. Was whatever work you did done prior to, say, the 
summer of 1953 4 

Mr. Newman. Yes. 

Mr. Sraon. You haven't done any work on the job within the last 
year ! 

Mr. Newman. No. 

Mr. Simon. Initially, did you give Mr. Schnitzer an estimate of 
what you would charge him for doing the work on the job? 

Mr. Newman. I did. 

Senator Bennerr. Will you clear up what the work he did was? 

Mr. Sion. What was the work you were going to do? 

Mr. Newman. I was to give him patent rights to do the engineering, 
drawings, supervise the fabrication, supervise erection of the plant, 
put the plant into oper: ation, adjust the plant to the proper Btu con- 
trol of the gus, put the distribution line in operation, and to service 
the plant for 3 years. 

Senator Bennerr. By “the plant,” you mean the propane plant ¢ 

Mr. Newman. The propane air plant. 

Mr. Stmon. Your she was to include 5 years of supervision ? 

Mr. Newman. Three years of checking. T would come over at least 
once a year to see that everything was in adjustment. 

Mr. Srvon. It included supervision of the ac ‘tual construction of 
the propane plant ¢ 

Mr. Newman. That is correct. 

Mr. Simon. And the plant was never constructed, was it? 

Mr. Newman. No, sir. 

Mr. Suwon. What were you going to charge him for all of that 
work ? 

Mr. Newman. My estimate, and the one that I gave him was $16,- 
000, I think it was, $800. 

Mr. Simon. Did you estimate what your expenses would be? 

Mr. NewMaNn. Traveling expenses, if I remember correctly, $1,000. 

Mr. Simon. When did vou give him that estimate? Do you have 
a copy of your written estimate ? 

Mr. Newman. I have a copy; yes, sir. 

This was dated August 10, 1952. 

Mr. Simon. What was the amount you were going to charge for 
your services ¢ 

Mr. Newman. Patents, engineering, drawings, supervision, pre- 
fabrication, $16,800, 
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Mr. Stuon. Now, during the period subsequent to the summer of 
1953, when was the first time that Mr. Harsh spoke to you 

Senator Bennerr. Mr. Schnitzer. 

Mr. Simon. Mr. Schnitzer spoke to you about the propane plant? 

Mr. Newman. Well, it would be prior to August 10, because T had 
done all the work up to the time, giving him this—that is, I had made 
up this estimate. 

Mr. Sruon. No. Let me put it another way: When is your best 
recollection of when you stopped doing any work when they can- 
celed the propane plant ? 

Mr. Newman. I don’t know. It was some months after this. 

Mr. Simon. Was it prior tothe summer of 1953 ? 

Mr. NewMan. Yes, I think it was. 

Mr. Stwon. After the work on the propane plant had stopped, and 
you had been told that they canceled it, and you stopped doing any 
more work on it, it was all out of the way, when was the first time after 
that that you discussed this propane plant with Mr. Schnitzer? 

Mr. Newman. When he called me on the phone and asked me to 
come down to his office. 

Mr. Stuon. When was that? 

Mr. Newman. That was when that letter was written in April. 

Mr. Stmon. I show you a letter dated April 22, 1953. Is that the 
first time that you had talked to him since the summer of 1953 with 
respect to this propane plant? 

Mr. Newman. To my recollection, yes. I don’t remember of any 
conversation with him. 

Mr. Simon. Did he call you a day or two before the date of that 
letter? 

Mr. Newman. He called me on the afternoon or evening of the day 
before and asked me to bring down some letterheads, and stationery, 
and some blank invoice forms. 

Mr. Stxron. }id he tell you why he wanted the blank invoice forms? 

Mr. Newman. He said he had to make some copies of invoices to 
send to the FHA. 

Mr. Simon. Copies of what invoices? 

Mr. Newman. Of the previous invoices. 

Mr. Sturon. Is that why he wanted some more invoices? 

Mr. Newman. Yes. 

Mr. Stwon. On April 13, 1954, Mr. Schnitzer presented a telegram 
to Mr. Day, a photostat copy of which I show you. Will you tell me 
when was the first time you ever saw either the telegram or a copy of it? 

Mr. Newman. The first I knew of this was after we had—his 
secretary typed the form letter that he had drafted out. 

Mr. Staton. That is after the letter of April 22? 

Mr. Newman. Yes. That was on the same day, but, in other words, 
it was, say, a half hour afterward, or something like that. 

Mr. Stmon. Did he then give you a copy? 

Mr. Newman. He showed me a copy. 

Mr. Srwon. On April 22 he showed you a copy of that April 13 
telegram ? 

Mr. Newman. Yes, sir. 

Mr. Staon. What did he say? 

Mr. Newman. He told me that he had sent a telegram to Salt Lake, 
and he said, “Here it is,” and I looked at it and I said, “Why did you 
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sign my name to it?” and he said well, he tried to get hold of me 
and couldn't. I immediately read the letter over and 1 told him 
that parts 

Mr. Simon. The telegram, you mean? 

Mr. Newman. Yes; L beg’ your pardon, the telegram; that parts of 
that is false. I said we never ordered the Sullivan Landers com- 
pressor. ‘That is the first thing that caught my eye. 

Mr. Simon. You never ordered one ¢ 

Mr. Newman. No. 

Mr. Simon. Had you ever been asked to order one for anybody ¢ 

Mr. Newman. No, sir. 

Senator Bennevr. Was there a Sullivan-Landers compressor in 
your plan for the plant ! 

Mr. Newman. Yes. When I was doing the work on the plant he 
asked what I would recommend for the different parts of the plant. 
I said if 1 was building the plant I would recommend a Sullivan- 
Landers compressor because it was made for propane and—— 

Senator Benner. Did you ever get to the pomt in your drawings 
for the plant that you specifically showed the use of a Sullivan-Land- 
ers compressor ¢ 

Mr. Newman. Lam fairly positive that there is no such thing on the 
drawings. 

Mr. Simon. At any rate, you never got to the point in building the 
propane plant at all; did you? 

Mr. Newman. No. 

Mr. Simon. Was there anything else in that telegram that is false 4 

Mr. Newman. Well, the next thing that I caught was the invoices, 
6360 and 6429, for services of outside engineers engaged. I do not 
engage outside engineers. I do all of my own engineering. 

Mr. Simon. Did you engage any outside engineers 4 

Mr. NewMan. No, sir. 

Mr. Simon. What are those numbers ? 

Mr. Newman. 6360. 

Mr. Simon. 6360 4 

Mr. Newman. And 6429. 

Mr. Stmon. I show you your invoices bearing those numbers and 
ask you what they are for? 

Mr. Newman. The first one, of 6360, is for a survey that he asked 
me to make of Oregon and Washington gas plants and get the rates 
and the costs for making gas, ete., and it is expense account for L. C. 
Newman, from August 6, 1952. 

Mr. Srvon, Is that for work done by you 4 

Mr. Newman. I took the trip. 

Senator Bennerr. Is that an actual invoice that you submitted to 
Mr. Schnitzer ¢ 

Mr. Newman. This is a copy of an actual invoice. 

Mr. Srmon. Or a copy. 

What is the other one? 

Mr. Simon. The other one is 6429, oe 5 days’ engineering service, at 
$50 a day, and the expenses which, if 1 remember correctly, was the 
time he had me come to Salt Lake : interview the gentlemen tions 

the Air Force that came out here. 

Senator Bennerr. Was that also a copy of an actual invoice ¢ 

Mr. Newman. Yes, sir; that was my signature on it. 











1982 FHA INVESTIGATION 


Mr. Simon. Is there anything else in the telegram that is false ? 

Senator BENNeTr. Just to clear up, what does the telegram say ? 

Mr. Newman. The telegram says: 

These two are for services of outside engineers engaged— 
which is not so. 

Mr. Stwon. And, therefore, not accurate? 

Mr. NewMan. No; it is not accurate. 

Mr. Simon. Anything else in there that is false ? 

Mr. Newman. W ell, ‘I checked—that i is, not accurately checked, but 
L looked up the invoices 6476 and 6641 and 6680, and 6795 », and they 
don’t add up to $1,844. 

Mr. Simon. Do you know what they do add up to? 

Mr. Newman. No, sir, 

Mr. Simon. About $500, isn’t it. 

Mr. Newman. Somewhere in that neighborhood. Jremember it was 
less than that. 

Mr. Simon. And the statement of June 8, 1953, is just a statement of 
those invoices, isn’t it / 

Mr. Newman. Lnever saw that statement until recently. 

Mr. Simon. This is a statement which is in the FHA files. Did you 
prepare that / 

Mr. Newman. No, sir; I did not prepare that. I didn’t know of its 
existence, 

Mr. Simon. Justa few minutes ago, Mr. Schnitzer had a copy of that 
in his files. You didn’t give it to him 4 

Mr. Newman. No. I never knew it existed. 

Senator Bennerr. Might I ask a couple of questions on the basis of 
that statement ? 

The statement says that he had paid you something like $1,231 dur- 
ing the period of time that these invoices were running, between 
September 25, 1952, and April 4, 1953. Did he pay you such amounts? 

Mr. Newman. Senator, | am not sure on that. The bills which 
gave Mr. Day a copy of are all paid except that final closing bill. I 
don’ know what they are. 

Senator Bennerr. The statement shows an invoice, 6 something 2%, 
the second digit of which is obliterated. We had it here a few minutes 
ugo. 

Mr. Newman. Here it is, 6429. 

Senator bennerr. What isthe amount of that invoice? 

Mr. NeEwMAN. $367.44. 

Sen: “8 s3eENNETT. Now, is the invoice listed on the statement ? 

Mr. NewMan. It is listed as $556, and it looks like 4 cents. 

Se nator Bennett. Thank you. 

Mr. Simon. Now, Mr. Newman, on May 5 Mr. Schnitzer conceded 
that he sent on your stationery a letter and two invoices to the Federal 
Housing Administration, photosti its of which I show you, and ask you 
whether he ever discussed those bills with you prior to sending them 
to FHA? 

Mr. Newman. He did not, and I did not know of their existence. 

Mr. Simon. When did you first learn of the existence of those 
Invoices ? 

Mr. Newman. When a man by the name of Fink, Mr. F ink, came to 
niy office and showed me a photostat of them. 






Mr. Sto 
Mr. New 
Mr. S1mMo 
Mr, New 
Mr. Src 
Mr. New 
of instrum 
Elmer A. I 
Mr. Sim 
Mr. New 
Mr. Sim 
Mr. NEw 
Mr. Sim 
Mr. NF\ 
research oO 
application 
asked an e. 
Mr. Sim 
Mr. Nev 
Mr. Sim 
Mr. Ne&\ 
Senator 
or up to th 
Mr. Ne 
Mr. Sry 
Mr. Nt 
Kersha W 
Field for 
Mr. Sv 
ever hire 
Mr. Ne 
Mr. Sn 
Mr. Nt 
Mr. St 
Mr. NF 
Mr. “1 
any worl 
Mr. Nt 
Mr. S1 
Mr. N 
house th 
owe him. 
Mr. St 
Mr. N 
Mr. S51 
Mr. N 
Mr. S 
Mr. IIa 
about— 
Mr. N 
Mr. 
Mr. 
Mr. 


"Hh A TP 
4 @.4 Qt 





, but 


they 


Was 


it of 


ed 
ral 
ou 
mi 


se 


to 


FHA INVESTIGATION 1983 


Mr. Simon. He is an investigator for this committee ? 

Mr. NewMan. Yes, sir. 

Mr. Stmon. When wasthat? Within the last month, wasn’t it. 

Mr. Newman. Yes. 

Mr. Stmon. One of them is for legal services ¢ 

Mr. Newman. Legal services of patent attorney, clearance of use 
of instruments, and patent research for Hill Field propane plant. 
Elmer A. Buckhorn, Portland. 

Mr. Suwon. Did you ever hire Elmer A. Buckhorn? 

Mr. Newman. Yes; I did. 

Mr. Simon. For this plant? 

Mr. NewMan. Yes. 

Mr. Simon. How much did he charge you / 

Mr. Newman. If my memory is correct, he charged me $50 for 
research on patents. He charged me $490 for making the patent 
application, and then there was a letter later which the Patent Office 
asked an explanation of some parts which cost $30, 

Mr. Stwon. Did he ever bill you for those ¢ 

Mr. Newman. Yes: and I paid him. 

Mr. Stuon. Did you bill Harsh ? 

Mr. Newman. It isin the closing statement, if you will look at that. 

Senator Bennerr. But you had not billed them prior to the time 
or up to the time that invoice was issued ? 

Mr. Newman. No, sir. 

Mr. Stwon. The other bill is for how much ? 

Mr. Newman. The other bill is for engineering service, of Chet 
Kershaw and Tom Henshaw, independent reports on utilities for Hil] 
Field for architectural services, Harry D. Smith, architect, Portland. 

Mr. Stmon. Did you ever discuss—let me ask you, first: Did you 
ever hire Henshaw or Kershaw? Did you ever hire them / 

Mr. Newman. No. 

Mr. Simon. Did they ever do any work for you ¢ 

Mr. Newman. No, sir. 

Mr. Stmon. Did they ever send you a bill for anything? 

Mr. Newman. No, sir. 

Mr. Simon. Did you ever tell Mr. Schnitzer that they had done 
any work for you or that you owed them any money for this work ¢ 

Mr. Newman. No, sir. 

Mr. Stuon. Now, the man Smith, had he done any work for you‘ 

Mr. Newman. Yes. Mr. Smith drew the plans for the building to 
house the propane plant, and he is charging me $50, which I still 
owe him. 

Mr. Simon. Did you bill Harsh for that $50? 

Mr. Newman. That is in the closing. 

Mr. Suwon. That is in that $5,300 bill? 

Mr. Newman. Yes, sir. 

Mr. Stwon. On April 22, 1954, when vou had that meeting in 
Mr. Hlarsh’s office, in connection with the letter we have talked 
about—— 

Mr. Newman. Yes, sir. 

Mr. Sion. Was there any discussion about these charges? 

Mr. Newman. No, sir. 

Mr. Sruon. Did you tell him that you owed those sums of money ? 
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Mr. Newman. I told him that there was some charges that T hadn’t 
given him, and he said “Well, what was it?” and I said, “I can remem- 
ber one. That is for legal charges,” and I said—I gave him this 
S50 for research and $490 for patent applications, and then the $30 
for the answering of a patent office. 

Senator Bennetr. In other words, you told him what the amount 
of Buckhorn’s charges would be? 

Mr. Newman. Yes. 

Senator Bennerr. So that when he made out that invoice, without 
your knowledge, in that one particular invoice he at least had an 
accurate statement of the amount of the charges? 

Mr. Newman. Yes, sir. 

Mr. Simon. The other statement you have there, the other one 

Mr. Newman. I told him that I owed Harry Smith $50 for making 
of the plans. 

Mr. Simon. And did you tell him anything to the effect that you 
owed money to Kershaw and Henshaw ? 

Mr. Newman. No, because I didn’t owe them anything. 

Mr. Stmuon. Looking at the letter before you 

Senator Bennerr. Before we leave that point, I think, in fairness 
to Mr. Schnitzer, we should remember that his testimony was that 
he owed the money to Kershaw and Henshaw and that he added the 
money he owed to—or he put that into the invoice that he prepared 
in Mr. Newman’s name, so Kershaw and Henshaw were owed money 
by somebody, but you testified that you had never employed them, 
and you did not owe them the money 4 

Mr. Newman. No, sir. 

Mr. Simon. Taking that letter before you, is that the letter in the 
same words now as it was when you signed it 

Mr. Newman. No, sir. 

Mr. Staon. Is one paragraph changed? 

Mr. Newman. I don’t know whether there is one paragraph, it 
looks like in general-—— 

Mr. Simon. Is there a change in one paragraph? 

Mr. Newman. Yes, there is. 

Mr. Simon. What is the paragraph in which there is a change? 
Will you read that paragraph ? 

Mr. Newman. It says: 








Our charges for engineering and services total $15,100. Our traveling expense 
charged to Harsh were S500. 

Mr. Simon. What did that paragraph say at the time you signed the 
letter? 

Mr. Newman. The letter that I signed said “estimated.” 

Senator Bennerr. Did it have the figure of $15,100 4 

Mr. Newman. That seems correct in my mind, because at the time 
I argued with him. 

Mr. Simon. When you say you argued with him, what was the 
discussion? What did you say and what did he say? 

Mr. Newman. I said—can I go back just a little bit ? 

Senator Bennerr. Yes. 

Mr. Newman. In his telephone conversation, he told me that an 
TTA official had resigned, and that the files were in a mess, and that 
to get the charges, or what he had put down for engineering services, 
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he had to have another statement from me on the work of the plant; 
that what I estimated it would run to verify the old estimate, so when 
L saw the $15,000 I said “Harold, it is wrong.” 

Mr. Simon. Now, you have left the telephone conversation and you 
‘e coming to when you got over to his office ¢ 

Mr. Newman. That is wh: at we was arguing about. 

Mr. Srwon. You read the letter? 

Mr. Newman. Yes. 

Mr. Simon. After you read the letter, what did you say ? 

Mr. Newman. I said “It is w a because $15,000 is not what I gave 
vou. IT gave you over $16,000." 1 didn’t know of this $16,800. I 
didn’t know the exact amount. T said “You have traveling expenses 
in here which are $500, and I know I had more than that on my 
estimate.” 

Senator Bennerr. What did you have on your estimate ? 

Mr. Newman. I had $1,000. 

Hie said “Phat don’t make any material difference here.” He says, 
“We just want to verify that you had an estimate in there of approxi- 
mately that amount of money for putting up the plant,” and I said, 
“Well, if you are cutting the estimate down I guess it can’t do any 
harm,” but I said, “It is not according to my original estimate.” 

Mr. Sraon. Was there any discussion aft that, time, Mr. Newman, 
as to whether that was going to be the actual amount of your bill? 

Mr. Newman. No. He told me it was an estimate, and that is what 
vas in the letter, it said “estimate.” 

Mr. Srmon. Did you say anything to him as to whether your bill 
would be more or less than that amount ? 

Mr. Newman. I told him that he knew that it would be Jess than 
that, because we didn’t build the plant. 

Mr. Simon. And that amount was for the building of the plant: is 
that right ? 

Mr. Newman. Yes, and the 3 years’ service. 

Mr. Sraron. Was there anything else said at the time about whether 
the bill would be more or less than that amount ? 

Mr. Newman. He said, “Get in a total figure here, a closing bill,” 
and I says, ‘I will just as soon as I can get to it,’ but I said, “You 
iadn’t told me we were through yet. ” He hasn’t vet to this day. 
In other words, my services are terminated, so I didn’t know whether 
there would be more come up or not. 

Senator Bennerr. Did you know at that time that the figure of 
$15,100 was an amount of $500 for traveling expenses with an amount 
of $500 for traveling expenses had been listed by him on his request 
for additional funds under change order 77 ? 

Mr. Newman. No, sir. I didn’t know anything about change 
order 77. 

Senator Bennerr. Didn’t know it existed ? 

Mr. Newman. No. The only thing I knew about, the only thing 
I ever talked about is this change order to change the heating from 
oil heating to propane air gas heating. 

Mr. Staroxn. Mr. Newman, I show vou an invoice I: shouldn’t use 
the word “invoice.” because it is on a letterhead, but it is dated March 


~ 
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2, 1953, on the letterhead of your company, addressed to Harsh Invest- 
ment Gorp., and it says: 

To engineering services in connection with the design, layout, and Cost esti- 
mates of the propane gas plant at the Wherry housing project, Hill Air Force 
Base, Utah, fee for engineering services, $15,100, travel expenses in connection 
with the above, $500. 

Then there is a line under the line “$15,600.” I ask you if you pre- 
pared that? 

Mr. Newman. No, sir; I did not. 

Mr. Sron. When is the first time you ever saw that ? 

Mr. Newman. I saw a photostat of this letter—I have never seen 
the original letter. 

Mr. Stuon. When is the first time you saw the photostat ? 

Mr. Newman. I think I saw it in Mr. Day’s office, in his file. 

Mr. Simon. When was that ? 

Mr. Newman. That was in the last few days. 

Mr. Simon. Was that prepared by you? 

Mr. Newman. No, sir. 

Mr. Simon. Did you ever know that that document had been pre- 
pared and submitted to FHA prior to the time Mr. Day showed it to 
youa few days ago? 

Mr. Newman. I didn’t know it. No, I did not. I never knew of its 
existence. 

Mr. Srmon. Is there any other discussion that you had about that 
letter 7 April 22? 

Mr. Newman. Well, in regarding it, he had it blocked out in type. 
IT said “That is rather a peculiar closing paragraph.” I said “I 
wouldn't do that.” 

Mr. Simon. What does the closing paragraph say ? 

Mr. Newman. Well, “Mr. Sehnitzer and Mr. Lock particularly 
spent several months in this program assisting us and did an outstand- 
ing job,” and so forth. 

Well, he says “I have got to put a plug in for myself once in a 
while.” I said “There is no untruth in it. You furnished me with a 
stenographer and anything I asked for in information, or if I wanted 
to go out and inspect it, you was always accommodating.” I said 
“There is nothing wrong in that.” They did assist me. “They were 
very nice to get t along with. While I was at Salt Lake, so I signed the 
letter. 

Mr. Srvon. But when you signed it that paragraph you read on the 
first page said that your estimate 

Mr. Newman. It said “estimate,” and I was referring to this, and 
he didu’t correct me. 

Mr. Simon. By this you mean the estimate you gave him in 1952. 

Mr. Newman. Yes, sir. 

Mr. Simon. It is your testimony that the sheet of paper which says 
that your charges were $15,000—$15,100—was not the first page of the 
letter at the time you signed it? 

Mr. Newman, No. There wasn’t a name “charge.” It said “esti- 
mate.” 

Senator Bennerr. Had they typed both pages of the letter when 
you signed it? Were you able to read the complete letter before you 
signed it? 

Mr. Newman. Yes. The girl came in and laid the letter down. 
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Mr. Son. Both pages were given to you? 

Mr. NeEwMANn. Yes. 

Mr. Stmon. Did you read both pages before you signed it ? 

Mr. Newman. Yes, sir. I read both pages. W hy I remember the 
estimate is because I referred to this estimate of the April, or August 
10, 1952. 

Mr. Stmon. You had argued with him as you say about 

Mr. NewMan. There being a difference in what I had given him. 

Mr. Stuon. That estimate being given in the estimate you had given 
him in 1952? 

Mr. Newman. That is correct. 

Mr. Srwon. You are certain it didn’t say “charges” when you 
signed it 4 

Mr. Newman. That is correct. 

Senator Bennerr. Thank vou very much, Mr. Newman. 

Mr. Newman. You are welcome, sir. 

Senator Bennerr. We will now eall Mr. John Bard of the com- 
mittee staff. 

Mr. Day. May we be excused ¢ 

Senator Bennerr. Yes. 

You may be excused. 

Mr. Newman. Thank you. 

Senator Bennerr. Mr. Bard, will you be sworn ? 

Mr. Barn. Yes, sir. 

Senator Bennerr. Do you solemnly swear that the testimony you 
are about to give in this case is the truth, the whole truth, and nothing 
but the truth, so help you God ¢ 





TESTIMONY OF JOHN BARD, ACCOUNTANT, BANKING AND 
CURRENCY COMMITTEE 


Mr. Barn. I do, sir. 

Mr. Stwon. Your name is John Bard? 

Mr. Barp. Yes, sir. 

Mr. Stwon, You are an employee of the General Accounting Office, 
loaned to the Senate Banking and Currency Committee for this work ¢ 

Mr. Barp. That is right. 

Mr. Simon. How long have you worked in accounting ¢ 

Mr. Barp. Approximately 25 years. 

Mr. Stuon. Mr. Bard, have you had made available to you the bal- 
ance sheets of Mr. Schnitzer’s auditors, I believe it is Greaves & Co.. 
is it? 

Mr. Barp. Card Greaves & Co. 

Mr. Stmon. Card Greaves & Co.; is that right 4 

Mr. Barp. I can give you the exact name, Mr. Simon. Card 
Greaves, certified public accountants of Portland, Oreg. 

Mr. Sruon. Have you also had made available to you the material 
that the Air Force auditors obtained at the request of this committee 
from the books of Mr. Schnitzer ? 

Mr. Barp. I have, sir. 

Mr. Simon. You personally, however, have never examined his 
books; is that right? 

Mr. Barp. No, sir; and I might add that I also have a report by Mil- 
ton D. Goldberg, certified public accountant of Beverly Hills, Calif., 
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who made certain verifications of costs on the two projects, one in 
Montana and one in Utah. 

Mr. Sraton. Is there any material or substantial discrepancy be- 
tween the figures of Mr. Schnitzer’s auditors and the figures of Gold- 
berg and the: ligures of the Air Force auditors ? 

Mr. Barp. The Air Force auditors only verified the costs on the 
Hill Airbase in Utah. They did not do any work on the Montana 
project. All three independent auditors verified the costs of the Hill 
Airbase, and there is no material difference between their findings. 

Mr. Simon. Mr. Bard, a goodly number of the materials that went 
into these jobs were purchi: ased through the Pacilic Coast Equipment 
Co., which Mr. Schnitzer owns; is that right 4 

Mr. Barp. That is correct, sir. 

Mr. Simon. In your computation of his costs, construction costs 
here, have you eliminated all intercompany profits ? 

Mr. Barp. All intercompany profits have been eliminated and 
agreed as being the amount of intercompany profits by the three inde- 
pendent auditors. 

Mr. Simon. And based on the elimination of all intercompany 
prolits, or intercompany transactions, and transactions between Mr. 
Schnitzer personally and these companies, what is the total cost of 
the Montana project ? 

Mr. Barp. Would you explain what you man by Mr, Schnitzer per- 
sonally ¢ 

Mr. Simon. You explain what your computation is 

Mr. Barp. Yes, sir. 

On the Hill Air Base in Utah, the total costs amount to $2,792,260, 
before eliminating intercompany profit between Pacilic Coast Co. and 
the construction company that bwilt this project, in the amount of 
$42,644, and before the elimination of salary to Mr. Selinitzer in the 
amount of $26,250. 

The remaining costs amount to $2,723,366. 

Mr. Simon. What are the costs, Mr. Bard, after, eliminating the 
intercompany protits and the salary to Mr. Schnitzer ¢ 

Mr. Barp. That is the cost, $2 million—— 

Mr. Simon. $2,723,536 ¢ 

Mr. Barn. That is right. 

Mr. Sraon. What is the amount of the a? 

Mr. Barp. The amount of the mortgage is $2,636,800. The amount 
of the approved change orders as shown on the books and records of 
the company, through what is indicated as change order No. 60, 
amount to $169,576, or a total of $2,806,376, 

Mr. Simon. ‘Those change orders have been approved; have they ¢ 

Mr. Bap. Mr. Day has informed me or did inform me by phone that 
that amount had been approved, but had not been released. 

Mr. Stwon. What is the amount by which the mortgage exceeds the 
cost ¢ 

Mr. Barp. The mortgage exceeds the cost in the amount of $83,010, 
but [do want to make a qualification on that, Mr, Simon. 

There is not included in the costs an amount of $176,782 of con- 
tingent liabilities for subcontractors’ claims, all of whieh are at the 
present time in litigation. 

Mr. Simon. So that if Mr. Schnitzer wins that lawsuit or those law- 
suits his costs will be $83,000 less than the mortgage, and to the extent 





that he pay: 
of mortgage 
Mr. Barp 
Mr. Srvo 
Mr. Barp 
did not ent 
Greaves’ au 
the fine wa 
Utah with | 
they were il 
any reconci 
so based ups 
Mr. Simo 
Mr. Barp 
Mr. Src: 
Mr. Barb 
their two fin 
Mr. Simo: 
Mr. Barr 
items that : 
Mr. Simo: 
Mr. Bar 
amount of 
from the se 
on the = b 
Mr. Sime 
costs ¢ 
Mr. Barp 
also elimins 
between a ] 
amount of t 
Mr. Src 
on their boa 
Mr. Bart 
eredited to 
The tota 
as total cost 
Mr. Simo 
Mr. Bari 
orders amo 
total mortg 
Mr. Sie 
Mr. Bari 
Mr. Sime 
Mr. Bar 
ments to be 
Mr. Src 
tion ? 
Mr. Bar 
to those rec 
Mr. Simc 
Mr. Bart 
Mr. Src 
premium it 





1e In 


r be 


rold- 


1 the 
tana 


Hall 


went 
Melt 


COSTS 


and 
nde- 


any 
Mr. 
st of 


per- 


200, 
and 
it ot 


1 the 


the 


OUunt 
ls of 


OU, 


y ¢ 
that 


s the 
O10, 


COl- 
the 


law- 
tent 


FHA INVESTIGATION 1989 


that he pays any money in connection with those lawsuits the excess 
of mortgage proceeds over cost will be reduced, accordingly ¢ 

Mr. Baro. That is right. 

Mr. Srwon. On the Montana job, what are the computations? 

Mr. Barp. On the Montana job, of course, the Air Force auditors 
did not enter into this picture, but upon a reconciliation of Card 
Greaves’ audit report, and Milton Goldberg’s audit report, and with 
the fine way in which they reconciliated the Hill Air Force Base in 
Utah with the Air Force auditors, the Air Force auditors agreed— 
they were in a conference with me—that there would be less need for 
any reconciliation if they had done the same work they did in Utah, 
so based upon the report of Card Greaves 

Mr. Stmon. Card Greaves ? 

Mr. Barn. Card Greaves. 

Mr. Simon. Which is Mr. Schnitzer’s auditor ? 

Mr. Baro. Yes, and Milton Goldberg; there is no difference between 
their two findings as to the cost. 

Mr. Simon. What does that show ? 

Mr. Barp. Total costs are $3,228,240, before elimination of certain 
items that should be eliminated to arrive at the actual costs. 

Mr. Simon. What items did you eliminate ? 

Mr. Barp. The intercompany profit with the Pacific Co. in the 
amount of $36,012. Mr. Schnitzer’s salary of $18,750, the proceeds 
from the sale of surplus material that was not credited to the costs 
on the job but credited to other income. 

Mr. Simon. Was the cost of the surplus material charged to the 
costs ¢ 

Mr. Barn. That is right, sir. The at amounted to $24,828, and T have 
also eliminated from the costs $22 057 which represents the difference 
between a painting contract which was charged to the cost, and the 
umount of the settlement for the painting contract. 

Mr. Srwon. You mean they paid the painter less than they showed 
on their books ? 

Mr. Baro. That is correct. It was not credited to the cost but was 
credited to the miscellaneous income. 

The total elimination is $101,647, leaving a balance of $3,126,593 
as total costs. 

Mr. Simon. What was the mortgage ? 

Mr. Barp. The mortgage was $3.( 177,000, and the approved change 
orders amounted to $131,600, and those have all been released, so the 
total mortgage was $3,208,600. 

Mr. Stmon. By what amount does that mortgage exceed the cost 4 

Mr. Barv. Mortgage exceeds the total net cost by $82,007, 

Mr. Simon. And th: at project is completed, all settled ? 

Mr. Barp. Yes. It is all settled, and there are no further adjust- 
ments to be made on it. 

Mr. Sruon. ‘The third one, the Barstow project, is still in construe- 
tion ? 

Mr. Barn. Yes. It is still in construction. We don’t have access 
to those records. 

Mr. Simon. You don’t have final costs ? 

Mr. Barp. No. 

Mr. Stuon. Do you know, Mr. Bard, whether there was a mortgage 
premium in either of these cases ? 
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Mr. Barp. No, sir. 

Senator Br NNETT. Thank you, Mr. Bard. 

This hearing will now be in recess until 10 o’clock tomorrow morn- 
ing. We will have three witnesses tomorrow morning, all of whom 
are conected with FHA. Tomorrow afternoon we will have six wit- 
nesses. 

I am sorry, the first witness, Col. Hugh Askew, is a former FHA 
official. The other 2 are e urrently FHA offic ‘lals, ea the last 8 during 
the afternoon will discuss the title I program in the New Orleans 
area. 

Weare recessed until 10 o'clock tomorrow mor ning. 

Before the record closes, Mr. Robert. I want to ac knowledge re- 
ceipt of a wire from J. Winston Bradley, which I would like to put in 
the record. 

The wire isas follows: 


In questioning chief underwriter from Mississippi I in: idvertently used my 
name. Would you please correct record accordingly and advise me, 

Can you advise him ? 

Mr. Sruon. Yes, sir. 

Senator Bennerr. Thank you. 

(Whereupon, at 5: 30 p.m., the committee recessed. ) 
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FRIDAY, SEPTEMBER 10, 1954 


Unrrep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
New Orleans, La. 

The committte met, pursuant to recess, at 19 a. m., in the cotillion 
room, Jung Hotel, New Orleans, La., Senator W allace F. Bennett 
presiding. 

Present: Senator Bennett. 

Also present: William Simon, general counsel; and T. T. Kenney, 
assistant general counsel, FHA investigation. 

Senator Bennerr. The hearing will be in order. 

Our first witness will be Col. Hugh Askew. 

Colonel Askew, will you come forward, please? 

Colonel Askew, will you be sworn? 

Do you solemnly swear that the testimony you are about to give in 
this investigation is the truth, the whole truth, and nothing but the 
truth, so help you God? 


TESTIMONY OF HUGH ASKEW, CHEVY CHASE, MD. 


Mr. Askew. Yes, sir. 

Senator Bennerr. Will you give your name and address to the 
reporter, please ? 

Mr. Askew. Hugh Askew, 3705 Chevy Chase Lake Drive, Chevy 
Chase, Md. 

Mr. Simon. Mr. Askew, were you employed by the Federal Housing 
Administration ? 

Mr. Asxew. Before testifying, sir, may I ask the Senator if this 
testimony is going out over the air? 

Senator Bennert. The testimony is not going over the air, but it 
is being recorded. 

Mr. Askew. May I, sir, reserve the right to object to any part of my 
testimony going out over the air without my approval? 

Senator Bennett. Let us put it the other way around: The Chair 
will rule that none of your testimony may be released for public 
broadcast without your approval. 

Mr. Askew. Thank you, sir. 

I would like to make it clear I do not object at this time, but T want 
to reserve the right, sir. 

Senator Bennertr. Haven’t we cleared that up now? 

Mr. Askew. Yes, sir. 

Senator Bennerr. You are no longer reserving any right. On the 
basis of the Chair’s ruling we may proceed. 
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Mr. Askew. I accept the ruling of the Chair. 

Mr. Simon. Mr. Askew, were you employed by FHA? 

Mr. Askew. Yes, sir. 

Mr. Simon. During what period of time? 

Mr. Askew. From 1934 until March 1, 1953—1954. 

Mr. Stuon. March 1, 1954, you left FHA? 

Mr. Askew. Right. 

Mr. Simon. At that time what was your position ? 

Mr. Askew. My position was assistant commissioner in charge of 
field operations. 

Mr. Staton. In Washington ? 

Mr. Askew. In Washington, D.C. 

Mr. Simon. How long had you held that position ? 

Mr. Askew. From July 1, 1952. 

Mr. Simon. And what was your position prior to that ? 

Mr. Askew. District director, western district of Oklahoma. 

Mr. Simon. How long had you held that position ? 

Mr, Askew. I was appointed State director on May 1, 1946. . 

Mr. Simon. State director for the State of Oklahoma ? 

Mr. Askew. Right, with headquarters in Oklahoma City. During 
1947, the State was divided into two districts, with an office located at 
Tulsa, Okla. My title then was district director, from about July 
1, 1947. 

Senator Bennerr. May the record show it was divided into two 
districts, and that the office of one of them was at Tulsa ? 

Mr. Askew. That is right, sir. 

Senator Bennerr. Where was the other office ? 

Mr. Askew. Oklahoma City, sir. 

Senator Bennerr. You were in charge of the Tulsa office ? 

Mr. Askew. No, sir; Oklahoma City. 

Senator Bennerr. You were in charge of the Oklahoma City office 
after you had become district director ¢ 

Mr. Askew. Western 47 counties of the State. 

Mr. Simon. Mr, Askew, what has been your employment since you 
left FILA on March 1, 1954? 

Mr. Askew. Yes,sir. I resigned March 1, 1954, to accept a position 
in private industry. 

Mr. Sion. What is the position ? 

Mr. Askew. My position is director of the mortgage finance depart- 
ment of the National Association of Home Builders. 

Mr. Sraon. During the time that you were head of the Oklahoma 
City oflice of FHA did you collect political contributions from the 
employees of that office ? 

Mr. Askew. I handled checks made payable to the Democratic 
central committee for the purchase of tickets to the Jackson Day 
dinner. Other than that, not one political contribution did I receive. 

Mr. Stmon. I show you a photostat copy of a sheet of paper headed 
“Jackson Day Banquet, November 1, 1951,” listing on the left-hand 
side of the paper 22 names, opposite each of which is the item “$25,” 
and opposite which is the word “Paid” on the first line, and ditto marks 
down the line, below which is written “22 at $25 each, $550, delivered 
to Jim Carrington.” 

Mr. Askew. Arrington. 

Mr. Srwon. “Arrington, 10-31-51, by J. F. P. and H. A.” 
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I ask you if you have ever seen the document of which that is a 
photostat copy ? 

Mr. Askew. Yes, sir; I have seen this. 

Mr. Simon. Whois“ J. F. P.” and “H. A.”? Who are those people ? 

Mr. Askew. John F. Pratt, Jr., assistant director of the Federal 
Housing Administration in Oklahoma City, Okla.; “H. A.” is Hugh 
Askew. 

Mr. Srwon. Did you and Mr. Pratt collect $25 from each of the 
people whose names appear on that list for a Jackson Day dinner 
in November 1951? 

Mr. Askew. Each individual on this sheet voluntarily turned in a 
check to Mr. Pratt for the purchase of a ticket to the Jackson Day 
dinner. The checks in turn were turned in to Mr. Jim Arrington, 
State chairman of the Democratic Party in Oklahoma, for the pur- 
chase of the tickets. 

Mr. Stuon. On the right-hand column of that paper, Mr. Pratt—— 

Mr. Askew. Askew is the name. 

Mr. Staon. I am sorry, Mr. Askew, is some writing. Would you 
read it to us, please ? 

Mr. Askew. The name “Geatches” 

Mr. Stuon. Was he an employee? 

Mr. Askew. A valuation aid—no, a valuator in the office at Okla- 
homa City. Opposite his name is “Can’t afford it.” 

Next name is Joe Ford, and the notation “Don’t owe Dem any- 
thing.” 

Mr. Simon. Is that intended to mean Democrats? 

Mr. Askew. I assume so. 

Mr. Simon. You mean “Don’t owe Democrats anything”? 

Mr. Askew. Yes,sir. I assume that is what it means. 

The next name is “Bill Anderson, doctor, sickness.” 

Mr. Srvron. Is that intended to mean that he had doctor bills be- 
cause of sickness ? 

Mr. Askew. Right, sir. 

The next name is “Claude Nations, 
afford.” 

The next name is Bob Morris. Opposite his name is “Can’t afford.” 

The next name is “A, Haney,” and it says “Donated, Enid.” 

Mr. Stwon. What does that mean? 

Mr. Askew. It means that he either purchased a ticket in Enid, 
Okla.—I might explain that we had a valuation station in Enid, Okla., 
and that he either purchased a ticket in Enid or made a contribution 
to the Democratic Party in Enid, Okla. That would be my 
assumption. 

Mr. Sruon. Is that the last of the names ? 

Mr. Askew. That is the last of the names. 

Mr. Stuon. Do the names in the two columns combined constitute 
all of the men employees of your office 4 

Mr. Askew. I doubt that it includes all of them, sir. 

Mr. Stmon. What was the purpose of listing those five or six names 
on the right-hand column and telling why they did not buy a ticket ? 

Mr. Askew. I cannot explain that, sir. 

Mr. Stmon. Was that sheet of paper prepared by Mr. Pratt and 
yourself ? 

Mr. Askew. It was prepared by Mr. Pratt. 
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Mr. Simon. Under your direction ? 

Mr. Askew. I take the responsibility for it, being head of the office. 

Mr. Simon. Was the original of that sheet of paper turned over to 
Mr. Arrington ? 

Mr. Askew. I don’t know whether it was or not, sir, but a list of 
names with addresses was turned over to Mr. Jim Arrington. 

Mr. Simon. Was he advised of the names of those five or six people 
who wouldn’t c Sd ibute, and the reasons why ? 

Mr. Askew. I doubt it, sir. I do not believe that those names were 
turned in to Mr. Arrington. 

Mr. Stow. What was the purpose of putting down on that sheet 
that one man wouldn’t contribute because he didn’t owe the Democrats 
anything? 

Mr. Askew. I cannot answer that, sir. 

Mr. Suwon. T show you a sheet of paper marked “Jackson Day Ban- 
quet, 10-16-52,” in which there are five columns, the first is “Name”; 
the second is “Amount”; the third says “Paid,” and there are check 
marks under it. The fourth says “Check” and there are 2 number of 
check marks under it, and the fifth column says “Cash,” and there ap- 
pear to be check marks in that column: wherever there is not a check 
mark under the column headed “Check,” and at the bottom it says 
ce 50 

Task you if you have ever seen that before ? 

Mr. Askew. I do not recall seeing this record prior tomy appearance 
at your executive session, the exec utive session of the committee. 

Mr. Sr1on. Do you know in whose handwriting that piece of 
paper is? 

Mr. Askew. It isin Mr. Pratt’s handwriting, I am pretty sure. 

Mr. Srwon. Is that a list of the contribution to the Jackson Day 
dinner in 1951? 

Mr. Askew. 1952, October 16, 1952. 

Mr. Staton, Is that a list of the contributions that year? 

Mr. Askew. I would like to explain I was not located in Oklahoma 
City on October 16, 1952. 

Mr. Stmon. Right. Then, let us go back. 1951, I show you a 
photostat copy of a sheet of paper marked “Jackson Day Banquet, 
1951,” listing names and stating “Paid” or “Not Paid” and then 
“Yes,” in most cases, with a couple of “No’s,” and ask you if you have 
have ever seen that paper before ? 

Mr. Askew. What was the date of the record you just gave me? 

Mr. Stmon. The last one was for 1952. 

Mr. Askew. The one oe ior to that, the first one ? 

Senator BENNETT. 1951. 

Mr. Askew. This says 1951. 

Mr. Simon. Apparently that is another sheet for the same year. 

Do you know whose handwriting that is? 

Mr. Askew. I believe it is in Mr. Pratt’s handwriting, sir. 

Mr. Simon. Does that list contributions for the year “1951? 

Mr. Askew. I assume it does. That is the date at the top of it. 

Mr. Simon. Now, I show you a sheet for 1950. I ask you if you 
have ever seen that before, and whose handwriting that sheet is in? 

Mr. Askew. I do not recall seeing any of these records before, Mr. 
Simon, except when I appeared in exectitive session in Washington a 
week ago. 
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Mr. Stwon. Do you know whose handwriting that is in ¢ 

Mr. Askew. I believe it is in Mr. Pratt's handwriting. 

Mr. Simon. I show you a sheet of paper on which there is printed on 
the top—this is a photostat copy of a sheet of paper on which there 
was printed on the top “Memorandum, Democratic State Central Com- 
mittee, Okl: ahoma City,” reading “June 6, 1949. Received of Hugh 
Askew, $487. o J. H. Arrington,” and ask you if you ever saw that 
receipt before ¢ 

Mr. Askew. Yes, sir; I have seen this before. 

Mr. Stmon. Was that a receipt to you for that amount of money 
turned over to the Democratic State Central Committee of Oklahoma ? 

Mr. Askew. It apparently is. 

Mr. Stmon. Is there any doubt in your mind about it, Mr. Askew ? 

Mr. Askew. No, sir. There is no doubt. 

Mr. Simon. I show you a photostat copy of what appears to be two 
sheets of paper, dated May 27, 1949, in one part, and August 10, 1949, 
in another part, headed “Jackson Day Banquet,” and ask you if you 
have ever seen that before 

Mr. Askew. I do not recall having seen this one before, sir. 

Mr. Sion. That may be by coine ‘idence but the sums on there total 
exactly the amount of the receipt from Mr. Arrington to you, dated 
June 6, 1949. Was the money that you turned over to Mr. Arrington 
the money collected as shown on the sheet of paper you hold in your 
hand ? 

Mr. Askew. All of the checks which were voluntarily turned in were 
turned over to Mr. Arrington for tickets to the Jackson Day dinner. 

Mr. Ston. I show you a sheet of paper, a photostat copy of a sheet 
of paper, at the top of which is printed “Office Memorandum, U. S. 
Government,” and it says “To Yow,” y-o-w. Who would that be? 

Mr. Askew. I don’t know, sir. 

Senator Bennett. Isn’t that y-o-u, with just a tail on the “u”? It 
is “y-o-u.” 

Mr. Simon. Subject is “Jackson Day Dinner, 4-22-50,” 

Task you if have ever seen that before ? 

Mr. Askew. I don’t recall having seen this before. 

Mr. Sruon. Do you know whose handwriting that is? 

Mr. Askew. I believe it is in Mr. Pratt’s handwriting. 

Mr. Simon. I show you a photostat copy of a sheet of paper, at the 
top of which is printed “Office Memorandum, U.S. Government,” and 
it is written in longhand “To Alvin Haney, from Jerry B. Anderson, 
subject, Jackson Day Dinner.” Date “10-15-51.” 

Who is Jerry B. Anderson ? 

Mr. Askew. Jerry Bb. Anderson—what is the date again, please, sir? 

Mr. Simon. 10-15-51. 

Mr. Askew. At that time was chief construction examiner in the 
FHA office, Oklahoma City office. 

Mr. Siwon. It says: 

Are you interested in a ticket to the Jackson Day dinner? Make out your 
check to the Democratic central committee. Mail to Stormy “Personal.” 

Who is “Stormy”? 

Mr. Askew. Stormy is a nickname for Mr. John F. Pratt, Jr. 

Mr. Srmon. On the reverse side is written “10-17-51, Federal Hous- 
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ing Administration, Oklahoma City, Okla. Mr. J. F. Pratt, Jr., 
assistant district director.” 

Dear SToRMY: I am not interested in a ticket to the Jackson Day dinner, but 
am planning to make a donation to the Democratic central committee here in 
Enid. I shall make this payment to Mr. Fred Baston, who lives here in Enid 
and is one of the committeemen. 

(Signed) Arvin HANEY 

I ask vou if you have ever seen that piece of paper before ? 

Mr. Askew. I have never seen this prior to my appearance in execu- 
tive session in Washington about a week ago. 

Mr. Simon. Do you recognize the handwriting there? 

Mr. Askew. Yes, sir. 

Mr. Simon. Whose handwriting is on the front side of the paper? 

Mr. Askew. Jerry B. Anderson. 

Mr. Simon. Whose handwriting is on the reverse side ? 

Mr. Askew. Alvin Haney. 

Mr. Simon. I show you now another photostat of a sheet of paper 
headed “1948” at the top of the page, and in the middle of the page it 
says “Jackson Day,” and I ask you if you know whose handwriting 
that is in? . 

Mr. Askew. This handwriting is mine. 

Mr. Simon. Does that list people who were sold tickets to Jackson 
Day dinners ? 

Mr. Askew. It does list 14 and tlien there is 1 additional added to it. 
A total of $350, June 10, 1949. 

Mr. Simon. These papers that you have been shown this morning 
are photostat copies of papers found in the files of the Federal Hous- 
ing Administration office in Oklahoma City. 

Do you know the reason why all these pepens should have been 
filed away in the files of FHA in Oklahoma City ? 

Mr. Askew. Yes, sir. 

Mr. Stwon. Why ? 

Mr. Askew. For the simple reason that in any contribution, or sale 
of tickets of any nature, Shrine Circus, Community Chest, March of 
Dimes, the policy in my office was that the representatives of the 
agency Involved would contact me. I would designate one person in 
the office to handle the sale of the tickets, or contributions that the 
people wanted to make voluntarily. A record was made of all money 
turned in and a receipt obtained, to show that the money contributed 
by the individuals in the office on a voluntary basis was turned in to 
the proper source. 

Mr. Sion. Mr. Askew, did you know that the Democrat State 
central committee was a political party ? 

Mr. Askew. Yes, sir. 

Mr. Smwon. You have used the word “voluntary” five times this 
morning. 

Mr. Askew. Right. 

Mr. Simon. I counted them as you used them. I would like to ask 
you whether in Washington, on August 30, 1954, you were asked 
these questions and made these answers: 


Question. Did you ever give them any sales talk at all about purchasing 
tickets? 
Mr. ASKEw. Possibly I did give them sales talk, but not any pressure. 
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Question. Did you do that individually or collectively? In other words, did 
you call the employees together at one time and say “Gentlemen, Pratt bas the 
tickets for the banquet, let's make a good showing” * 

Mr. ASKEW. It could have possibly been both, talked to them collectively or 
individually, but not through any pressure. I want that distinctly understood. 

Question. These little talks or discussions that you had with the FHA em- 
ployees, either collectively or individually, these occurred in the office; is that 
right? 

Mr. Askew. Yes. 

Question. During working hours? 

Mr. ASKEW. Possibly. 

Question. And those offices could rightly be considered Federal Government 
premises; isn’t that correct? 

Mr. Askew. Yes 

Question. Are you aware of the provisions of the Hatch Act, Mr. Askew? 

Mr. Askew. [ was under the impression honestly and sincerely that there 
was no violation of the Hatch Act for an individual Government employee to 
purchase a ticket to a Jackson Day dinner, so long as there was no pressure 
employed directly or indirectly, to pressure him into purchasing tickets. They 
had a right to purchase the tickets, and I think it was customary with practically 
all Federal agencies and State agencies, too, and I did it with the sincere belief 
that no violation of any law or the Hatch Act, and I am still of that impression, 
and I still feel that no law was violated. 

Were you asked those questions, and did you make those answers? 

Mr. Askew. That is correct. 

Mr. Simon. Were you further asked these questions, and did you 
make these answers: 

Question. As late as 1951, then, Colonel Askew, did you have some connection 
with the sale of tickets? 

Mr. Askew. Yes. I was head of the office, and I was responsible for ii. 

Question. You were responsible to whom, the Democratic central committee? 

Mr. Askew No. I was responsible to the Government, to the FHA, and the 
Democratic central Committee. 


Were you asked those questions and did you make those answers? 

Mr. Askew. That is correct, sir. 

Mr. Siaon. Were you asked these questions and did you make these 
answers: 


Question. Did you participate in the sale of those tickets and attempt to make 
a good showing? 

Mr. Askew. You might reply to that, “Yes.” 

Question. That is a reasonable implication? 

Mr. ASKEw. Yes. 

Question. And wasn’t Mr. Pratt acting as your assistant in these activities? 
Wasn't he helping you to make a good showing, Mr. Askew? 

Mr. Askew. He was. 

Question. In effect, you encouraged him to help you make a good showing, 
didn't you? 

Mr. Askrew. Yes. But I still want the record to show that to the best of my 
knowledge there was no pressure directly or indirectly on the people who pur- 
chased the tickets. 

Were you asked those questions and did you make those answers ? 

Mr. Asxew. To the best of my knowledge; yes, sir. 

Mr. Suton. Now, Mr. Askew, you were the director of the office, 
werent you! 

Mr. Askew. Yes, si 

Mr. Srvon. [ would like to get your impression of “pressure.” 
When you were the boss and you call people into your oflice and give 
them a sales talk, to buy tickets for a Democratic function, and they 
are working for you, wouldn't you call that pressure ? 
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Mr. Askew. I did not testify that I called them into the office for 
that purpose, sir. 

Mr. Simon. Well, let me go back and get the record. The record is: 

Did you ever give them any sales talk at all about purchasing tickets? 

Answer, Possibly I did give them sales talk, but not any pressure. 

Question. Did you do that individually or collectively? in other words, did 
you call all the employees together at one time and say “Gentlemen, Pratt has 
the tickets for the banquet. Let’s nake a good showing,” 
and your answer was— 


It could have possibly been both, talked to them collectively or individually, but 
not through any pressure. 

Now, “possibly both,” you talked to them individually and you 
talked to them collectively, and you gave them a sales talk; is that 
right ¢ 

Mr. Askew. If vou read the entire testimony I believe you will 
find that the policy in the office as stated a moment ago was that we 
- ad one person responsible. That we were talking about not only the 
Jackson Day dinner but others. Insofar as the Jackson Day dinner 
is concerned, Mr. Simon, tickets to Jackson Day dinner, the employees 
were never called together for that purpose. 

Mr. Simon. That isn’t my question. 

Mr. Askew. What is your question ? 

Mr. Siaon. My question is whether or not you, the head of the office, 
did individually and collectively call the employees together and give 
them a sales talk to sell them tickets? 

Mr. Askew. Not on the Jackson Davy dinner: no, sir. 

Mr. Sion. Isnt that what you testified to here? 

Mr. Askew. We were talking about the sale of tickets to Shrine 
Cireus or March of Dimes, and what not. 

Mr. Srron. I am sorry, Mr. Pratt—— 

Mr. Askew. Askew is the name. 

Mr. Simon. Sorry. 

The March of Dimes was not mentioned, nor was the Shrine men- 
tioned here. 

[ will go back again, if you want me to, to the prior question. 

Mr. Asxew. That isn’t necess: ary. My testimony under oath is 
that I never called the employees in my office together to ask them to 
contribute to the Democratic Party or the purchase of Jackson Day 
tickets : 

Mr. Srwron. Let me ask you this, then: Were you asked these ques- 
tions in Washington on August 30, 1954, and’ did you make these 
answers—and I want you to know I am not skipping anything. Each 
question I am going to read follows the question preceding it: 

Question. I see it was thought at that time that his refusal to buy the Jack- 
son Day banquet ticket in November of 1951 warranted making the notation 
opposite his name ‘Don’t owe the Democrats anything.” At least that is the 
way i read it. Was that customary to put the individual’s reasons as to w hy 
he did net buy a ticket? 

Mr. Askew. That was not put down with my knowledge. It certainly wasn’t 
customary to pressure anybody into buying tickets to Jackson Day dinners. 

Question. lo you know whether or not pressure ever was used? 

Mr. Askew. Not to my knowledge. 

Question, Colonel Askew, again I have done just what I said I would do, and 
that was to be very blunt about this. This committee is in the possession of 
information which indicates the testimony can be produced to indicate that both 
you and Mr, Pratt directly pressured and influenced various employees in the 
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FHA office to make contributions to the Democratic Party through the 
pressure—— 

Senator Bennett (reading): “through the purchase.” 

Mr. Simon (continuing) : 
through the purchase of tickets to the Jackson Day banquet. 

Mr. Askew. That is not true insofar as pressure is concerned on my part. 

Question. How about this: Would you be willing to say that you called 
employees in and tried to talk them into the merits of paying such tickets? 

Mr. ASKEw. I would say that I did not call them in. 

Question. Did you ever give them any sales talk at all about purchasing 
tickets. 

Mr. Askew. Possibly I did give them sales talk, but not any pressure. 

Question. Did you individually or collectively— 

Senator Bennerr (reading) : “Do that.” 

Mr. Stmon (continuing) : 

Did you individually do that or collectively? In other words, did you call all 
the employees together at one time and say “Gentlemen, Pratt has the tickets for 
the banquet, let’s make a good showing”? 

Mr. Askew. It could have possibly been both, talked to them collectively or 
individually, but not through any pressure. I want that distinctly understood. 

Were you asked those eee and did you make those answers? 

Mr. Askew. I assume I did; yes, sir. 

Mr. Stmon. Isn’t it clear that’ the t: alking to them individually and 
collectively, and the sales talk, refers to tickets for the Jackson Day 
dinner / 

Mr. Askew. In the questions and answers there, the employees were 
dise Ussing the Jackson Day tickets. Now, however- 

Mr. Simon. Let us go back to my prior question. 

Mr. ASKEW. You want the truth; don’t you? 

Mr. Srwon. Yes, sir. Is this true, what you testified to in Wash- 
ington ? 

Mr. Askew. That particular thing, I was mistaken in stating that 
I had called all of the employees in the office together and said 
“Mr. Pratt has got tickets to the banquet. Let’s make a good show- 
ing.” I did—that had never occurred, Mr. Simon. I want to correct 
that testimony. 

Mr. Suwon. Did you ever give them a sales talk? 

Mr. Askew. No, sir. 

Senator Bennerr. May [ask a question ? 

Mr. Suwon. Yes, sir. 

Senator Bennerr. Are you willing to testify that you ever talked 
to any employee in the FHA office in Oklahoma City at any time 
and at any place inside the FHA office with respect to the purchase 
of tickets to the Jackson Day dinner? 

Mr. Askew. That is correct; yes, sir. 

Senator Bennerr. Do you want us to understand, then, that you 
went around to their individual offices and asked them to make these 
purchases / 

Mr. Askew. No, sir. 

Senator Bennerr. And you want us to understand you didn’t call 
them into your office? 

Mr. Askew. That is correct, sir. I did not. 

Senator Bennerr. So would you tell us, then, if vou didn’t call 
in their offices and they weren’t brought into your office, where were 
these sales talks made? 
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Mr, Askew. It was handled in the regular manner. Every Monday 
morning, at 8:30, I had a staff conference of the section heads of my 
oflice. We discussed the purchase of Jackson Day tickets at that 
conference. Also, with rake ‘rence to any other fund-raising problem, 
or program, or project that was presented to us. 

Senator Bennerr. Where was that staff conference held ? 

Mr. Askew. In my office. It was not called for the purpose of this 
one thing. 

Senator Bennerr. Aren’t we quibbling? 

Mr. Askew. No, sir. 

Mr. Simon. Mr. Askew, did you consider raising funds for the 
Democratic Party as comparable to raising funds for the Shrine and 
the March of Dimes? 

Mr. Askew. The policy in my oflice, to prevent pressure in the 
purchasing of tickets to the Jackson Day dinner or any other fund 
raising—— 

Mr. Sion. My question 

Mr. Askew. Let me finish, please, sir. 

Mr. Sruon. I am perfectly 

Mr. Askew. I am answering your question, if you will give me 
the opportunity. 

Senator Bennerr. I am sorry, Mr. Simon has the right, I think, to 
ask for an answer to his question, and after you answer that we will 
decide whether or not you should continue with your statement. 

Will you please answer his question 

Mr. Askew. What is the question ? 

Mr. Simon. My question is whether you considered raising funds 
for the Democratic Party comparable to raising funds for the March 
of Dimes or the Shrine? 

Mr. Askew. Yes, sir. 

Mr. Srmon. Thank you. 

Senator Bennerr. Do you have anything further on that subject ? 

Mr. Srwon. No, sir. 

Senator Bennerr. If you would like to make a statement on that 
subject—I interrupted you. 

Mr. Askew. I wanted to state, sir, that, as I started out, on Monday 
morning of each week, about 8:30, a staff conference was held in my 
office for the purpose of discussing current instructions, problems, 
or any other matter before our office, and at that conference the ques- 
tion of the Jackson Day tickets was raised. We discussed the question 
of the legality of it, and as I stated at the executive session I was 
under the sincere and honest belief that the purchase of Jackson Day 
tickets, and the manner in which 2 was handled in my office, was not 
a violation of the Hateh Act, was not improper, and that every 
single contribution made for the aie ise of a ticket to the Jackson 
Day dinner was made on a voluntary basis. It was handled in the 
same manner as all other matters for the purpose of preventing people 
soliciting my employees and putting pressure on them to purchase 
tickets or make contributions to any fund-raising matter. 

Senator Bennerr. May I ask you, following ‘that down, I hold in 
my hand the first memorandum which was handed to you by Mr. 
Simon, which lists 22 people who made contributions and 6 people 
who did not make contributions. Did you supply the Shrine and the 











Red Cross 
a list of the 
In other 
affairs that 
Mr. Ask 
tributed w: 
Senator 
other cases 
Mr. Ask 
contribute 
record you 
was not a 
Senator 
in your off 
raising pre 
with a list 
Mr. Ask 
Senator 
which has 
these ques 
again. L¢ 
mony on J 
Mr. SELLS 
connection Vv 
Mr. ASKE’ 
Question. 
connnittee? 
Mr. ASKE 
the Democr 
Question. 
ernment em 
of your res} 
tickets, and 
the FHA, a 
bilities equa 
Mr. Asi 
porter reac 
Senator 
I would 
of the st 
it all agair 
Question. 
connection \ 
Mr. ASKE 
Now, tc 
or respons 
Mr. As} 
in my offi 
dled, whe 
Jackon D: 
Senator 
You were 
And yo 
No, I wa 
tral Commit 
50690 





day 
my 


that 


lem, 


the 
and 


the 
und 


me 


, to 


vill 


nds 
reh 


cet? 
hat 


lay 
my 
ms, 
1es- 
ion 
vas 
Jay 
not 
ery 
son 
the 
ple 


ase 


in 
Mr. 
ple 
the 


FHA INVESTIGATION 2001 


Red Cross or the March of Dimes with a list of the people, and also 
a list of those who did not make contributions ? 

In other words, did you follow the same pattern with these civic 
affairs that you followed in this case / 

Mr. Askew. In each instance the names of the people who con- 
tributed was turned into the agency involved. 

Senator Bennerr. That would be normal, but did you turn in the 
other cases, the names of people who did not contr ibute 4 

Mr. Askew. I did not turn in names of individuals who did not 
contribute to the Democratic Party. I did not turn them in. That 
record you have in your hand, sir, is a record that was in my office. It 
was not a copy of anything—— 

Senator Bennerr. I will change the question, then: Did you keep 
in your oflice a record for the March of Dimes and other civie fund- 
raising programs, a record of people who did not contribute, together 
with a list of the reasons why they did not contribute ? 

Mr. Askew. I assume that we did. 

Senator Bennerr. In the testimony from the executive hearing, 
which has been read back to you this morning by Mr. Simon, were 
these questions and answers had, and I would like to repeat them 
again. Iam reading from page 9969 of the transcript of your testi- 
mony on August 30 in Washington: 

Mr. Seis. At least as late as 1951, then, Colonel Askew, you did have some 
connection With the sale of such tickets? 

Mr. ASKEW. Yes. I was head of the office, and I was responsible for it. 

Question. You were responsible to whom? The Democratic central 
committee? 

Mr. ASkEw. No. I was responsible to the Government, to the FHA, and to 
the Democratic central committee. 

Question. Do you assume that it was one of your responsibilities as a Goy- 
ernment employee to sell Jackson Day dinner tickets, and that it was also one 
of your responsibilities specifically as an employee of FHA to sell Jackson Day 
tickets, and do you assume that there is a relationship between the Government, 
the FHA, and the Democratic central Committee which makes those responsi- 
bilities equal? 

Mr. Askew. That was a pretty long question. May I have the re- 
porter read it, sir 

Senator BenNetr. Let me cut it up into bits. 

I would like to reread the 2 parts of the statement or the 3 parts 
of the statement which justified the question. I had better read 
it all again. 

Question. At least as late as 1951, then, Colonel Askew, you did have some 
connection with the sale of such tickets? 

Mr. ASKEW. Yes. I was head of the office and I was responsible for it. 

Now, to what does the word “it” refer—responsible for the office 
or responsible for the sale of the tickets ? 

Mr. Askrw. I was responsible for anything that was that happend 
in my office. I was responsible for the manner in which it was han- 
dled, whether it was the March of Dimes or circus or tickets to the 
Jackon Day dinner. 

Senator Bennerr. The next question was: 

You were responsible to whom, the Democratic National Committee? 

And your answer was: 


No, I was responsible to the Government, the FHA, and the Democratic Cen- 
tral Committee. 


50690—51i—pt. 3——-16 
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Now, I ask you, do you assume that there is the same kind of respon- 
sibility to the Government, the FHA, and the Democratic Central 
Committee ? 

Mr. Askew. No,sir: I don’t think it is the same. 

Senator BeNNeTr. Since this refers only to the sale of the tickets, 
what responsibility did you have to the Government for the sale of 
tickets to the Jackson Day dinner / 

Mr, Askew. My responsibility was the manner in which it was han- 
died in my office. IT am aceepting full res spons sibility for the fact that 
the people in my office voluntarily purchased tickets to Jackson Day 
dinner which was turned in to the proper sources. I accept the full 
responsibility for that with the honest and sincere belief that I was 
not violating any law. I think the fact the record was kept in my 
office is pretty good evidence that I did not feel we were violating 
any law, sir, and you will find a record, IT am sure, and vour investi- 
gator could have found a record in my office of every fund-raising 
program that was followed in my office. for the specific purpose of 
preventing any pressure from outside people. 

Mr. Stuon. Mr. Askew, when the head of the office, the State direc- 
tor or district director, gives a sales talk to his subordinates, wouldn't 
vou call that pressure / 

Mr. Askew. Nosales talk was ever given tothem, Mr. Simon. 

Mr. Simon. Isn't that what you testified to / 

Mr. Askew. Sir? 

Mr. Simon. Isn’t that what you testified to? 

Mr. Askew. I tried to correct that, sir. I did not call the em- 
plovees together and make a sales talk on the Jackson Day tickets. 

Mr. Sruon. Was your testimony in Washington false, then ¢ 

Mr. Askew. It was an error. 

Mr. Stuon. Was it false? 

Mr. Askew. I did not intend to make false answer to that question, 
sir. 

Mr. Stuon. But you did testify in Washington that you did give 
them asales talk. 

Mr. Askew. You read the testimony there a moment ago; yes, sir. 
T was mistaken at that time. 

Mr. SrMon. Why is your memory better today than it was on 
Angust 304 , 

Mr. Askew. Well, Mr. Simon, when an individual is called before an 
investigating committee it is a one-way street. 

Mr. pearonel Is that why vour memory is better today ? 

Mr. Askew. Yes,sir;itis. It is better because I have reflected on it. 
When I was called out there I had no more idea than the man in the 
moon what vou were going to talk to me about. 

Mr. Smon. Have you conferred with any attorneys since August 
30. 1954? 

Mr. Askew. Yes; I have. 

Mr. Srixon. Does that make a difference ? 

Mr. Askew. No,sir. Notas far as testifying to the truth, sir. 

Mr. Sion. When did you confer with attorneys? 

Mr. Askew. A day or two following my testimony, after I obtained 
a copy of it. 

Mr. Srvon. Did you tell your attorneys what you had testified to 
here? 
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Mr, Askew. He read the transcript. [havea copy of it. 

Mr. Simon. Thank you, sir. 

Senator BENNeEtr?. I would just like to make one comment. 

In this testimony regarding responsibility, where you said- 

No; I was responsible to the Government, to the FHA, and the Democratic 
central comiittee— 
that was followed by this observation : 

The Federal Government— 
and this is the questioner talking 

The Federal Government, as I understand it, per se, Colonel Askew, had no 
interest in whether tickets are sold to the Jackson Day dinner or not. 

I am assuming when you say responsible—please believe me, | am not trying 
to force you into taking a position you do not want to take—when you say you 
were responsible for the sale of those tickets, weren’t you in fact responsible to the 
local Democratic organization, Mr. Askew *% 

Mr. Askew. No; I don’t think I was responsible directly to the Democratic 
certral committee— 

Why were you selling tickets and why were tickets turned over to 
the Democratic central committee ? 

Mr. Askew. I feel the employees in my oflice had a perfect right to 
purchase tickets to the Jackson Day dinner. 

Mr. Simon. Do you think you had a perfect right as State director 
to be selling them ? 

Mr. Askew. I had a perfect right to see that those that purchased 
the tickets and the money was turned in, that it was in turn submitted 
the Democratic central committee. 

Mr. Simon. That wasn’t my question. My question was whether 
you as State director for Oklahoma had a perfect right to sell tickets 
to the Jackson . ay dinner ¢ 

Mr. Askew. I do not admit I sold the tickets to the Jackson Day 
dinner. I say they purchased the tickets, turned in checks, and we ob- 
tained the tickets for them, which was a policy followed in all instances 
in my office. 

Mr. Simon. Don’t you admit that Pratt sold them under your 
direction 4 

Mr. Askew. Mr. Pratt did not sell the tickets. 

Mr. Stmon. Who did sell the tickets 7 

Mr. Askew. The people turned in the money for the purchase of 
the tickets. 

Mr. Stmon. If—— 

Mr. Askew. Voluntarily, sir. 

Mr. Simon. If one man buys something doesn’t somebody have to 
sell it ¢ 

Senator Bennetr, May Lask a question before you pursue that 4 

How did the actual tickets get into the hands of the people who 
turned in the money ? 

Mr. Askew. The checks made payable to the Democratic central 
committee was turned in to Mr. Pratt. Then he and I together took 
those checks, with a list of the names and addresses, without the names 
of any people in the office that did not contribute, Senator, and turned 
in to the chairman of the Democratic committee person: ally. Then we 
received two tickets for each individual. 

Senator Bennetr. Then you took the tickets back to the office and 
delivered them to the individuals? 
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Mr. Askew. Yes, sir. 

Senator Bennerr. I don’t know how you can get a better definition 
of selling tickets. If the individuals had bought the tickets directly 
from the Democratic central committee they would have taken their 
own money, they would have received their tickets from the committee. 
You collected the money. You delivered it. You received the tickets. 
You distributed the tickets to the people who had paid for them. 

As I say, I don’t see how you can get a better example of a sale of 
tickets. 

Mr. Askew. The thing I am trying to make clear, Senator, is two 
things: First, that every individual that purchased a ticket did so vol- 
untarily, the only reason for having it return to our office was to pre- 


vent the necessity of having them going to the headquarters or 


some place else or someone outside trying to solicit people in my 
office to buy tickets to the Jackson Day dinners. The policy and pur- 
pose was to prevent any pressure being brought to bear. 

Mr. Suwon. I have 2 or 3 more questions, Mr. Askew. 

Do you think FHA officials should be buying houses from builders 
doing business with FHA at a builder’s cost? 

Mr. Askew. No, sir. 

Mr. Simon. In 1947 did you buy a house in Oklahoma City from 
Manly Moore? 

Mr. Askew. No, sir. 

Mr. Stuon. You did not? 

Mr. Askew. No, sir. 

Mr. Simon. Did you buy it in 19464 

Mr. Askrw. No, sir. 

Mr. Simon. Did you ever buy a house from Manly Moore? 

Mr. Askew. No, sir. 

Mr. Simon. Where did you live bet ween 1946 and 1950? 

Mr. Askew. 1920 Huntington, Nichols Hills, Oklahoma City, Okla. 

Mr. Stwon. Who did you buy the Huntington Avenue property 
from / 

Mr. Askew. That property was built on a lot owned by myself. 

Mr. Sruon. My question is, who did you buy the house from ¢ 

Mr. Askew. I didn’t buy the house from anyone. It was built under 
contract. 

Mr. Simon. Who built the house ? 

Mr. Askew. Manly M. Moore of Oklahoma City, builder. 

Mr. Simon. And how much did you pay him for building the 
house # 

Mr. Askew. I do not recall the exact amount. It was between 
$16.200 and $16,800. 

Mr. Stiavon. Do you know whether it was exactly $16,000? 

Mr. Askrw. It was not exactly $16,000; no, sir. It was over that. 

Mr. Sion. Do you know whether his cost. of building the house 
was SIG 255 ¢ 

Mr. Askew. I have reason to believe that that represented his total 
cost, or in excess thereof. 

Senator Bennerr. Mr. Askew, I am interested that you can remem- 
ber what his total cost was but you can’t remember what you paid him 
for it. 

Mr. Askew. I don’t have the record with me, sir. 
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Senator Bennerr. Why would you have more knowledge in your 
own mind of his cost than you do of your price, the price you paid? 

Mr. Askew. For the reason that he submitted to me all of the in- 
voices of the building materials that were incorporated in the con- 
struction of my house, and the total labor cost involved. 

Mr. Sruron. That was $16,265 ; wasn’t it? 

Mr. Askew. Either that or $16,800. 1 am not sure. 

Mr. Stuon. You paid him exactly his cost? 

Mr. Askew. I paid him the bill he submitted to me; yes, sir. 

Mr. Srwon. Which was exactly his cost? 

Mr. Askew. The contract was cost plus 5 percent. That is where 
the difference comes in there. 

Mr. Stmon. My question wasn’t what the contract was, but whether 
you paid him exactly his cost? 

Mr. Askew. I paid him what he told me his cost. was, plus 5 percent 
over the cost. 

Mr. Sruon. Are you testifying now that you paid him his cost plus 
5 percent ¢ 

Mr. Askew. Yes, sir. 

Mr. Sruon. If I told you that his books showed that you paid him 
$16,000, and that his cost was $16,285, would you say that was false? 

Mr. Askew. Sixteen plustwo? Is that what you said ? 

Mr. Simon. That isn’t my question. My question is, If I told you 
that his books show that you paid him $16,000, and that his costs were 
$16,285.54, would you say that that was false ? 

Mr. Askew. Yes, sir. 

Mr. Stwon. Now, in 1951 did you buy a house from Charles 
Stamford / 

Mr. Askrw. No, sir. 

Mr. Simon. Did Stamford build any house in 1951 that somehow or 
other you got to own ? 

Mr. Askew. He built a house for me on a lot which 1 had purchased 
under a firm contract. 

Mr. Stuon. How much did you pay Stamford? 

Senator Bennerr. May I ask a question ? 

Mr. Simon. Yes, sir. 

Senator Bennerr. Did you buy the lot from Stamford ? 

Mr. Askew. No, sir. 

Mr. Simon. How much did you pay Stamford? 

Mr. Askew. $12.850 was the amount of the contract, plus some 
extras—on the vard, I believe, of about $150. 

Mr. Stmon. We are getting pretty close, now. His books show 
$12,976; is that right? 

Mr. Askew. I don’t know what his books show. 

Mr. Srwon. Is $12,976 right ? 

Mr. Askrw. No, sir; not to my knowledge. 

Mr. Simon. What did you say ; $12,800? 

Mr. Askew. $12,850. 

Mr. Simon. Plus how much? 

Mr. Askew. $126 or $150, I have forgotten the exact amount. 

Mr. Simon. That is $12,975, and his books show $12,976. You 
wouldn't quarrel for the dollar, would you? 

Mr. Askew. I don’t know what his books show. 

Mr. Suwon. Do you know what his cost was? 
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Mr. Askew. No. sir. 

Mr. Sraon. If I told vou his books show his costs were $13,681, 
would vou say that that was wrong or that you don’t know? 

Mr. Askew. I do not know. 

Mr. Srvron. T have only one more question, Mr. Askew: 

Are vou familiar with this book, Were the Windfalls Wicked ? 

Mr. Askew. No, sir. 

Mr. Srmon. It says in here. reprints have been distributed by the 
National Association of Home Builders. Do you know anything about 
that? 

Mr. Askew. May I see it, sir? 

Mr. Stmon. Yes, sir. 

Mr. Askew. This is the first time I have seen this, Mr. Simon, be- 
cause T have been absent from mv office in Washington since the 4th 
of August, with the exception of 1 or 2 days. IT have not seen this 
before. It was printed August 16, as a reprint from the Washington 
Post and Times Herald, August 16th to the 20th. 

Mr. Srmron. You don’t know anything about it? 

Mr. Askew. No, sir. J have read articles, but I haven’t seen this 
pamphlet. 

Mr. Srwon. Thank you very much. 

Senator Benner. That is all, Mr. Askew. Thank you very much. 

Our next witness will be Mr. Robert J. Salvant, of New Orleans. 

Mr. Salvant, will you be sworn. 

Do you solemnly swear that the testimony you are about to give will 
he the truth, the whole truth, and nothing but the truth, so help you 
God ? 


TESTIMONY OF ROBERT J. SALVANT, CHIEF UNDERWRITER, NEW 
ORLEANS, FEDERAL HOUSING ADMINISTRATION 


Mr. Satvanrt. I do. 

Senator Bennerr. Will you take the chair and identify yourself for 
the reporter, please. 

Mr. Sarvanr. Robert J. Salvant. 

Mr. Suwon. Your address, please ? 

Mr. Sarvant. 3201 Ursuline Avenue. 

Mr. Stuon. New Orleans? 

Mr. Satvant. New Orleans. 

Mr. Stwon. You are from the FHA ? 

Mr. Sarvant. I am chief underwriter of FHA, New Orleans in- 
suring office. 

Mr. Sion. How long have you been with FHA, Mr. Salvant ? 

Mr. Sarvant. Since February 1946. 

Mr. Stwon. How long have you been the chief underwriter ? 

Mr. Satvanr. I was appointed chief underwriter in February of 
1952. 

Mr. Staton. Will you tell the committee, please, the number of par- 
ties that the Shelby Construction Co. gave for employees of the New 
Orleans FHA office ? 

Mr. Satvant. We were invited to two fishing trips which we at- 
tended, one in 1948, and one I believe in 1949. 

Mr. Stmon. About how many employees of the office attended the 
1948 party, Mr. Salvant ? 
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Mr. Satvantr. I should say at least 5 or 6, and Shelby had an equal 
number. 

Mr. Simon. Of their employees? 

Mr. Satvant. Yes, sir. 

Mr. Simon. Is that the party where you went to Bay St. Louis the 
night before and spent the night in this house in Bay St. Louis, and 
went on a fishing trip the next a: Ly ¢ 

Mr. Satvanr. That was in 1948, a 1-day trip; yes, sir. 

Mr. Stuon. Do you recall what time of the year that was? 

Mr. Satvantr. Sometime during the summer months. The exact 
month I would not remember. 

Mr. Simon. Will you tell us about the 1949 fishing trip ? 

Mr. Satvant. Yes. That trip began in the city of New Orleans, 
and from here we went to Bayou LaBattrie in Mobile. 

Mr. Suwon. Will you spell that, please, for the reporter ? 

Mr. Satvant. L-a-B-a-t-t-r-i-e, Bayou LaBattrie at Mobile, Ala. 

Mr. Srwon. By automobile? 

Mr. Sanvant. Yes. [used my own transportation to go there. 

Mr. Stuon. Did they provide transportation for some of the em- 
ployees ? 

Mr. Satvant. Yes. 

Mr. Stmon. How many FHA employees went on that trip, Mr. 
Salvant? 

Mr. Satvanr. At least 5 or 6. 

Mr. Simon. There were Shelby people of like number ? 

Mr. Savant. Yes, sir. 

Mr. Simon. How long did that fishing trip last ? 

Mr. Savant. I think we were out on the water for about 2 days and 
2 nights. 

Mr. Simon. Do you recall the size of the boat ? 

Mr. Sauvant. The boat was a converted schooner. It was about, 
I would say, 56 to 60 feet in length, and about 12 or 14 feet in beam. 

Mr. Stmon. Was liquor served on that tr ip? 

Mr. Sautvanr. It was. 

Mr. Simon. Do you know about how much was consumed ¢ 

Mr. Satvant. No, sir; I do not. 

Mr. Simon. The reason I ask you that is that Mr. Kapelow said 
that there were two bottles when they started out and they were almost 
full when they returned. Is that your recollection ¢ 

Mr. Savant. I don’t know that that is so. 

Mr. Stwon. Was there a party at the Roosevelt Hotel given by 
Shelby ? 

Mr. Satvanr. Yes, there was. That was in connection with the 
section 608 closing. 

Mr. Simon. When was that, Mr. Salvant ? 

Mr. Satvant. I should say in 1948. 

Mr. Simon. Was that in connection with the Parkchester closing ¢ 

Mr. Satvanvt. I believe it was. 

Mr. Simon. Was that sort of a celebration for closing the FHA 
commitment on Parkchester ¢ 

Mr. Satvant. I assume that it was. 

Mr. Srvon. How many FHA employees attended that party ? 
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Mr. Satvant. I should say 5 or 6. We were invited along with the 
Shelby Construction Co., the bankers, mortgagees, and various other 
people along with their wives, probably 50 or 60 people there. 

Mr. Sutox. And the wives of all of the FHA people were also 
invited ? 

Mr. Satvant. Yes, sir. 

Mr. Srwon. Was there a party at the Beverly Club? 

Mr. Satvant. Yes, sir. 

Mr. Simon. When was that? 

Mr. Sarvanr. I will have to guess on that. Either 1949 or 1950. 
I am not sure. 

Mr. Suwon. Was that to celebrate the closing of the Claiborne 
Towers’ commitment ? 

Mr. Satvantr. | assume it was. 

Mr. Siwon. And it would be approximately the date of the closing 
of the Claiborne Towers’ commitment; is that right ? 

Mr. Savant. I don’t know if that is so. I don’t know about the 
time interval between. 

Mr. Srvon. It was in connection with the closing of Claiborne 
Towers; is that right ? 

Mr. Satvanr. Yes, sir. 

Mr. Stuon. Where is the Beverly Club? 

Mr. Savant. That is at the intersection of Jefferson Highway and 
LaBar Road, in Jetferson Parish. 

Mr. Srron. How many FHA employees went to that party ? 

Mr. Satvanr. [ would say 5 or 6 of us did. 

Mr. Simon. Their wives were invited ¢ 

Mr. Satvant. Wives, mort gagees, and subcontractors, and what not. 

Senator Bennerr. Were the FHA employees who went to these 
parties you have listed men who stood at the head of sections in the 
FHA office, rather than stenographers ? 

Mr. Satvant. Yes, sir; they were. 

Senator Bennerr. They were the section heads? 

Mr. Satvant. Yes, sir. 

Mr. Kenxry. Did the State director attend any of these parties? 

Mr. Satvant. Yes, sir; he did. 

Mr. Kenney. Did he attend all of them? 

Mr. Sarvantr. I wouldn’t say all of them. I should say to the best 
of my memory I think he was on these parties you are asking me 
about except the fishing trip. 

Mr. Sion. He didn’t go on the fishing trip ? 

Mr. Satvanr. I don’t recall. 

Senator Bennerr. Did he go on either fishing trip ? 

Mr. Sarvanr. Not to my knowledge. 

Senator Bennerr. He went to these so-called closing parties ? 

Mr. Sarvanr. That is correct. 

Mr. Srwon. Was it the custom in New Orleans for a builder to give 
a part y. when the FHA closed a commitment for a section 608? 

Mr. Satvant. I should say, on the basis of what happened, yes, 
but I must say this, too, that as we went along with each section 608 
closing, these things, as far as FHA were concerned, were neither 
anticipated nor asked for. We were invited each time. 

Mr. Stwron. T assume you didn’t get a written contract having them 
agree to give you the party, but it worked out that builders did give 
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a party when the commitments were issued to celebrate the issuance 
of the commitment ¢ 

Mr. Savant. Yes, sir. 

Mr. Simon. Now, in 1949, did Bernard Wohl give a dinner party 
at the Roosevelt Tote] ? 

Mr. Satvant. Mr. Wohl did. 

Mr. Simon. Was that to celebrate the closing of “The Wohl” on 
St. Charles Avenue ¢ 

Mr. Sauvanr. | assume it was. 

Mr. Srvon. In 1950 did Chester Owens give a party at the Roose- 
velt Hotel? 

Mr. Sarvantr. Mr. Owens did. 

Mr. Suwon. Was that to celebrate the closing of one of his section 
608's 2 , 

Mr. Satvant. Yes, sir. 

Mr. Simon. I have on this list that you supplied us with a house- 
warming party at Henderson Point, Miss., by Edward Diamond. 
Do you recall that one ? 

Mr. Sauvanr. Yes. 

Mr. Simon. Was that in connection with a section 608 ? 

Mr. Satvanr. No, sir; no connection whatsoever. 

Mr. Simon. Did Mr. Diamond do business with FHA ? 

Mr. Satvanr. He did. 

Mr. Smwon. What was that, section 203’s ? 

Mr. Savant. Section 205 residence construction. 

Mr. Suwon. Then there is a party at Antoinnes by Posy Prescott ; 
the party in 1949, and the fishing trip in 1951. Did Mr. Prescott do 
any section 608 business ? 

Mr. Satvant. Mr. Prescott did. 

Mr. Staton. Do you recall the section 608’s connected with these 
parties ? 

Mr. Satvant. Yes. There is a section 608 in Baton Rouge on 
Nicholson Drive, a 16-apartment project. 

Mr. Simon. Was that the party that was being celebrated at An- 
toinnes ¢ 

Mr. Savant. Yes. 

Mr. Stwon. I see more parties at Antoines and one at Arnauds, 
house party in Covington, La. Were most of these celebrating section 
608 commitments ? 

Mr. Sarvant. I think they were. The one in Covington was not. 

Mr. Simon. Now, apparently the Delta Mortgage Corp. gave an 
annual fishing trip and an annual office party and dinner parties on 
several occasions, It says here, for the FHA people; is that right ? 

Mr. Satvant. The annual party has to do with a party at Christmas- 
time that is open to all the people they do business with. 

Mr. Simon. The fishing trips—were those for everybody or just 
FHA? 

Mr. Satvant. No, sir. That was periodical. That was not annual. 
That is a mistake. 

Mr. Simon. How many fishing trips did Delta Mortgage give for 
FHA? 

Mr. Satvant. One, to my knowledge. 

Mr. SrMon. It says here “fishing trip, annually.” 

Mr. Satvant. That isan error. 
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Mr. Simon. Did that company do business with FHA? 

Mr. Satvant. They did. 

Mr. Simon. I have here, Crawford Corp., several occasions, dinner 
parties, “cocktail parties”; is that right / 

Mr. Satvanv. That is correct. 

Mr. Simon. Did Crawford Corp. do business with FHA ¢ 

Mr. Satvantr. They did. These things were, as far as Crawford is 
concerned, these things were not given at any regular intervals. For 
instance, we may mention a coc Aktail party ‘there. We were invited 
as well as the general public was, at the demonstration house in 
Gentilly Woods. 

Mr. Sion. You have also been good enough to give a list of Christ- 
mas gifts. I want to say, so there is no misunderstanding, that I 
think. you have both an excellent memory and a high level of ‘integrity 
to be telling all these, which I assume everybody else got, but the 
others apparently didn’t have as good a memory as you did, and I 
think 

Mr. Satvant. May I see the list again ? 

Mr. Srmon. Yes. 

Among the Christmas gifts from Shelby, they gave you-—— 

Mr. Sarvant. May I comment on this list 4 

Mr. Simon. Yes. This list isin your handwriting. 

Mr. Satvant. May I comment, if you please ? 

Mr. Sruon. I would like to ask a couple of questions, cree 

Did Shelby give vou as Christmas presents a briefcase, a record 
player, a Parker pen-and-pencil set, a Ronson desk lighter, and 
traveling luggage ? 

M~. Satyanr. They did. 

Mr. Sraron. Were these gifts just given to you, or were all the em- 
ployees in the office at the upper levels given similar gifts? 

Mr. Satvant. [assume that the same thing oce urred with the others. 

Senator Bennett. Were these gifts given to you at the office ? 

Mr. Satvant. No,sir. They were at my home. 

Senator Bennett. Delivered at your home? 

Mr. Sarvant. Yes, sir. 

I would like to comment at this point, please. That list that you 
have there, Mr. Simon, that list was given in confidence to Mr. Sweeney, 
Housing and Home Finance inv estigator and that list covers a period 
of 814 years. 

Mr. Stmon. As far as your giving it to Mr. Sweeney in confidence 
is concerned, I know nothing about that, but Mr. Sweeney doesn’t 
work for us, and I have never heard of him. It was not given to us 
in confidence. 

Mr. Satvant. Yes, sir. 

Senator Bennetr. Mr. Salvant. I want to add the thanks of the 
committee for your assistance in this problem. Am I correct in under- 
standing that as a result of your statements you have been put on 
annual leave? 

Mr. Satyvant. That is correct, and to the present minute no reason 
has ever come from the Washington office. That has been checked on 
two occasions by long-distance telephone call. 

Senator Bennerr. If that has been occasioned by our inquiries, or 
your appearance before this committee, or the preparation of this list, 
which has been very helpful to the committee, I hope that your supe- 
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riors will recognize the service that you have given to us, and unless 
there is other reason not related to this investigation will immediately 
restore you to your position. 

As soon as this transcript is completed we will transmit the infor- 
mation to the FHA office and recommend to the extent that this action 
is involved in this hearing you be forthwith reinstated. 

Mr. Sarvant. Thank you, sir. 

Senator Bennetr. I want to express again our appreciation for your 
help. 

Mr. Kenney. I think you have stated it before, but to clear the rec- 
ord, were all of these parties open to others than FHA employees 4 

Mr. Satvanr. Yes, sir; they were. 

Senator Bennerr. Wait a minute. In the case of the fishing trips, 
Mr. Kenney, I understand the only other people who were present were 
employees of Shelby. They were not public parties. 

Mr. Kenney. Is that the case? 

Mr. Satyant. That is so, as to fishing trips; yes, sir. 

Mr. Kenney. No mortgagees present at that time? 

Mr. Satvant. Not that I can recall. 

Mr. Kenney. Otherwise, all the other trips, were they open to oth- 
's other than FHA? 

Mr. Satvant. Yes, sir. 

Mr. Kenney. Attended by others? 

Mr. Satvant. Yes, sir. 

Mr. Simon. You don’t mean by that they were open to the public, 
but merely that among the guests were one or more people who didn’t 
work for FHA ¢ 

Mr. Satvant. That is correct. 

Mr. Simon. The purpose of the parties was to celebrate the FHA 
cominitments 4 

Mr. Satvant. Yes, sir. 

Mr. Kenney. Your superior, Mr. Dumestre, was he present at most 
ot these, do you know ? 

Mr. Satvant. Yes, sir. 

Mr. Kenney. If he was not present. did he know about these parties 

Mr. Satvan'r. I assume he cid. 

Mr. Kenney. He is your superior and took no exception te the 
parties at any time? 

Mr. Sanvant. That is correct. T was not the underwriter at that 
time, and IT would check indirectly to him, directly to the chief under- 
writer. Ile knew of my activities. 

Senator Bennerr. Thank you very much, Mr. Salvant. 

We will now call Mr. Howard R. Jarrell. 

Mr. Sanvanr. Could I make one more comment for the record, 
please ? 

Senator Bennerr. Yes, sir. 

Mr. Sarvanr. This is in connection with section 608. 

1 would like to do this for the record, and it won't take but a minute, 
if you please. 

T would like to point out that my appointment as chief underwriter 
occurred in February of 1952, after the expiration of the section 608 
act in 1950, and at that time most of the buildings were completed or 
substantially. 
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Mr. Srvron. T think T tried to make the record clear we weren’t 
quarreling with you, but were pleased with your integrity in telling 
us what went on. I don’t think anyone should infer that we were in- 
ferring that you were a party iniquitous. 

Mr. Satvanr. I wanted to make that clear for the record. 

Mr. Staron. It is clear. 

Senator Bennerr. Thank you very much. 

Mr. Jarrell, will you be sworn, please. 

Do you solemnly swear that the testimony you are about to give in 
this investigation is the truth, the whole truth, and nothing but the 
truth, so help you God? 


TESTIMONY OF HOWARD R. JARRELL, CHIEF UNDERWRITER, 
TULSA, OKLA., FEDERAL HOUSING ADMINISTRATION 


Mr. Jarrevn. I do. 

Senaor Bennerr. Will you give your name and identification to 
the reporter, please ? 

Mr. Jarrett. Howard R. Jarrell. : 

Mr. Sinton. Mr. Jarrell, would you give the reporter your address? 

Mr. Jarrevy. 3140 Kast 22d Street, Tulsa, Okla. 

Mr. Suwon. You are with FHA? 

Mr. Jarrevn. I am. 

Mr. Simon. Your current position is 

Mr. Jarrett. Chief underwriter in Tulsa district office. 

Mr. Sivon. Mr. Jarrell, you had been with FHA during the period 
1945 to 1947, had you? 

Mr. Jarrecn. I had. 

Mr. Siaon. What were vour duties in that period of time? 

Mr. Jarreni. From November 1945 until February of 1947, I was 
chief underwriter in the Oklahoma City office. 

Mr. Stwon. Did you resign in November 1947? 

Mr. Jarreni. | did—in November 1947? 

Mr. Srvron. Yes. 

Mr. .Farrevt. I believe that is correct, sir. 

Mr. Stuon. And why did you resign, Mr. Jarrell ? 

Mr, Jarrenv. IT had been on leave without pay for a period of sev- 
eral months. I was engaged in private business. I didn’t believe it 
would be to my advantage to return to the FHA. 

Mr. Sruon. Why did you resign in the first place ? 

Mr. Jarreci. I only resigned once. 

Senator Bennerr. Let us change the word “resigned.” Why did 
you go on leave to go into private business ? 

Mr. Jarrevy. Senator, I did not go on leave to go into private busi- 
ness. I went on leave without pay because my health required it— 
my condition of health. 

IT had been hospitalized twice while I was overseas with the Army 
for duodenal ulcers, brought on by hypertension or nervous strain. 
The conditions in the office, after I returned to FITA, and up until 
the time I went on leave without pay were such that it irritated and 
ageravated the condition. I was advised by my physician that if 
I did not resign, or get into something less strenuous, that my health 
and perhaps my life would be in danger. 
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Mr. Simon. Mr. Jarrell, what were the pressures in the Oklahoma 
City office at that time that were impairing your health? 

Mr. Jarrevi. Well, Mr. Simon, I think that that was perhaps the 
most difficult period, most difficult and trying period of the Federal 
Housing Administration, At that time we were charged with the 
responsibility for issuing material priority, establishing ceiling sales 
prices on all houses that were built; we were operating under 2 cost 
factors—1L stabilized and 1 current, under 2 or 3 sections of the act— 
title V1] 1 section 203, the cost of materials and labor were increasing. 
"There was a scarcity of material, and there was a great deal of pressure 
applied upon the processing staff, the underwriting staff, both from 
without and w ithin the organization, and there was a constant diffi- 
culty, a variance of opinions, variance of interpretation of under- 
writing instructions. 

Mr. Simon. Mr. Jarrell, you were interviewed in executive session 
by the staff of this committee in Washington some time ago? 

Mr. Jarre. That is correct. 

Mr. Sruon. I show you a memorandum to me from Richard Hogue, 
who I believe interviewed vou. 

Mr. JARRELL. Mr. Hogue? 

Mr. Simon. Yes. 

Mr. Jareens. Well, I presume so. 

Mr. Stuon. [ would like you to read the memorandum and tell ime 
if it is accurate. 

Mr. Jarrett. Shall Lread this aloud ¢ 

Mr. Simon. Would you read it to yourself first, and tell us if Mr. 
Hogue has accurately told us what you testified to in executive session ¢ 

Mr. Jarrevy., That is correct, sir. 

Mr. Simon. Isthat an accurate summary / 

Mr. Jarretr. | believe it is. 

Mr. Stmon. Mr. Chairman, I ask in the interest of _ that ce 
summary of Mr. Jarrell’s executive session testimony be placed i 
the record, which he has = said is an accurate summary. 

Senator Benner. Mr. Jarrell, do you have anything to add or any- 
thing to change in this memorandum ? 

Mr. Jarret. No, sir; I do not. 

Senator Bennerr. Otherwise, then, we will accept it for the record 
in the form in which you have read it and approved it, and we will 
assume that if you were called upon you would make the same state- 
ments publicly here today / 

Mr. Jarrecy. I would: ves, sir. 

(The information referred to follows :) 


MEMORANDUM 


Re Howard R. Jarrell. 
To: William Simon. 
Krom: Richard Hogue. 

Hfoward Jarrell has been chief underwriter in the Tulsa office since 1949, 
He was chief underwriter in the Oklahoma City office from 1945 to 1947 when 
he resigned. Tle had meanwhile been in the service and apparently acquired 
ileers. The pressive in the Oklahome City office so impaired his health that 
he-obiained a leave of absence for a vear and then resigned. Askew was the 
local director in Oklahoma City at the time 

in December 1945 Conmunissioner Van Patten told Jarrell that he was too 
tight in his work and that he had to raise the current cost and stabilized cost 
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factors in order to cultivate good public relations with the builders and mort- 
gagees who were the people who paid their salaries. Jarrell refused to go along 
with Van Patten and requested that the instructions be put in writing and signed 
and Van Patten would not do this but promised to have someone from the Wash- 
ington Underwriting Division to straighten Jarrell out. 

John McCallam subsequently arrived at the Oklahoma City office and Jarrell 
presented him with written instructions prepared by Jarrell on the basis of 
what Van Vatten said, but McCallam also refused to sign them. 

Jarrell subsequently went to Washington for oreintation at his own request 
and told Mack about these occurrences. Mack was incensed but said that 
things had swung 2 long way to the left; that the administrative had the ball 
and that he had been thinking of resigning and then decided to stay on and 
fight the loose administrative practices. 

Other incidents referred to by Jarrell in Oklahoma City: 

1. The chief underwriter was authorized by letter to raise ceiling prices by 
5 percent, in his ciseretion if conditions warranted. Askew instructed him to 
add the 5 percent in all cases. Jarrell refused. 

2. A plan for the convertible duplex with priority was originated. After 
completion of the duplex it was converted to single-family dwelling units with 
larger floor space than permitted by the regulations. Askew encouraged this 
but Jarrell refused to go along. 

3. Washington letter advising that no report would be made to the OPA of 
deviations from plans and specifications or omissions of equipment, not in excess 
of $200. Some builders did this. It was later discovered. Askew directed 
recognition of black-market prices of the builders. , 

$. The rule was that there should be no increase in building cost after a building 
was substantially completed. There were many disagreements with Askew as 
to what “substaniial compietion” meant. One builder permitted his houses 
to stand uncompleted to get the advantage of higher market costs on materials 
bought a vear before. Askew also reopened cases to increase costs when the 
builder had not even asked for this. (C. B. Waar, Mayfair Addition, Oklahoma 
City.) 

5. ©. B. Waar thought his lots should be valued at $1,200 when they had 
been valued at S700 by the FHA office. Waar threatened to go to Washington 
and Benny Sparks came down from Washington and raised the value to $1,200. 

6. Jarrell turned down plans for a 6OS which looked like a tourist court. 
Askew directed the processing and the project was subsequently approved after 
Jarrell had left. It was later operated as a tourist court. There appeared to 
be two more similar projects. One involved a man named Gamble; another, 
George Eberly on Southeast 29th Street, and possibly a third involving Rogers 
Givens, located at Southwest 29th Street. 

A doctor advised Jarrell to get out or he might require a serious operation. 

Jarrell was reemployed by the Tulsa office at the request of Julien Rothbaum 
and he found that the Tulsa office had been operating on the same basis as the 
Oklahoma City office, i. e., the measure of success was the volume of business 
done and there was great relaxation in requirements and valuations. However, 
there has been an improvement in that office. 

Jarrell looks on Askew as a high-pressure underwriter, but did not believe 
Askew had taken any bribes. 

Senator Bennerr. Thank you, sir. That is all. Thank you very 
much for coming, Mr. Jarrell. 

Mr. Jarrett. Thank you, sir. 

Senator Bennerr. Is Mr. Dumestre in the room? 

Mr. Dumesrre. Yes, sir. 

Senator Bennerr. Mr. Dumestre, will you come forward and be 
sworn, please: 

Do you solemnly swear that the testimony you are about to give in 
this investigation will be the truth, the whole truth, and nothing but 
the truth, so help you God ? 
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TESTIMONY OF L. J. DUMESTRE, NEW ORLEANS, LA. 


Mr. Dumestre. I do, so help me God. 

Mr. Srmon. Mr. Dumestre, would you give the reporter your full 
name and address? 

Mr. Dumestrre. Lawrence J. Dumestre, 1037 Chartres, New Or- 
leans. 

Mr. Simon. Until recently were you the FHA State director for 
Louisiana ¢ 

Mr. Dumestrre. Mr. Simon, I was, and I will be happy to answer 
any question that you can concoct, sir, 

I would ask the Senator and committee if they will permit me to 

‘ad a very brief statement which might eliminate the necessity of 
other questions they might think of ? 

Senator Bennerr. Under our rules of operating, you may read 
that at the conclusion of the discussion. 

Mr. Dumestre. That is perfectly all right, sir. 

Mr. Stmon. During what period of time were you State director for 
Louisiana FHA ¢ 

Mr. Dumesrre. I was appointed July 16, 1947, and served in that 
capacity as State director until the fall of 1951, at which time we set 
up a separate insuring office in Shreveport, and I was then converted 
to an assistant director for the southern half of Louisiana. 

Mr. Stwon. You were district director for the southern half of 
Louisiana until when ‘ 

Mr. Dumesrre. Until July 30, past. 

Senator Bennerr. When that change in the office was made your 
headquarters continued to be in New Orleans ¢ 

Mr. Dumestre. Yes, sir. 

Senator Bennerr. Someone else became the district director in 
Shreveport ? 

Mr. Dumesrre. Mr. Harry Allen, our former chief architect in New 
Orleans, was trained for the position up there by me and served as 
district director for some 4 or 5 months, and was finally promoted to 
director. 

Senator Bennerr. So there was no interruption in your responsi- 
bility for the New Orleans office, just simply a change in title, because 
one section of the State was split off ? 

Mr. Dumestre. That is correct, sir. 

Senator Bennetrr. Thank you. 

Mr. Srmon. Mr. Dumestre, the testimony here on yesterday was 
that there were more rental properties which the Commissioner had to 
take possession of because of defaults, in the New Orleans area, than 
any other part of the country, and specifically the testimony included 
the Orlenian, the Town House, in Shreveport, the two Mirabeau prop- 
erties—Mirabeau Manor and Mirabeau Apartments, Parkchester, and 
others I am sure you are familiar with. 

Can you give us any reason why there was such a high rate of 
default and repossession by the Government of rental properties in 
southern Louisiana ¢ 
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Mr. Dumesrre, Yes, sir; I can. My very brief statement touched 
on that. 

Mr. Simon. Could you tell us? 

Mr. Dumestre. Yes, sir; I will be very happy to. 

First, multifamily housing, as such, is not common to the area. 
Up until the advent of the section 608 program I would say we had 
practically no apartment houses in New Orleans that were larger than 
2) or 25 units. We were urged, and instructed by the Washington 
office, to sell the section 605 program to builders, to provide badly 
needed housing. New Orleans and Louisiana, along with the balance 
of the country, was critically short of rental and sales-type properties. 
We got out and we did a good selling job. We did too good a selling 
job because probably we built a little too much. About 3,800 units of 
rental housing came on the market in New Orleans within a period, 
I would say, from 18 months to 2 years, and it was just a little more 
than we could absorb at one time, 

Mr. Srvon, Is what you are saying, Mr. Dumestre, that the people 
in Washington were not acquainted with the local habits of living 
here, and they urged you to pursue a program here which the people 
of the area were not willing to accept 

Mr. Dumesrre. Not exactly,sir. A nationwide program was started 
in early January of 1947 ‘, and it began with the reading of a message 
from the President to the effect that no veteran should be forced to 
buy a house in order to obtain suitable or satisfactory living accom- 
modations, and it was his intention, the President? s, to see that every 
veteran had an ory to rent decent housing. 

Mr. Srmon. We have had testimony here that some of these rental 
projects when they were turned back to the Government by the 

sponsors, had as little as 10 or 15 percent occupancy. 

Mr. Dumestre. You are just about correct, sir. One of them had 
12 percent, to the best of my recollection. 

Senator Bennerr. May I ask a question at this point? 

Mr. Dumestre, Yes, sir. 

Senator Bennerr. I have been interested in the comment that peo- 
ple of this area were not ready for this type of housing, or this type 
of living. Does that apply with equal force to the garden- -type de- 
velopment like Parkchester, as it does to the multistructure type? 

Mr. Dumestre. I believe you are correct there, Senator. That is 
my belief. 

Senator Bennerr. That they would not even be prepared to live 
four families in a house? 

Mr. Dumesrre. We did have a number of small projects. four- 
family dwellings, but it was not as I mentioned, common, to have 
large projects suc h as were later developed . 

Mr. Srron. Mr. Dumestre, on July 23, 1954, the local newspapers 
carried a story, which I would like to ‘read two sentences of. 


It Says: 


Lawrence J. Dumestre, retiring regional director for the Federal Housing 
Administration, Thursday upheld the integrity of FHA officials and called the 
current Senate Banking Committee’s investigation a smear campaign. “This 
campaign is part of an era of hysteria in America, when businessmen who feel 
they are doing the right thing are indicied by investigations and convicted by 
committees.” Dumestre said at a testimonial luncheon tendered him at the St. 
Charles Hotel by the New Orleans Homestead Savings and Loan League. 


Is that an accurate account ? 
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Mr. Dumestre. It is a substantially correct account; yes, sir. 

Senator Bennerr. Do you still feel that way, Mr. Dumestre? 

Mr. Dumestre. Senator, my opinion has been changed to some de- 
gree by revelations made to me last Monday morning when at his 
request I appeared for an executive interview. 

Mr. Simon. Let me ask you those again, if I may. 

The Assistant Commissioner in charge of rental housing for the 
United States for many, many years, Clyde Powell, was called before 
this committee, and, under oath, asked in substance whether builders 
had paid him money to get commitments. He replied that he refused 
to answer the question on the ground that his answer might tend to 
incriminate him, and he took the advantage of the fifth amendment. 

Would you regard that as a smear ¢ 

Mr. Dumesrre. No, sir; I wouldn’t, and I was rather surprised and 
amazed at Mr. Powell’s attitude. I said before I am prepared to 
answer any questions you might ask. 

Mr. Simon. The sworn testimony before this committee in New 
York was that Thomas Grace, who was for 19 vears the State director 
for the State of New York, he and his brother, George Grace, were 
partners in the law firm of Grace & Grace. During a period of a little 
over 4 years George Grace received $291,000 in fees, in FHA matters, 
and another $110,000 in profits related to FHA matters. During that 
4-year period of time his brother was the State director, and during 
that period of time George Grace paid his brother Tom, the State 
director, $48,300. 

Would you regard that revelation as a smear? 

Mr. Dumesrre. No, sir. I am amazed that Mr. Grace hasn’t been 
indicted and brought before a Federal court somewhere. That is the 
only comment I have to make there, sir. 

Mr. Suton. In Los Angeles last week the sworn testimony of John 
W. Salmon, who was, I believe, the chief underwriter of the Los 
Angers office, was, in a period of + or 5 years, builders paid his wife 

3,000 for little things she had done for the builders; that one builder 
hi ad given his wife an automobile, and that another ‘builder had sold 
him a house for $10,000, which was exactly like the house next door, 
that the builder had sold to a non-FHA employee for $15,500. 

Would you regard that revelation as a smear / 

Mr. Dumestre. No, sir. That is not a smear, and I am amazed it 
has occurred, frankly. I can see or offer no excuse for such conduct. 

Mr. Suwon. I take it that you know that Mr. Powell was called be- 
fore this committee on two occasions, and on each occasion he refused 
to answer questions relating to the housing investigation on the 
ground that his answers might tend to incriminate him, and he took 
advantage of the fifth ame ndinent 4 

Mr. Dumesrre. I wasn’t certain of the two oceasions. I knew he 
was called once. 

Mr. Simon. The first of those occasions was in April of this year, 
and the second of those occasions was in the latter part of June of 
this year. Did you know that ? 

Mr. Dumesrre. I wasn’t certain about the second appearance before 
the committee. I knew he had been called once. 

Mr. Simon. Which occasion did you know about, the April or June? 

Mr. Dumestre. I think it was probably the early one. 


50690—54—pt. 3——17 
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Mr. Stwon. The April ¢ 

Mr. Dumesrre. Yes. 

Mr. Simon. You knew the man who for many years had been the 
head of the section 608 program in the United States refused to answer 
any questions about the program on the ground his answers might 
incriminate him ? 

Mr. Dumesrre. Yes, sir. 

Mr. Suwon. That was at least 3 months before you made this state- 
ment ¢ 

Mr. Dumestre. Yes, sir. 

Mr. Simon. Now, in Los Angeles, a chief architect named Moses, 
who was paid $5,500 a year by the Government, testified that in 2 years 
an architect, who he he ‘ped draw plans for section 608 projects, paid 
him $5,000 a year for a little help he gave him in the evening on 
drawing these plans, and that was almost equal to his Government 
salary which was supposed to be a full-time job. 

Would you reg rard that revelation as a smear! 

Mr. Dumestrre. No, sir. I think it is very startling, and I might 
make this statement that would eliminate further questioning along 
theso lines: That I would not condone such ig pee on the part of any 
of our employees if I had knowledge of it. 1 don’t think it pecans 
in Louisiana, and as I mentioned to you on Mond: ay, my statement wa 
with reference to the local office here, and the operation of my own 
activities. 

Mr. Simon. Do you know of any witness who has appeared before 
this committee who has ever been smeared 

Mr. Dumesrre. Well, I was smeared, sir, because of the fact that it 
embairassed me locally, with the very people who offered me this 
testimonial luncheon. 

Mr. Simon. Were you smeared by this committee ? 

Mr. Dumesrre. I wasn’t smeared. I was smeared by innuendo, 
uu might say, by our contact with FHA as an FHA employee. 
Senator Bennerr. [want to get thisclear. Do you have the feeling 
that association with members of the Banking and Currency Com- 
mittee itself involved a smear? 

Mr. Dumestre. No, sir; | do not, sir. I have every respect for the 
conmittee, and for the members of it. 

Senator Bennerr. Do you feel that Mr. Salvant and Mr. Jarrell, 
who have appeared here today, to help us to de ‘velop an understanding 
of what went on in these two offic es, are therefore smeared because we 
have had the benefit of their help ? 

Mr. Dumesrre. No, sir; I don’t think they were, except temporarily, 
Senator, we are in the same category as bankers were in 1933, when 
they wouldn’t walk down the main street. I felt very much that way 
myself. A lot of my friends, people who were not associated with 
FILA, would ask me what is this all about, what have you fellows 
ben doing up there. 

Senator Bennetr. Wasn't that in your mind? 

Mr. Dumesrre. Created; yes, sir; by the sort of testimony and the 
headlines that the newspaper comes out with. 

Mr. Simon. If I understand you correctly, what you are saying is 
there are X number of employees in FHA, a large number of whom— 
we can’t say what percentage because we don't know, but a large per- 
centage of whom are honest, reputable people, but a number of whom 
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have been shown by sworn testimony to be dishonest people. Now, do 
you think that the ‘Senate Banking and Currency Committee is smear- 

ing all FHA employees merely by disclosing that some of them are 
dishonest people ¢ 

Mr. Dumestre. No, sir. If the facts which you have mentioned a 
moment ago have been substantiated, why, certainly, I think those 
employees ‘should be dealth with summar ily in courts. 

Mr. Stwon. How would you suggest that this committee expose the 
corruption to which I have just ‘referred—and I could go on for a 
couple of hours giving you more sworn testimony in th: at respect— 
how can we do it if what we did do in your opinion constitutes smear- 
ing the honest employee ? 

Mr. Dumestre. I don’t know, sir. I wouldn’t have any suggestion. 
Certainly you are much more expert at that sort of thing than I am. 

Mr. Simon. Do you think this committee should have suppressed 
and concealed the evidence of corruption the committee had 4 

Mr. Dumesrre. No, sir. I have already said these people should be 
brought to justice forthwith. 

Mr. Stuon. There is no dispute about the facts I have given you. 
They are a matter of sworn testimony. 

Mr. Dumestre. I don’t question them. 

Mr. Simon. You agree we shouldn’t have suppressed it but made it 
public as we did, and yet you say our doing so constitutes a smear 
against you, although we have never mentioned you and as far as | 
know no member of the committce even knew there was a man named 
Dumestre in Louisiana until we came here. 

Mr. Dumestre. Might we say that possibly that was a little intem- 
perate remark, or something of that sort, maybe ill advised. But I 
did feel at the time I had been smeared to some extent, and that as a 

result I will mention, if I may, if I may have the indulgence of the 
committee, I had been invited officially by the Louisiana Building and 
Loan League to appear at their convention at the Edgewater Hotel in 
the early spring, and along about the Ist of May. They had invited 
me for the past 6 or 7 years. I would go over there and make a talk 
about FHA and about housing matters, generally. I had accepted the 
invitation in writing, and after this came up I felt it was my duty to go 
there and ask they retract the invitation because of the fact that by 
inference, and by association with FHA, and the notoriety and public- 
ity that had been given te this thing, that possibly they did not want 
me there speaking as a representative of the Government. They re- 
fused to accept my withdrawal and insisted 1 go over because of the 
fact they had known me for so many years, and as they expressed it 
they had complete confidence in my integrity. 

Mr. Sion. Certainly we haven’t questioned your integrity. 

Mr. Dumestrer. No, sir. 

Mr. Stwon. Yet you said here, according to this newspaper cam- 
paign, that— 
the current Senate Banking Committee investigation is a smear campaign. 


Mr. Dumesrre. I felt that way at the time. 

Mr. Simon. Can you tell me who we have smeared ? 

Mr. Dumesrre. As I mentioned earlier, I think all FHA employees 
for a long time didn’t particularly like meeting their friends on the 
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street because of the fact they would be asked embarrassing questions, 
such as “What did you get out of it? What has been going on up here? 
We thought you had a clean shop. Now we find all these swindles, 
multiplied scandals,” and all that. 

Mr. Simon. There isn’t any doubt in your mind that there have been 
some FILA employees who were not operating a clean shop ? 

Mr. Dumestre. That has been proven to me in the past few days, sir. 

Senator Bennerr. We have been here now for 214 days. We are 
finishing a 3-day series of hearings. Would you say in our conduct 
of these hearings we have smeared anybody in Louisiana ? 

Mr. Dumestre. No, sir; I would not. 

Senator Bennerr. Do you think we have been reasonably temperate 
and careful ? 

Mr. Dumesrre. Senator, I think you have been very smpathetic 
from what I have seen this morning in the approach to these prob- 
lems that you have before you. 

Mr. Stmon. On Claiborne Towers, Mr. Dumestre, I understand from 
you that you did not approve the application for a commitment ? 

Mr. Dumestrr. Applications for commitments. 

Mr. Staon. Applications for commitments; that is right. We have 
to remember that is two buildings. 

Mr. Dumestre. Yes, sir. 

Mr. Simon. Was that because you didn’t think that was the type of 
project, or projects of that size, that ought to be built in New Orleans? 

Mr. Dumestre. I thought, Mr. Simon. it was rather large for New 
Orleans, which, after all, is not one of our great metropolitan areas. 
We had a number of others already in progress, and I doubted that the 

‘apacity of our people to pass upon the building of such magnitude, 
and such size. I preferred to have the concurrence and review of the 
Washington office staff, who had dealt with similar type projects in 
the North and East. 

Mr. Suvon. Are you familiar with the project, Mr. Dumestre ? 

Mr. Dumesrre. Yes, sir; I am. 

Mr. Sruon. Is the outer wall of that building, or those buildings, 
one building or two? 

Mr. Dumestre. J don’t quite get your question there, sir. 

Senator Bennerr. If you walked past the building today, as a 
stranger in New Orleans, interested in the architectural detail of the 
front wall of the building, and looked at it carefully, would you say 
it was one building or two? 

Mr. Dumesrre. Well, I would have to separate myself completely 
from my former association with FITA and answer as a novice or lay- 
man, I would probably say it w as one building. 

I might add, Senator, that I live in the property at the present 
time, which is 150 years old, and someone going by the front might 
assume the same thing. I painted the fr ont of mine red so as to dis- 
tinguish it from the other half. 

Senator Bennetr. You were in complete control of your building. 
There were no regulations that affected the paint or anything else 
that you put on your project. In this particular case there was a 
definite imiting regulation which affected the decision as to whether 
or not that was one building or two, as you know. 

Mr. Dumestre. What wasthat limiting factor ¢ 

Senator Bennett. $5 million mortgage limit. 
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Mr. Dumesrre. But no limit to the amount of the mortgages that 
we might issue to different mortgagors. 

Senator Bennerr. That is right. But now that comes to the heart 
of the question. Is this one building or two? 

Mr. Dumestre. It is designed, so designed that it can be converted 
into two buildings if they require, and the contracts 

Mr. Simon. Mr. Dumestre—— 

Mr. Dumestre. May I finish ¢ 

Mr. Simon, Sure. 

Mr. Dumeste. The contracts with the sponsors of these buildings 
stipulated that any time FHA required, a party wall could imme- 
diately be constructed to separate and make two buildings of it. There 
were separate elevators, separate boilers, and separate machinery in 
each building. 

Senator Bennerr. We understand all that, but to go back to the 
first question, and maybe it should be an observation of the chairman 
rather than questions. I walked past the Claiborne Towers again this 
iorning to clear up and renew my memory of what I saw the other 
day. There is no architectural indication on the front of the building 
that it is other than a single building. There is no indication of a 
division at any point from the sidewalk to the roof. The architectural 
features on either side of the centerline balance, but there is no 
architectural feature at the centerline. The bricks are placed as bricks 
always are, overlapping, so that as the counsel has said earlier in 
examining other witnesses, if you wanted physically to separate the 
two buildings and create the impression from the outside that they 
were two buildings, you would have to cut half the bricks in half. 

Mr. Simon. I was just going to ask a question along that line. 

Mr. Dumestre, if a skilled builder, engineer, spent his lifetime in the 
building business, came to New Orleans and you told him that the 

Caliborne Towers was two buildings, is there anyway from the outside 
th at he could find where the div iding line was ? 

Mr. Dumesrre. No, sir; not from the outside, sir. 

Mr. Simon. One other question. 

Mr. Dumrsrre. As many as you want, sir. 

Mr. Simon. How close have you been to the Shelby people 

Mr. Dumerstre. I met with them on innumerable occasions in work- 
ing out these various problems of theirs in connection with Parkchester 
and in connection with the Claiborne Towers. 

Mr. Simon. Have you ever been to their offices ? 

Mr. Dumestre. I was at Mr. Leader’s home on one occ ‘asion, Sir. 

Mr. Simon. Have you ever been to their offices ? 

Mr. Dumestrr. No, sir. 

Mr. Stmon. They have an office here on Canal Street. You have 
never been there ? 

Mr. Dumesrre. No, sir. 

I beg your pardon. I want to correct that. I was at their office 
about 10 days ago. They asked me to come out there. 

Senator Bennerr. That was the first time? 

Mr. Dumestre. First time I was ever in the office. 

Mr. Simon. That was after you left FHA ? 

Mr. Dumestre. Yes. 

Mr. Simon. What was the occasion for that ? 
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Mr. Dumestre. They said they would like me to come out there and 
refresh their memory on some phases of the operation. I said I would 
be happy to do it, saw nothing improper about it. 

Mr. Simon. Was that in connection with this hearing? 

Mr. Dosczeres. Yes, sir. 

Mr. Stmon. Just one trip? 

Mr. Dumestre. Yes,sir. IT was there about 30 or 40 minutes. 

May I read my statement, sir? 

Senator Bennerr. Yes, sir. 

Mr. Dumestre. It is very brief and won’t take but about a minute. 

Senator Bennetr. Fine, Mr. Dumestre. 

Mr. Dumestke. I am pleased to have this opportunity to appear 
before the committee at their request, to answer any questions that 
may be asked and to offer any assistance possible in connection with 
the investigation of the FHA rental housing program, title I prop- 
erty improvement program, and its other activities under the National 
Housing Act. 

I would like to say that I was connected with the FHA slightly 
more than 13 years, starting with one of the very lowest positions in 
the oflice in May of 1941 and gradually being promoted to assistant 
director in the spring of 1947 and finally assigned to the position of 
State director, July 16, 1947. Neither the original appointment nor 
any other appointment were obtained through politic al connections or 
influence, and I am happy to say that during my entire term of service 
with FHA, no one was ever employed as a result of political affilia- 
tion, religious beliefs, or racial origin. 

The FHA program in Louisiana was a most active one. Insured 
Joans of all types total in excess of $°00 million during the 20-year 
period of its operation. Approximately 15 percent of ‘this total, or 
slightly in excess of $70 million, represented rental housing con- 
structed under section 207 and 608 of the National Housing Act. 
Multifamily housing was not and is not yet, in my opinion, common 
to the area. Asa result, bringing some 5,800 rental housing units in 
multifamily structures into the local market in a period of 18 months 
to 2 years naturally created a condition of distress for some of the 
projects. At the present time, the FHA owns the Mirabeau project, 
consisting of 304 garden-type units, and the Orleanian consisting of 
299 elevator-type units. The former project is operating at a profit to 
the Government and the latter has made substantial progress since its 
acquisition by FHA. Both are under private management under the 
supervision of the FHA. 

Commencing in January 1947, our office, along with other field offices 
throughout the Nation, started a vigorous campaign of selling rental 
housing to builders, and I believe that it is not an overstatement when 
I say that many sponsors of these projects were not only encouraged 
to go into that, but were actually urged to do so with the advice that 
they could be built with little, if any, equity capital. I am proud 
of the record that the local effice has made and of the reputation which 
its employees and officials enjoy in the community. If any of those 
employees have violated their trust, I am as anxious, as is the com- 
mittee, to see restitution made. Similarly, if any builders have trans- 
gressed either the law or the FHA regulations, it is my sincere hope 
that they will also receive their just deserts. 


te 





I 
lati 
Si 
We 
M 
Si 
cuss 
tion 
men 
V 
hop 
“aus 
leav 
W 
Mr. 
FH. 
in tl 
I 
und 
gift 
ther 
ity, 
Sali 
in tl 
for] 
T 
M 
A 
und 
such 
me » 
gift 
ocea 
M 
M 
M 
M 
M 
ches 
M 
we ¢ 
othe 
Si 
acce 
M 
pap 
se 
pha 
insu 
M 
FH. 


atte 
S 
\\ 





-and 
‘ould 


ypear 

that 
with 
»rop- 
ional 


rhtly 
ns in 
stant 
on of 
t nor 
ns or 
rvice 


ffilia- 


sured 
-year 
il, or 

Con- 

Act. 
nmon 
its in 
onths 
f the 
oject, 
ne of 
ofit to 
ice its 
or the 


offices 
rental 
when 
raged 
e that 
proud 
which 
those 
-com- 
trans- 
hope 





FHA INVESTIGATION 2023 


I am prepared now to answer any questions about any matter re- 
lating to FHA operations in Louisiana during my tenure of service. 

Senator Bennett. We appreciate your coming here this morning. 
We appreciate your statement, which will be part of the record. 

Mr. DumesiRe. Thank you, sir. 

Senator BenNetr. Before we close, and because we have been dis- 
cussing this question of the effect on FHA employees of these investiga- 
tions, I would just like to return again to call attention to my com- 
ments, when we had Mr. Salvant in the chair as a witness. 

We appreciate his assistance and participation, and we certainly 
hope that there will be no reprisals. We regret if we have been the 
cause, or provided the reason why he has ‘been put on temporary 
leave, and we hope that this will be quickly straightened up. 

We would also like to express our appreciation of the assistance of 
Mr. Howard R. Jarrell, who came here from another State, still an 
FHA employee, and we are grateful for the help he gave us, both 
in the executive session and here this morning. 

I certainly don’t want to be misunderstood. I don’t want to be 
understood as condoning and agreeing that the list of parties and 
gifts to which Mr. Salvant referred are proper. My position is that 
there were others who shared whatever benefits came from that activ- 
ity, which is obviously improper, but we appreciate the fact that Mr. 

Salvant had the integrity and courage to give us that information, 
in the face of what is evidently some difficulties that have been created 
for him. 

Thank you very much. 

Mr. Dumestre. May I make one brief remark, Senator ? 

All of our employees and officers in the New Orleans office were 
under frequent injunctions from me to refrain from fishing trips and 
such sundry other activities. They were also advised periodic: ally by 
me it was contrary to FHA policy for them to accept gratuities and 
gifts of that type. They were told not on one occasion, but on many 
occasions. 

Mr. Stmon. Did you attend this Shelby party at the Beverly Club? 

Mr. DouMestr E. Yes, sir. 

Mr. Srwon. And the Shelby party at the Roosevelt ? 

Mr. Dumestre. Yes, sir. 

Mr. Simon. Those were to celebrate the commitments on Park- 
chester ? 

Mr. Dumestre. No, sir; after the closing. There was nothing more 
we could do for them, and I saw no harm in attending that along with 
other people other than FHA people. 

Senator Bennetr. After the closing, after the mortgage had been 
accepted ¢ 

Mr. Dumestre. After the mortgage had been accepted and legal 
papers prepared, and it was accomplished fact. 

Senator Bennett. It has been testified that representatives of other 
phases of the industry—the bankers, the bonding companies, and the 
insurers, and others, were present at those meetings. 

Mr. Dumesrre. That is correct, sir. I would say ordinarily the 
FHA employees might have represented 10 percent of the persons in 
attendance. 

Senator Bennerr. Thank you very much, Mr. Dumestre. 

We will now be in recess until 2 o’clock. 


» 
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(Whereupon, at 11:56 a.m.,a recess was taken until 2 p.m. of the . - M 
same day.) M 
AFTERNOON SESSION wall 
He | 
Senator Bennerr. The hearings will resume. shor 
During the next half we will probably have to recess the hearings ‘ * wou 
briefly. Tam waiting for an important long-distance call, and when me. 
it comes IT will have to leave the stand, and since there is only one M 
Senator here the hearings will have to be recessed while I am gone. \ 
We will call first this afternoon Miss Mercedes Roos. evel 
Miss Roos, will you come forward and be sworn, please. \ 
Miss Roos, do you solemnly swear that the testimony you are about M 
to give in this investigation will be the truth, the whole truth, and \ 
nothing but the truth, so help you God? M 
ing 
TESTIMONY OF MISS MERCEDES ROOS, METAIRIE, NEW look 
ORLEANS, LA. Sac 
his 
Miss Roos. I do, sir. us | 
Senator Bennerr. Will you sit down, please, and give the reporter buil 
your name and address? \ 
Miss Roos. Mercedes Roos, 3722 Veauvais Street, Metairie, New of ) 
Orleans. \ 
Mr. Stwron. Metairie, New Orleans, La.? wol 
Miss Roos. Yes. lool 
Mr. Simon. Miss Roos, do you and your mother own your home at N 
3722 Veauvais Street ? you 
Miss Roos. I do. \ 
Mr. Sraon. In January 1953, did a salesman call on you with re- \ 
spect to doing some improvement work on your home? to | 
Miss Roos. It was before January, because it was done before \ 
Christmas for me. \ 
Mr. Stmon. Before Christmas of what year? 1952? i 
Miss Roos. It must have been. It is 2 years on my house now, \ 
almost. ls \ 
Mr. Suwon. Was it in December? 3” was 
Miss Roos. They approached me before that. It was done in De- 30) 
cember, a week before Christmas. \ 
Mr. Simon. When did they first approach you? \ 
Miss Roos. It must have been around about 2 or 3 weeks before that. mia 
It might have been the latter part of November or beginning of De- of } 
cember. ) 
Mr. Simon. Would you tell the committee as best you can remember Me 

what the man said when he called on you? 


\ 
Miss Roos. I was outside my yard. ' * \ 
Mr. Stmuon. Do you remember his name? } 
Miss Roos. Not the young man that approached me; no, sir. This \ 
is the first one that approached me. \ 
Mr. Srwon. Is that Henry Rosenbloom ? \ 
Miss Roos. No, sir. That is not the one. I was outside in my yard, \ 
fooling around with some little painting, trying to repair my prop- \ 
erty like that, and this young boy came out of the car, and knelt down ) 
beside me and started ‘to interest me in a painting job which I was } 
really interested in, but not at the time. 
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Mr. Simon. Painting your house? 

Miss Roos. Yes. I didn’t know what I wanted to do yet, whether I 
wanted siding, paint, or what, but I knew not at the prese nt time. 
He asked me to let him send out a representative to see me that would 
show me all they could give me, offer me, or anything, and there 
wouldn't be any time lost. That is when this Henry Rose approached 
me. 

Mr. Stuon. When did Henry Rose come ? 

Miss Roos. One evening, at my convenience after work. Which 
evening it was, I don’t remember. It was a week evening. 

Mr. Stuon. Shortly after? 

Miss Roos. Yes; just a day or so. 

Mr. Sraon. What did he tell you? 

Miss Roos. Well, he came in, with his little valise, and got to talk- 
ing; he told me his name was Henry Rose. My mother told him he 
looked Jewish, wasn’t his name something else besides Rose, and he 

said no, his full name was Henry Rose. ‘He showed us a picture of 

his wife and children, and got friendly to a certain extent, and showed 
us material he could put on a house. He had a lot of pictures of 
buildings, landscapes, and said he had done previous jobs. 

Mr. Srmon. Did he tell you anything about making a model out 
of your house ? 

Miss Roos. It was supposed to be used in a way if I got any jobs I 
would get $50 of any jobs gotten from a house; by just coming and 
looking at it I get $25. 

Mr. Stvon. If you got somebody to have a paint job from them 
you got $50 4 

Miss Roos. That is right, sir. 

Mr. Stuon. If the salesman sold one by using your house for them 
to look at then then you got $25? 

Miss Roos. That is right. 

Mr. Stwon. Is that what he told you? 

Miss Roos. Yes. 

Mr. Simon. What else did he tell you ? 

Miss Roos. I told him it sounded nice and everything, but I still 
wasn't in position to have that done. I would have to wait at least 
3 or 4 more months because I had obligations to meet. 

Mr. Stwon. Did you tell him what the other obligations were? 

Miss Roos. Yes. I told him I was waiting for a bonus for Christ- 
mas to buy a stove for my mother, and LI had some notes for the Garden 
of Memory, some plots I had bought. 

Mr. Srwon. Did you tell him how much you owed the Garden of 
Memory / 


Miss Roos. 


Mr. Simon. 


Miss Roos. 


Mr. Simon. 


Miss Roos. 
Mr. Simon. 
Miss Roos. 


Mr. Srron. 


Miss Roos. 


Mr. Srmon. 


Yes, sir. 

How much did you tell him? 

At the time I had 2 or 3 notes. 

SOO ¢ 

No. 

Did vou tell him how much you needed for your stove? 
Yes. The whole thing came to about $200, 

To pay for the other things ¢ 

Yes, sir. 

What did he tell you about that? 


ee . 
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Miss Roos. He told me they would give me cash money to pay off 
all these bills. cous 
Mr. Stuon. What else did he tell you ? Se 
Miss Roos. He said I could pay off bills, get the stove, and be fresh | “— 
to start with the house and my notes would be $24.50, to me. S 
Mr. Srmon. Did he say this was going to be an FHA loan? , ‘ M 
Miss Roos. He didn’t tell me anything when he left. He said he M 
would provide for the loan and be back for my signature. ; 
Mr. Stmon. What happened next? Ou 
Miss Roos. He made me sign some papers, and the thing was sup- f 
posed to have been arranged, and then he went off, and then later ai M 
he came back and told me that that paper, they couldn’t do any busi- v 
ness with, which was a Loutsiana bank that I found out afterward, V 
and my name was on this piece of paper, so he wanted me to sign some v 
other papers for him. I asked him to give me back the paper that had Vv 
my original name on. He says we can disregard that. I said I wanted Vv 
the paper back. The next thing they did, they came with this second a 
paper for me to sign for the loan. | stea 
Mr. Simon. Did you sign that? | Pei 
Miss Roos. Yes, sir. | “ 
Mr. Simon. What else did you sign ? h 
Miss Roos. Well, then, there was the idea of me to get the $200, so H 
he came with a personal check. They came on a Saturday when the . 
banks was ready to close, or Sunday they wouldn’t be there; it would X 
be a Monday before I would be off. I told them no, I didn’t want the i 
check. I wanted cash money. They started to tell me, well, if I took r 
and signed the thing they would go and get the cash money for me | n 
somewhere. That I didn’t do. I don’t know where they got the ) 
money. They got the cash money for me. he 
Mr. Stmon. Did they finally give it to you? Ue , ‘\ 
Miss Roos. $200; yes, sir. Pi 
Mr. Simon. Did this man have a car? a 
Miss Roos. Yes, a Cadillac. < 
Mr. Stmon. How many people were there ¢ } 
Miss Roos. He had another man outside, but he didn’t come in. 
T don’t know who he was. He stayed out in the car. . “7 
Mr. Sraon. When was the work done? 
Miss Roos. Just about a week before Christmas. a 
Mr. Simon. After the work was done did they ask you to sign a sta 
completion certificate ? = 
Miss Roos. Well, the only thing I signed after the work was done; Mn 
when I came home that evening from work the job was about being clic 
finished up. The painters that did it, they wore overalls, and all ph 
had a regular little ordinary book, like a schoolchild would have. ert 
They said on there, we did a job, so and so, would I put my name on ‘ ’ Re 
it to clear them so they could get their money. _ 
Mr. Simon. Did you ever sign a completion certificate ? the 
Senator Bennetr. Did you ever sign a printed form, after the job loc 
was done, or did you just sign your name in a book ? th 
Miss Roos. Just this little book. That was the last signing I did, hi 
and the first signing I did on whatever the loan was made on. That ; “= 
was all. he 
Mr. Stmon. You say the man said ju 
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Miss Roos. That would be a completion of the job for them so they 
could get their money. 

Senator Bennett. Were the words that were on the paper before you 
signed it printed or written ? 

“Miss Roos. It was just handwritten. 

Senator Bennetr. Just handwritten ? 

Miss Roos. Yes, sir. 

Mr. Simon. What was the nature of the work they did? Was it a 
good job? 

Miss Roos. Well, at the moment when you looked at it, it was beau- 
tiful; yes, sir; but it sure didn’t last very long to look at. 

Mr. Stmon. How long did it last ? 

Miss Roos. About 5 months. 

Mr. Simon. About 5 months ? 

Miss Roos. About 5 months. Yes, sir. 

Mr. Stmon. What did they do with your note ? 

Miss Roos. They put it through the Greater New Orleans Home- 
stead. 

Mr. Stmon. Have you had to pay the Greater New Orleans Home- 
stead ? 

Miss Roos. Yes. I am paying yet. 

Mr. Srmon. Is the company that you signed this contract with 
Housecraft, Inc.? Is that the name of the company ?¢ 

Miss Roos. No. I was with the Pressure Seal Co. 

Mr. Simon. American Pressure Seal Co. ¢ 

Miss Reos. That is right. 

Mr. Stmon. Did they use any pressure to sell the bargain ? 

Miss Roos. They sure used pressure on me. 

Mr. Srmon. Did they ever pay you any commissions or bonuses on 
these other houses ? 

Miss Roos. The only thing I want to bring up and stress in here to 
show you the kind of people we really dealt with, was this: Mr. 
Ludenheimer, some way or another, caught on to the outfit. 

Mr. Simon. Mr. Ludenheimer is the man from FHA ? 

Miss Roos. Yes, sir. He came out to see me at my house, my mother 
and I, and explained what was going on. 

He asked if I would help in any way I knew how. I said I would, 
and I have never done anything underneath, and don’t ever intend to 
start. The phone rang, and my mother answered the phone. She 
can’t say she really knows it was him, but it was supposed to have been 
Mr. Rose that was on the phone. He told my mother to say they 
didn’t know him, that we don’t know him when he comes, so then the 
phone rang again when I got home and I don’t know who I talked to, 
either, but it was 3 or 4 or 5 involved in the thing. It was only Mr. 
Rose I could recognize, and the young boy that first approached 
me I could actually recognize if I saw “him. The rest of the men, 
they were just in and out, in and out, not long enough to take a good 
look at them. He told me on the phone not to recc ygnize him. That 
the FBI man had him, was bringing him to my house for me to identify 
him. He said they would have a check in the bank in the mail for me, 
and I told him, I said, “You just come out here with the fellow and I 
will see whether ] know you or not,” so when he walked in, the agent 
just left him walk in, and he says to me, “I am Mr. Rosenbloom.” I 
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said, “You are,” he said, “Yes”: T said, “That is good. I don’t know 
you as Mr. Roosenbloom. IT know you as Mr. Rose.” He says to me, he 
says, “Yes.” he says, “Not me, somebody else.” T said, “You are fellow 
that sat in my house, showed me your wife’s picture, and told me you 
were Henry Rose.” That was the last I ever saw of him. 

Mr. Simon. Did they ever send you any money in commissions? 

Miss Roos. No, sir. , 

Mr. Stuon. They promised vou $50 if they sold it and $25 if they 
did. You never got any money on that ? 

Miss Roos. No. 

Mr. Siwron. That is all. 

Senator Bennerr. I think you have been very helpful to us, and we 
appreciate your coming very much. 

Miss Roos. I am gl: id I could help, sir. 

Senator Bennerr. Thank you. 

Is Mrs. DuRousseaux present. 

Mrs. DuRoussraux. Yes, sir. 

Senator Bennerr. Will vou come forward, Mrs. DuRousseaux. 

Will you be sworn: 

Do you solemnly swear that the testimony you are about to give in 
this investigation is the truth, the whole truth, and nothing but the 
truth, so help vou God? 


TESTIMONY OF MRS. VIOLET DuROUSSEAUX, NEW ORLEANS, LA. 
Mrs. DuRoussraux. Yes, I do. 


Senator Bennerr. Will vou sit down, please, and tell the reporter 
your name and address ¢ 

Mrs. Du Roussbaux. Violet DuRousseaux, 2522 South Johnson. 

Mr. Siaon. You are Mrs. Violet DuRousseaux, and vou spell that 
LD)-u-R-o-u-s-s-e-a-u-x 4 

Mrs. DuRovusseaux. That is right. 

Mr. Simon. You live at 2522 South Johnson Street, New Orleans ? 

Mrs. DuRousseaux. That is right. 

Mr. Simon. Mrs. DuRousseaux, do you and your husband own your 
own home ? 

Mrs. DuRoussraux. Weare buying a home. 

Mr. Simon. You are buying a home ¢ 

Mrs. DuRousseaux. Yes. 

Mr. Simon. At. 2522 South Johnson ¢ 

Mrs. DuRoussreaux. Yes, sir. 

Mr. Simon. In 1952 did aman named Ronald Lovus come out to sell 
you some repairs to your home ? 

Mrs. Du Rousstaux. First, a lady by the name of Mrs, Foster called 
on the phone, and she asked did we need anything done on the house, 
and IT said, “Well, my husband was thinking about having something 
done.” I said, *But we haven't found anyone to do it vet, # = she said 
“Someone would be out to see you, when would I be home. I said, “My 
husband don’t be home every day because he. works late, and is out 
of town right now. He will be in Wednesday.” She said they would 
send someone out. Mr. Ronald came out and he looked around and 
said he would give an estimate when my husband came in. I could 
give him the bill. He looked all around the house, and came in, so 
when Sherman came—- 
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Mr. Suwon. Sherman is your husband ¢ 

Mrs. DuRoussraux. Yes; so he said, what did you think about it? 
I said, well, you want to have some work done. Let him see about it. 
‘Then you can have someone else to come out. 

There was another gentleman came out. I just remembered his 
nume. Then Sherman said he would be much satisfied with Mr. 
Roland. He came back, he and some fellow he said was his father, 
and another fellow. He stayed in the car. He came out and he said 
we will start—how soon do you want to start to work? I said I don’t 
want you to start any work now. Wait until you see Sherman. He 
came back the following Wednesday, and Sherman was home. He 
talked to Sherman. They wrote up the contract and everything. I 
went in the kitchen. When he came in Sherman said to me, he said 
sign the paper. Lsaid where? He said are you going to have the work 
done? Tle said yes. Mar. Roland had the paper folded over, and I 
aimed to take the paper. I opened it up. He said no, sign at the bot- 
tom. I said “Is it all right to sign it?” to Sherman. He said “Yes.” 
I said “Did you sign already ¢” Hesaid“Yes.” I said “Iam supposed 
togoaway. Youare not going to start the porch now, are you?” And 
he said “No. When do you want it?” I said “After Christmas.” 

Mr. Simon. When was that 4 

Mrs. DuRoussravux. That was in October. 

Mr. Simon. October of 1953 ¢ 

Mrs. DuRoussraux. Yes. I think around the 17th of October. I 
left that morning, and went to church. When I came back the porch 
was torn down and had a strip across the door. I said to the colored 
boy, what happened here? He said didn’t you know the porch was 
going to be torn down? I said no, he is not supposed to start this until 
January. Lsaid where is Mr. Ronald? He said “I don’t know, for me 
to tear it down.” 

Mr. Simon. When you signed these papers you said he had them 
folded up? 

Mrs. DuRoussraux. Yes. 

Mr. Stmon. Did you ever see what you were signing ? 

Mrs. DuRoussraux. No. After Sherman said sign the papers, he 
had them in his hand, and never would turn them loose, and let me 
look at the papers. 

Mr. Simon. Did your husband read the papers? 

Mrs. DuRoussraux. Sherman said he didn't read them. He would 
bring the white, the complete sheet after everything was over. 

Mr. Simon. Completion certificate 

Mrs. DcRoussraux. That is right, and—— 

Mr. Simon, How many pieces of paper did you sign that night? 

Mrs. DuRoussracx. We signed two or three. I disremember how 
many 16 was, 

Mr. Simon. You signed two or three pieces of paper that night? 

Mrs. DuRovssraux. That is right, a white piece of paper and two 
yellow, if I am not mistaken. 

Mr. Simon. You didn’t read any of them? 

Mrs. DuRovussraux. No; because he brought it in the kitchen. I 
didn’t read it. I thought Sherman read it. 

Mr. Simon. You found later your husband didn’t read it, either? 

Mrs. DuRovussravux. No. He said he didn’t read it. I called Miss 
Foster and said, “What happened you all tore the porch down?” She 
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said, “I think it would be best to get the work over with, don’t you 
think?” Tsaid,“I didn’t have any money.” She said, Don’ t you worry 
about that, let that be our worry.” I got in touch with Sherman and 
told him about it, and he said, “They “didn’t see you.” I said, “No.” 
Then the next thing came along, he came out, he brought all the stuff 
for the roof, the stuff for the porch, and all, and so when he came back 
out, I said to him, “Mr. Ronald, what about the weatherboarding for 
the side of the house?” He said. “Well, we will take care of that.” 
There was three men came out. They got in an argument about the 
weatherboarding wasn’t put right on the side of the house. Two 
more fellows came after he left. They had 3 people to put about 12 
pieces of weatherboarding on the house, carpenters. When he left he 
came back again and he said to Sherman, Sherman was home, and he 
said to Sherman,“If you get a call from the TLomestead, tell them the 
job is completed.” 

Mr. S mon. Who said that, now ? 

Mrs. DuRovusseaux. That is what Mr. Ronald told Sherman. He 

came to the house and he said to Sherman, “If you get a call from the 
“= hte tell the Homestead that the job is completed,” so Sherman 
said, “What Homestead?” He said, “Whenever the man call he will 
give you the man of the Homestead.” 

Mr. Simon. Do you mean by that the Greater New Orleans Home- 
stead Association 4 

Mrs. DuRovssravcx. That is right. When Sherman came inside he 
told me, “I am not going to tell that to the Homestead. I am going 
to tell them the truth.” 

Mr. Teaupeaux called. He said, “Mrs. DeRousseaux?” T said, 
“Yes.” He said, “This is Mr. Teaupeaux of the Greater New Orleans 
}lomestead. I have a paper showing some improvements done on your 
house. — are satisfied with it?” I said, “No.” He said, “I have the 
paper.” I said,“How did you get it?” He said,“Mr. Ronald got it.” I 

sald, “Do ) you ever investigate your work before you pay off?” He 
said he didn’t usually do that. T said, “You had better get a cab and 
come out.” He said, “The work is not complete?” and I says, “No, sir.” 

I said—he said he would get in touch with Mr. Ronald and be out in 
a few minutes. 

Mr. Simon. Did he tell you whether he had a completion certificate ? 

Mrs. DuRovussraux. Yes, sir. He said he had the completion cer- 
tificate there now. He said, “You signed it.” I said, “We did?” 
IT said, “Mr. Ronald was supposed to bring it back.” 

Mr. Simon. If you did sign it was that one of the papers you signed 
that night before reading? 

Mrs. DuRovssravx. It had tobe. We never signed any more papers. 

Mr. Simon. Did they ever complete the job ? 

Mrs. DuRcussraux. No, It was never completed. 

Mr. Simon. How much were you supposed to pay them, $1,409? 

a DuRousseaux. $1,400, and we were supposed to pay the Home- 
stear 





Mr. Simon. They took $1.400—— 

Mrs. DuRouvssraux. $44.72 a month. 

Mr. Simon. They sold your note to the Greater New Orleans Home- 
stead ? 
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Mrs. DuRovussgeavux. That is right. 
Senator BENNETT. Did you know you were signing a note? 
Mrs. DuRovssraux. No. 
Senator Bennetrr. That night? 
Mrs. DuRoussravux. No, we didn’t. 
, Senator Bennerr. What did you think you were signing ¢ 
Mrs. DuRovussraux. We thought we were just signing the papers 
for them to start with the work. 
Senator Bennerr. An order for the work ? 
Mrs. DuRovusseaux. That is right. 
Mr. Simon. Now, in addition to not finishing the job, did S. W. 
Campbell & Sons file a lien against your property for materi: als? 
Mrs. DuRovssraux. That is right, for the rcof. 
Mr. Stmon. They had sold some material to those people ? 
Mrs. DuRovsseaux. That is right. 
Mr. Simon. And is that lien still against your property ? 
Mrs. DuRousseaux. Yes. 
Mr. Stmon. So you have an unfinished job, and a lien for the ma- 
terial against your prope rty ? 
Mrs. DuRowssravux. That is right. 
Senator Bennerr. How much was the amount of the claim for the 
lien ? 
Mr. Stmon. Is it $208 06? 
Mrs. DbuRousseavux. I will have to see. 
Yes, sir; that is right. 
Mr. Simon. The company that did the work, was their name Town 
& Country Contractors 4 
Mrs. DuRoussravux. That is right. 
Mr. Simon. Do you know what happened to them? 
. Mrs. DuRcusseaux. No, I don’t. Mr. ‘Teaupeaux said he thought 
they were going out of business, but he wasn’t sure at the time. 
Mr. Sruon. That is all. 
Senator Bennerr. Thank you very much, Mrs. DuRousseaux. We 
appreciate this information. We wish we could help you, but there 
\s isn’t anything we can do to help you out of the situation in which 
these people put you. Certainly the thing that happened was not 
what you wanted. 

Mrs. DuRousseaux. That is right. 

Senator Bennett. Or what you expected to happen, and the papers 
you signed were not the papers you thought you were signing. 

Mrs. DuRovssraux. That is right. Mr. Teaupeaux expl: ained th: at 
tome. He tried to help me as much as he knew how. I knew it wasn’t 
on his part. 

Senator Bennetrr. Thank you very much. 

° We will now call Mr. George Leidenheimer, member of the FHA 
staff in New Orleans. 

Is Mr. Leidenheimer here? 

Mr. Leipenueimmer. Yes, sir. 

Senator B- nnerr. Mr. Leidenheimer, yeu will be sworn : 

. Do you solemnly swear that the testimony you are about to give in 
this investigation is the truth, the whole truth, and nothing but the 
truth, so help you God? 
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TESTIMONY OF GEORGE LEIDENHEIMER, TITLE I REPRESENTA- 
TIVE, NEW ORLEANS, FEDERAL HOUSING ADMINISTRATION 


Mr. Lemrenuemer. I do. 

Senator Bennerr. Will you sit down and identify yourself for the 
reporter. 

Mr. Letpenuermer. My name is Leidenheimer, George Leiden- 
heimer. Iam title I representative for the Fede1 al Housing Admin- 
istration in New Orleans. 

Mr. Srwon. Mr. Leidenheimer, are you familiar with the case of 
Mrs. DuRousseaux who just testified here / 

Mr. Lemrennermer. Yes, sir. 

Mr. Simon. Are you also familiar with the case of Miss Roos, who 
just testified here / 

Mr. Lemrnuermer. Yes, sir. 

Mr. Sruon. In both those cases were the papers that they signed 
prepared under title I of the Housing Act ? 

Mr. Lemennermer. To my knowledge, yes, they were properly 
executed. 

Mr. Stuon. In both cases the paper was discounted with a bank that 
was an approved mortgagee under Federal Housing Administration ? 

Mr. Lemenueimer. Yes, sir. 

Mr. Simon. Under those circumstances, as the law reads, the Gov- 
ernment guaranteed the bank that the loan would be paid 4 

Mr. Lemenvemmer. That is correct. 

Mr. Simon. And under the law of negotiable instruments, even 
though the contractor didn’t do the work, since the bank had bought 
the paper the homeowner having signed the note, even though the 
work wasn’t done, would be liable to the bank for the amount of the 
note! 

Mr. Lempennemer. That is correct. 

Mr. Simon. And if the homeowner doesn’t pay the bank, then the 
Federal Government has to pay the bank the amount of the note? 

Mr. Lewennermer. Exactly. 

Mr. Stwon. And in that case the Federal Government then has to 
sue the homeowner for payment of a note for work that the home- 
owner didn’t get ? 

Mr. Lemenueimer. That is correct. 

Mr. Stwon. The one case involved Town and Country Contractors ; 
is that right? 

Mr. Letmennermer. Yes, sir. 

Mr. Stuon. And the other case involved—— 

Mr. Lemennemer. American Pressure Seal Corp. 

Mr. Srwon. Have vou had any other experiences with those com- 
panies, Mr. Leidenheimer ? 

Mr. Letpenurimer. The American Pressure Seal Corp., yes. We 
have received numerous complaints in our office on similar instances 
to Miss Roos. 

Senator Bennert. Are they still doing business? 

Mr. Lemenriermer. No, sir. They are out of business. 

Mr. Srmon. Has there been a practice of companies like that to 
employ what has come to be known as suede salesmen ? 

Mr. Letprnuemmer. Yes, sir. That is the term that is used, and 
they have that type of itinerant salesman that has been used to a 
creat extent in New Orleans. 
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Mr. Stmon. By itinerant salesman, you mean they are not local 
people, but are imported to work this territory on the home-improve- 
ment program ¢ 

Mr. LemeNHEIMER. Yes, sir. 

Mr. Simon. Would you explain to the committee how that program 
operated by these suede shoe salesmen / 

Mr. Lewennetmer. It ismy understanding that they, or these sales- 
men, travel around quite a bit. They would stay in an area for 2 
or 3 months, and sell, using various gimmicks, bonus deals, model house 

sales pitches. 

Mr. Srmon. Will you explain what you mean by the model house 
pitch ? 

Mr. Leipennermmer. A model-house deal, in the terminology of the 
siding people, is one where the homeowner is approached ‘and told 
that pictures were going to be made of his house before the work was 
started, and pictures would be taken afterward, and there would be 
some landscaping done, and they would make the house very pretty 
for the homeowner, and pictures would be taken afterward, and th: it 
job, on a model-house job, it is usually used as what they call a “freer.’ 
There is no money expected. I mean the homeowner does not expect 
to pay anything for it. 

Mr, Simon. You mean the »y tell the homeowner the bonuses or com- 
missions will take care of the house ? 

Mr. Lemennemer. That is right. 

Mr. Simon. And it won’t cost him anything to get the work done? 

Mr. Lemennemer. That is it. They are going to use his house 
as a model or demonstrator in order to get new business. The bonus 
deal is just as one of the witnesses testified. There are bonuses prom- 
ised. My experience has been they are anywhere from $7 to $100 for 
any business generated from their particular house. 

Mr. Stmon. Do they lead the homeowner to believe that there will 
be business generated from his house ? 

Mr. Lerennermer. Yes. 

Mr. Simon. Have either of those practices been widespread in New 
Orleans? 

Mr. Lewrennermer. In my opinion, they have been widespread. 
However, I understand in other areas that they have been used even 
to a greater degree. 

Mr. Simon. Do you know of any homeowner who ever received one 
of these bonuses or who actually got his work done for nothing? 

Mr. Letnennermer. No. Definitely not. I do know of a couple 
of instances where homeowners have received bonuses, but never have 
the bonuses been enough to pay for the job, or have they been enough 
to live up to the homeowner’s expectations. 

Mr. Simon. In how many cases do you know where they got any 
bonuses ¢ 

Mr. Letpenuemer. I think I can think of about two of them. 
To name those people, 1 would have to go through my files. 

Mr. Stmon. Would you go on with your story? 

Mr. Lewenuermer. These salesmen, as I mentioned, do come into 
a city and they will usually contact one of the siding and roofing 
companies. Sometimes they come in broke without any money, and 
they may get an advance of $500, or sometimes $1, 000, to operate as a 
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salesman for that company, and, of course, the advance is noted and ” M 
his profits are set out against it, against that advance. It seems that loan 
most of the salesmen do have fine automobiles, in most cases Cadillacs, hom 
and they do make quite a bit of money. his } 
Mr. Simon. Do they operate here on a par deal ? he is 
Mr. Lementiemmer. I understand they do. : deal 
Mr. Simon. Will you explain? ze 
Mr. Leipennemmer. It is my understanding that the par deal works carr 
as follows: For instance, on a siding job, the house, the dealer will he is 
tell the salesman, now, $35—well, I will use that figure—$35 is my par. hew 
Anything you get above that is your profit. Sometimes they work out city 
ona split-par basis, where they might use $30 or a lesser amount, and M 
tell the salesman that anything you get over that, 60 percent is for you by1 
and 40 percent for the house. cert 
Mr. Simon. So the more the salesman can get out of the homeowner the 
the more he makes ¢ owr 
Mr. Leipennemmer. That is it. but 
Mr. Simon. And he has to get at least the par in order to make the the 
sale for the dealer ? N 
Mr. Leipennemer. That is correct. N 
Mr. Simon. Do you know in the cases you have investigated the rela- as t 
tionship between par and the price the homeowner actually paid ? \ 
Mr. Letpennemer. In most cases that I have seen, the par—under- N 
staid, one company does use a $35 par. I have seen houses that have Ha 
been sided—that is $85 a square, 100 square feet. I have seen houses ing 
that homeowners were charged as much as $90 a square. \ 
Mr. Staton. Almost three times the par ? bac 
Mr. Leipenuemer. Yes, sir. tha 
Mr. Simon. What would a reputable painter charge abe 
Senator Bennerr. This is siding. ; on 
Mr. Spon. Yes. wa 
What woulda reputable repair man charge ? \ 
Mr. Lemenuemer. I am not prepared to say that, Mr. Simon. I be 
just wouldn't know. Ins 
Senator Bennerr. Wouldn’t it be fairly safe to say the par approxi- ie to) 
mates the price that a reputable contractor would charge / - Do 
My. Letpenuemmer. I would say yes. As I said, I don’t feel quali- ] 
fied to give amounts on that. im 
Mr. Simon. Certainly, in the case where the deal was made on the 
par plan and not the split par plan, par would be all that the dealer 
would get out of the deal ? to 


Mr. Leipenuemmer. That is correct. 
Senator Bennerr. So the price of a reputable dealer would tend to 
be a little less than par, rather than a little more than par ? 


Mr. LewenneEmMer. Delinitely. ; , ba 
Mr. Siaon. Would you go ahead ? 7 
Mr. Lempenuermer. These salesmen, in some cases, on these model- wl 
house sales, where it was supposed to be free, would tell a customer an 
“When you get your coupon book from the lending institution you as 


keep it and I will be out to pick it up.” 

Mr. Simon. By coupon book, you mean after they discount the 
paper? After the contractor discounts the paper with the lending re 
institution the lending institution then sends the homeowner a coupon 
book to make payments on the note ¢ 
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Mr. Lewrenuetmer. That is correct. Usually they are a 3-year 
loan with 36 coupons in them, setting out a standard amount, and the 
homeowner will give that to the salesman or the salesman will call at 
his home later, pick up the coupon book, with the understanding that 
he is going to take care of the price of the job. That is on this “freer” 
deal they call it. 

The salesman planning to go in the area only 2 or 3 months will 
carry that coupon book with him and make those payments as long as 
he is in town, and when he decides to leave to go to greener pastures, 
le will throw the coupon book away, change his name, and go to a new 
city. 

Mr. Simon. Is what makes this possible the fact that the contractor, 
by merely getting a note signed by the homeowner, and a completion 
certificate, can go to the lending institution, and get 100 percent of 
the amount of the note, and if there are any complaints from the home- 
owner he can be many miles away by the time it comes to rectify them, 
but he has been given 100 percent of the face amount of the note by 
the bank ¢ 

Mr. Lemennetmer. That is right. 

Mr. Sraon. He doesn’t have to get a penny from the homeowner 
as a downpayment ? 

Mr. Lemennetmer. That is correct. 

Mr. Srwon. In addition, one lady testified that they paid het $200. 
Have you had any experience, any other experiences of that happen- 
ing? 

Mr. Lemenueimer. That is known in the trade as a K. B., or kick- 
back, where the homeowner, if he tells a salesman he can’t buy now, 
that he has other obligations, well, the salesman will say, “Don’t worry 
about that. We can do just about anything. How much do vor ewe 
on your automcbile? How much do you owe on your refrigerator or 
washing machine?” 

What they will do is tell the homeowner that “My job is going to 
be $800. If you still owe $200 on various debts we will let you borrow. 
Instead of having 3 more payments or 4 more payments of $50 each 
to pay on your car, we will stretch that $200 out over a 3-year period. 
Doesn't that sound good to you?” And, of course, it does. 

Mr. Stuon. The Housing Act permits these loans only for home 
improvements ¢ 

Mr. Leipenuermer. That is right. 

Mr. Stwon. So it is a violation of the act for the loan to be made 
to pay off an automobile loan, for example ? 

Mr. Lemennermer. That is correct. 

Mr. Simon. Have the contractors or the suede-shoe salesmen ever 
used the fact that the homeowner is also violating the law in a kick- 
back to blackmail them into not complaining to FHA ¢ 

Mr. Letipenneimer. There was one case that came to my attention 
whereby a homeowner complained he had been called on the telephone 
and told that he was a part of it as much as the salesman and as much 
as the dealer. 

Mr. Semon. Was that a kickback case ? 

Mr. Lemenneimer. No. There wasn’t a kickback on that one, as I 
recall; no. 

Mr. Sruon. What was the reason that they said he was a party ? 
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si i ° M 
Mr. Leipennermer. The reason was that these people had signed a os 
statement for me, setting forth certain things—it was a case of a vio- sept 
lation. It was a bonus promise, and I received a signed statement 7 
from the homeowner, and confronted the lending institution and the othe 
dealer with that, and the homeowner claimed that he had received a UM 
telephone call threatening that the dealer would see him in the Fed- | , fact 
eral pen for violating that warning at the bottom, on signing—it was Adi 
a case where the homeowner signed the application stating that he me 
owned the property when in reality he didn’t, and the homeowner's M 
story is he claimed he told the salesman that he didn’t own the prop- N 
ete. or |i 
Mr. Sraon. Was it the practice here to do the job immediately after M 
getting the contract to avoid the homeowner changing his mind ? A 
Mr. Lemennemer. Yes. In most cases, if a sale was rather sh: aky, afte 
the salesman would see to it that a few squares of siding was dumped cat 
on the job, which would be representative of starting the work, and N 
the contract, of course, would read that after the work had started that A 
20 percent penalty would be charged to the homeowner in case he the 
wanted to cancel. \ 
Mr. Srwon. Could the home-repair racket, as you have described den 
it, work unless the lending institution were willing to take this paper A 
without any investigation of whether the work could actually have sit 
been completed ? — 
Mr. Lemennemer. That question, as far as the lenders are con- \ 
cerned, they have on their own made spot checks. They haven't been : 
required to do that. They have made spot checks, and some lenders in BY 
town have reported to the FHA various violations. I think if I am ; 
not mistaken, the DuRousseaux case was reported by the Greater New } 
Orleans Homestead, and the lending institutions are not required to ni 
make that spot check, but most of them do. ° wd. 
Mr. Srmon. They aren't required to make any check, but the 0s 
thing o 
Senator Bennetr. May I interrupt? My long-distance phone call ; 
has come through, and I must ask for a brief recess while I take care \ the 
‘& eXC 
of it. a 
If you will excuse me, Mr. Leidenheimer. ee 
(‘There was a short recess taken. ) de: 
Senator Bennerr. The hearing will resume. I E 
Mr. Leidenheimer, I appreciate your patience in letting me take care a 
of my problem. ae 
I don’t know at what point it was broken off. Could you pick it ; 
up. Mr. Simon ? tee 
Were you just expressing an opinion, or giving us some informa- oF. 
tion / 
Mr. Lemenuemer. I think I had just finished. T was mentioning : , dle 
something about the type of operation these salesmen have. a 
Mr. Simon. Mr. Leidenheimer, in addition to the practices you just - 
talked about, is it possible for a homeowner to go directly to the \ 
lending institution and make a loan, obtain the money for his home Ee 
repairs ¢ : , ® in 
Mr. LeipenuetMer. Yes, sir. 
Mr. Simon. Do you know of any instances where homeowners have 
certified so the bank that they were borrowing the money for home f 
repairs, and then used the money for other purposes ? . 
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Mr. Leipennemmer. I have heard of some. I don’t know of any 
specific instances. I have heard of a case where a homeowner made 
application to a bank to build a garage, and he used the money for 
other purposes. If I am not mist: iken, he had a garage already. 

Mr. Stmon. Under the present operation of title I—as a matter of 
fact, as it has operated from the inception—the Federal Housing 
Administration licenses, or approves the mortgagee, which is the lend- 
ing institution: is that right ? 

Mr. LemennermMer, That is correct. 

Mr. Simon. The Federal Housing Administration does not approve 
or license the dealer / 

Mr. Lemennermer. That is correct : they do not. 

Mr. Stuon. The only thing the FHA does with respect to dealers is, 
after they have been found to be iniquitous, they are then put on a pre- 
cautionary list ¢ 

Mr. LeipeNuemmer. Yes. 

Mr. Stmon. But in advance of being put on the precautionary list, 
the dealer is not regul: ited by FHA; only the lending institution / 

Mr. Leipentieimer. The lending institution is supposed to use pru- 
dent lending methods, and they are supposed to regulate the dealers. 

Mr. Simon. The dealer, on the other hand, has to get approved—I 
don’t mean that in a technical sense—but has to get ‘approval of the 
lending institution 4 

Mr. Leiennemer. It is required by FHA regulations now. 

Mr. Stwon. As you said a moment ago, they are supposed to use 
prudent banking judgment in their approval of these dealers / 

Mr. Letipennemmer. That is correct. 

Mr. Simon. Do you think that the title IT home frauds could have 
operated to the extent they did had the banks been as careful in 
approving dealers for paper which the Government guaranteed 100 
percent as they are in approving customers to whom they lend their 
own money ¢ 

Mr. Lerpennemer. It is my belief that the banks in and around—in 
the State of Lowisiana, have used prudent lending methods, with few 
exceptions. They have been very careful. When they have found 
a dealer—my only objection is that when they saw fit to cut off a 
dealer, not buy any more of his p: iper, some of them haven’t advised 
FHA as is required by the regulations. ‘They have protected their 
own institution, but they didn’t make it possible for us to protect 
other lenders. 

The thing has to be, in my opinion, to have a successful title I 
program, it has to—the banks and the FHA have to work very closely 
on it. 

Mr. Stwon. To what do vou attribute the fact that some of these 
dealers have been able to operate in this area in the manner that 
you have talked about earlier, with the par deals and model homes 
and freer deals? 

Mr. Lemennemen. I think it is a matter of what might be called 
progressive laxity from FHA, or from the inception of the law, 
from the passing of the law, right down to the borrower. — I think 
that there has been a Jaxity in just about every department. 

Mr. Simon. How do you think that could be cured / 

Mr. Lemenuermer. I think that one contribution to the possibility 
of abuses under the title I program has been lack of personnel in 
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the title I program. My territory includes the State of Louisiana 
and four counties in Mississippi, and as I wrote very recently to Mr. 
Allen, Mr. Harry Allen, who is director in Shreveport : 

It is impossible for me to even meet, much less act, as a watchdog over the 
lenders, the dealers, and the salesmen in the area. 

Mr. Simon. Don’t you think your responsibility has to be limited 
to acting as watchdog over the lenders, and to make the lenders watch 
their customers, the dealers ¢ 

Mr. Lemwerenneimmer. It would be a good plan; yes, sir. 

Senator Bennerr. Mr. Leidenheimer, if the ‘Government were to 
put enough money into this program to give you enough inspectors 
to do the job the other way, wouldn't it “make the program cost so 
much that it would, in fact, actually kill it ? 

Mr. Leiwennermer. Yes, sir; I have this in mind: I have in mind 
that it should be possible for a title I representative, when he hears 
of an irregularity in a certain dealer's operation, it should be possible 
for him to go out and spot check 5 or 10 dealers, the deals this par- 
ticular dealer has put through, and it has been my experience that 
when such a spot check is made it is evident whether or not he is 
using the gimmicks, in violation of FHA regulations. I don’t think it 
vould be nec essary to inspect every job. As you say, the cost would 
be prohibitive, but it should be made possible for the title I man 
to go out and make spot checks. 

Now, one thing I would like to bring out now, my collection hand- 
book—as you know, most of my job, about 80 percent, I think, is to 
collect defaulted title I loans, and I would like to quote title I collec- 
tion handbook. It says: 


Measurement of efficiency : Inasmuch as the principal function of a representa- 
tive is concerned with the collec tion of accounts, it is apparent that his efficiency 
and effectiveness are established largely upon the basis of the cost ratio of his 
collections as compared with the region and national averages, 

Well, a title I man who wants to do a good job, in order for him to 
appear to be doing a good job, is going to have to send a lot of money 
to Washington every month, and you have a balance there that you are 
going to have to work out. The more time you spend with the dealers 
and the lenders. the less time you are going to have for collections. 

Mr. Simon. Has mastic paint been used in this area / 

Mr. Lempennemer. Yes, sir. 

Mr. Simon. Have any of the paint jobs you have had trouble with 
been mastic paints ¢ 

Mr. Letpennemer. The majority of them have been a failure, as far 
as the actual job is concerned. 

Mr. Simon. Do you attribute that to inadequate quality of the paint, 
or its unsuitableness for homes ? 

Mr. Lemennemer. I think I do. IT think that it has been shown 
that mastic paint that has been used in this area has done a good job 
on masonry, but on any type of wood it is mildewed, it has cracked 
and come cff. 

Mr. Sraon. When they sell the mastic paint jobs do they tell the 
homeowner it is guaranteed for some long period of time? 

Mr. Letipenuermer. The experience I have had was that there is a 
letter originating with a manufacturer that would guarantee this 
paint job for anywhere from 10 to 15 years. Asa matter of fact, usu- 
ally in less than a year it 1s coming off. 
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Mr. Stmon. It peels off? 

Mr. LeipENHEIMER. Peels off. 

Mr. Stmon. Now, we have also had testimony about siding. Has 
that been prevalent, the sale of siding in these programs? Has that 
been prevalent ? 

Mr. Letwennueimmer. Yes. There is quite a few siding dealers in 
town, 

Mr. Srwon. Has there been any sale of home fire-alarm systems un- 
der this program ? 

Mr. Lempennuetmer. Yes, sir. There was a case dating back a couple 
of years ago that we had, the New Orleans Fire Detective Service was 
selling fire alarms. 

Mr. Sion. What kind of fire alarms were they selling? 

Mr. LeipeNnEIMER. In the case that came to my attention was a 
single-family dwelling, one-story affair. 

Mr. Srton. How did the fire-alarm system work ? 

Mr. Lewennermer. There was a thermostat which would set off an 
alarm when the heat in the building reached a certain degree. 

Mr. Simon. Could it be likely that anybody who was in “the building 
to hear the alarm wouldn’t have known of the fire without it ? 

Mr. Letpennermer. | have never seen one of them nor heard them 
vo off. We received a complaint, as I said, a couple of years ago. My 
memory is very hazy on it. 

Mr. Srwon. Wasn't there a company in New Orleans that was named 
“Fire Detective Service,” and specialized in selling them in homes? 

Mr. LetpennerMer. Yes. I remember that company; yes, sir. 

Mr. Srwon. They specialized in selling them in homes; single- 
family homes? 

Mr. Leipennemer. That was my understanding, that they did, 
and, of course, the idea of a fire alarm in a single-story building is 

rather questionable. 

Mr. Simon. What other products have you had trouble with, other 
than the mastic paint and siding in the title I program? You don’t 
have any barbeque pits or swimming pools around here, do you? 

Mr. Lemennermer. None that I know of; no complaints on those 
items. 

Mr. Suwon. Is there anything other than the mastic paint and 
siding? 

Mr. Lewenuetmer. Not that I can recall—definitely. The butane 
tanks. There has been quite a few complaints on the ethics of sales- 
men selling these butane heating systems. 

Mr. Simon. What has been the problem there ¢ 

Mr. Letennermer. Most of the problem has been due to exag- 
gerated credit applications, in the property phase, and the income 
ph: ise of the credit application. 

Mr. Simon. But no misrepresentation in the sale of the property ? 

Mr. Lemenuetmer. I beg pardon? 

Mr. Stmon. Has there been misrepresentation in the sale of the 
butane tanks? 

Mr. Lemenuermer. None that I can recall, except, of course, the 
salesmen will tell the individual that it is much cheaper to use butane 
gas than it is to use natural gas, which, according to my information, 
is a falsehood. It is much more expensive to use the butane gas. 

Mr. Srwon. That is all. . 
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Senator Bennerr. You had a question, Mr. Kenney ? 

Mr. Kenney. No. Thank you. 

Senator Bennerr. Thank you very much, Mr. Leidenheimer. We 
appreciate your information. We could continue to spin out the list 
of things that have been used for this purpose, but I believe we will 

call now Mr. James W. Barr, the New Orleans Better Business Bureau. 

Is Mr. Barr in the room ¢ 

Mr. Barr. Yes, sir. 

Senator Bennerr. Will you be sworn, Mr. Barr? 

Do you solemnly swear that the testimony you are about to give 
in this investigation is the truth, the whole truth, and nothing “but 
the truth, so help you God? 


TESTIMONY OF JAMES W. BARR, MANAGER, BETTER BUSINESS 
BUREAU, NEW ORLEANS, LA. 


Mr. Barr. I do. 

Senator Bennerr. Will you give your name and address to the 
reporter ¢ 

Mr. Barr. James W. Barr, manager, Better Business Bureau of 
New Orleans, 619 Audobon Building. 

Mr. Srmon. Mr. Barr, would you tell the committee the experience 
that you and the New Orleans Better Business Bureau has had with the 
FHA title I program? 

Mr. Barr. We know from the number of complaints we get here in 
the city that this cheating and swindling in the home-improvement 
field is very widespread. “When I talked to some of the investigators 
who preceded your hearing we began to look through our files to see 
how many of these we could tie in w rith FHA title I loans, and we found 
that there weren’t too many of them. 

We have, of course, received a number of complaints on this Ameri- 

can Pressure Seal Co., which is now inactive, and I also contacted a 
number of people in the past few days who had complained to us, to 
ask if their particular job involved an FHA loan. We were surpr ised 
to find out that many of them don’t know whether they have an FHA 
loanor not. They think that they got their money from the homestead. 

Senator Bennerr. When you say “the homestead,” are you referring 
toa particular company, or is that a term used ? 

Mr. Barr. Just a general term. 

Senator Bennerr. What we would call up where we come from the 
building and loan association ? 

Mr. Barr. That is correct. 

Mr. Simon, do you want me to recite some of these ¢ 

Mr. Simon. If you would tell briefly your experiences. 

Mr. Barr. This American Pressure Seal Co. came to New Orleans 
about December 1, 1953. We found in the first place that they were 
not qualified to do business in Louisiana. They had incorporated in 
Florida, Tampa, just a few days before. What the legal maneuvering 
intended I don't know, but we insisted they become qualified in the 
State of Louisiana. They did, and they began to apply these mastie 
paint jobs, and we didn't begin to receive complaints for about 8 
months. 
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Then we got, I suppose, a couple of dozen complaints from people 
who said that while the mastic paint job was gui iranteed 10 years, or 
15 years, that it began to come off the house in 3 to 6 months. 

Senator BeENNeTr. Have you personally end any of those guaranty 
instruments ¢ 

Mr. Barr. Yes, I have. 

Senator BenNnerr. Some we saw in California, when you read the 
language carefully, did not contain such a guaranty. They said in 
effect that the mastic in the paint is good mastic, and the mastic will 
last. 

Mr. Simon. Mr. Barr, could you move the microphone up so they 
can hear you They tell me they cannot hear in the back. 

Senator Bennerr. In other words, I am sure the people thought 
they held in their hands a valid guaranty. 

Mr. Barr. Yes, they did, but it was strictly to this extent: That 
what it actually said was that it was guaranteed if it had been applied 
correctly. The contractor, the applicator, would maintain it was 
applied correctly, and the manufacturer would maintain it was not 
applied correctly, so this left the homeowner holding the bag. 

Senator Bennerr. I have been in the paint business for 30 years, 
and in that length of time I have learned that you cannot guarantee 
any paint. The best in the world cannot be guaranteed, because of 
the condition that you have said. The manufacturer has no way of 
knowing under what conditions it will be applied, and, of course, the 
man who does the application is not going to take the responsibility for 
the product. Tle says, “All I did was put it on. It must be the fault 
of the product if it failed.” 

Mr. Barr. Would you like to see one of these ? 

Mr. Simon. That is the contract, isn’t it ¢ 

Mr. Barr. Yes. 

Mr. Stmon. I have one of these guaranties in my hand, and it reads: 

With reference to the American Seal Pressure Co., the coating used on your 
building and applied by the American Pressure Seal Corp., we wish to advise 
that this material is unqualifiedly guaranteed against blistering, peeling, scal- 
ing, or discoloration for a period of at least 15 years. This guaranty does not 
cover workmanship. Any failure on the part of the paint insofar as the above- 
mentioned factors are concerned, will be made good by this factory on a re- 
placement basis. 

Of course, all that means if the failure is due to the paint they will 
give a new bucket of paint. 

Mr. Barr. That is correct. 

Mr. Simon. Which is quite different than saying the job is guar- 
anteed for 10 years, or 15 years. 

Senator Bennerr. Again, there is no reference here to a guaranty 
of the finished job because they say “We do not guarantee workman- 
ship.” 

As I would read it, they guarantee that the paint won’t blister, peel, 
scale or discolor. As long 3 as you leave it in the can it won’t blister, 
peel, or discolor. 

Mr. Barr. The contract which I gave you there I think has some 
reference to a guaranty, Including mildew, which is impossible in this 
area, 

Senator Brennerr. In this case it says— 
the American Pressure Seal Corp., unconditionally guarantees the above job for 
a period of 10 years against cracking, peeling, fading, or termites. Contractors 
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will supply sufficient labor and material to replace all parts proving defective 


within 10 year 
While bei 


ficient labor 


s from installation. 


ig of a suspicious nature, the contractor will supply suf- 
and material to replace all parts proving detective—a 


spot that big comes off of your house. That is the limit of his guar- 


aunty, even if 
Mr. Barr. 


have to admi 


it were an honest guaranty. 
We had one of these manufacturers tell us that we would 
t it was pretty good paint because 90 percent of it stayed 


on the houses. 
Senator bennett. That is the point of view. 
Mr. Simon. Would you go on, Mr. Barr, please / 


Mr. Barr. 
connection Ww 
the lending 1 


Here is a letter we just received recently. This is in 
ith an FHA loan, a small one, $200. She doesn’t mention 
nstitution, but this referred to an advertisement she read 


in the paper, offering 36 months to pay, economy painting, interior, 
exterior, general repairs, etc. She says: 


I read this : 


id and called on him to give me a bid on some work, which he 


did, so I asked him what the deal was, and he said it was through the FHA, 


so I accepted, 


and the loan passed the FHA guaranty. I was loaned the $200. 


I let him do the work, and it was a very badly finished job. I called on him to 
go back and look it over and get it finished, which he said he would do. 


This is about 3 weeks ago, and she says: 


I thought I 
representation 


would report this work to the better business bureau as a mis- 
on the people of the community. This man misrepresents himself, 


aid is taking money for bad work— 


and so forth. 


We have q 


the amount o 


people toa I: 


before they e 


ite a number of instances of this kind. In many of them 
f money is small and the only thing we can do is refer the 
iwyer, and if they enter suit, most of the money is gone 
ven come to court. 


Senator Bennett. If they enter suit they can’t find the person on 


whem to serv 


Mr. Barr. 


e the papers in the suit. 
That is correct. As you probably know, and as Mr. 


Leidenheimer mentioned, I believe, a lot of these men operate nation- 
ally. The change their names as it suits them. 
Mr. Simon. I take it that as we found to be the case in other cities, 


a substantial 


majority of the businessmen in New Orleans, and in the 


home-improvement business, are reputable, high-grade businessmen. 


Mr. Barr. 


That is true, most of them are. 


Mr. Simon. We are talking here about a relatively small per- 
centage—and Mr. Leidenheimer used the term “itinerant salesmen”— 
who have preyed on the people. 


Mr. Barr. 
businessmen. 


Mr. Simon. 


That is right. I would say 95 percent of them are honest, 


I take it that generally refers to the local businessman 


who has an established place of business, and generally does his own 

work. What we are talking about here is more the itinerant salesman 

who subcontracts other people, and is interested most in the profit he 
can make in selling the job; isthat right ? 


Mr. Barr. 


through here 


Th: at is true. Of course, a lot of these itinerants come 
and endeavor to make arrangements with a local concern 


to —— them. ‘That is where these par deals, and so forth, come 
Immediately he becomes the factory representative from 


into effect. 
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Cincinnati, or from Albany, or somewhere else, and it is because of 
his special authority that he can offer them this $2,500 job for $1,800, 
which is worth $800. 

Mr. Stmon. Has that actually happened here? 

Mr. Barr. Yes. It certainly has. 

Mr. Smon. They tell them they are giving them a $2,500 job for 
$1,800, and it really something that a reputable businessman would 
have charged them $800 for ? 

Mr. Barr. I think in the instance I have in mind it was $1,2C0, the 
correct price of the job. 

Mr. Simon. And they paid how much? 

Mr. Barr. I don’t think they paid anything because the compl: inant 
came to us and we got in touch with the Home Improvement Co., and 
the whole thing was canceled. 

Mr. Simon. Do you have any recommendations, Mr. Barr, for what 
could be done to improve this situation ? 

Mr. Barr. Yes. People generally, I believe if they enter into a 
contract with one of these companies, the fact that he tells them that 
FHA is involved is 100 percent protection to them. 

Mr. Simon. You mean the homeowner thinks that ? 

Mr. Barr. Yes. He thinks that as long as the contractor tells him 
this is going to be an FHA loan, that this is FHA’s guaranty to him 
that the work is going to be well done and inspected, and so forth, what 
happens in many instances, and in a particular one here recently, 
where one of these men has cbtained about $15,000 to $20,000 for 
colored people. He held out to them in almost every instance that the 
work that he was going to do for them would be financed by FHA. It 
appears in a lot of contracts, and it never went anywhere near the FHA 
people. All he did was get the down payments, and held the money. 
In some cases for as long as 2 years. 

Mr. Simon. Without “doing the work ? 

Mr. Barr. Without doing anything. Some other instances, they 
obtain a signature on a contract by saying that “This will be handled, 
financed, inspected, and so forth, by FHA,” and what they actually 
do is sell it to a private moneylender. After he discounts the paper, 
even though the job hasn't been completed, they tell them that the 
money—the moneylender tells him he is the innocent third party, and 
~ will have to pay for the work whether it is completed or not. 

I don’t know whether you saw that newspaper item we had here, 
but this particular job here is one of those instances where the siding 
was put on the house; was split by oversized nails; they didn’t finis h 
the painting, and so forth. Yet this man has signed up on a bona 
fide mortgage. The contractor has been paid, and he has seen his 
lawyer, and apparently there is nothing that can be done about it. 

What I was going to say was it would be my recommendation, 
if this is possible, that contractors, working under FHA title I, 
would be required to make up their agreements on a uniform FHA 
title I contract, which contained the provision that if the FHA 
loan was not approved that they would not be permitted to use this 
as a note to sell to a private moneylender. 

Mr. Simon. Of course, isn’t the basic difficulty, Mr. Barr, not the 
matter of contract between the parties, but the abiilty of the dealer 
to in effect break his contract with the homeowner, and negotiate the 
note with the bank? Getting him to agree to do that seems to me 
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wouldn’t help very much, if you put it within his power to do it 
and he was of a mind to do it. 

Mr. Barr. Well, I don't know. I don’t think—— 

Senator Bennerr. Of course, Mr. Barr; we have already taken one 
interesting step. Under the original title I program in FHA the 
banks could build up a reserve for losses which, in effect, represented ‘ ° 
complete immunity from risk. They were allowed to set into the 
reserve an amount equal to 10 percent of every FHA title I note 
they bought, and their losses were not as high as 10 percent. Then 
they could charge a full loss—every full loss—against that up to the 
full amount of the reserve. 

Now under the law they take 10 percent of the loss on every note, 
which is a completely different situation, and the banks are going 
to be a little more careful about those they buy because if it goes 
bad and is turned baci ‘k to FHA they can only turn back 90 percent 
of it. They have to take the other 10 percent themselves. 

My own feeling still is that the responsibility must rest on the 
lending institutions, and it must police the dealers whose paper it 
buys. If the respon | goes back to the Federal Government 
we will have added so much to the cost of the program that it will 
fall of its own weight. 

Mr. Barr. I think that would eliminate an awful lot of this. 

Senator Bennerr. That is now the law, and has been since the 
President signed it a month or so ago. 

Is that all that you have? 

Mr. Srwon. Yes, sir. 

Senator Bennerr. Do you have any questions ? 

Mr. Kenney. No, sir. 

Senator Bennerr. Thank you very much, Mr. Barr. We appre- 
ciate your coming In. . 

Is Mr. Earl Patrick here! 

Mr. Patrick, will you raise your right hand, please: 

Do you solemnly swear that the testimony you are about to give in 


this investigation is the truth, the whole truth, and nothing but the 
truth. so help you God? ” 


TESTIMONY OF EARL PATRICK, METAIRIE, NEW ORLEANS, LA. 


Mr. Parrick. I do. 

Senator Bennerr. Will you sit down and tell the reporter your 
name and address. 

Mr. Parricx. Earl Patrick, 1430 Hesper Street, Metairie. 

Mr. Stmon. Metairie, New Orleans, La. ? 

Mr. Parricu. That is right. 

Mr. Srmon. Do you own your own home, Mr. Patrick? ° 

Mr. Parricx. I do. 

Mr. Simon. W Ase business are you in? 

Mr. Parrick. Dairy business. Dairy farmer. 

Mr. Srwon. Did you have an experience when a man sold you some , 
repair work for your home? 

Mr. Patrick. Yes. I did. 

Mr. Simon. About when was that? 

Mr. Parrick. In February. 

Mr. Srwon. Of this year? 
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Mr. Parrick. That is right. 

Mr. Suwon. Will you tell us what the experience was, Mr. Patrick? 

Mr. Parrick. Right now, I don’t have an FHA loan in it. I paid 
it off, cash. The man has settled with me. 

Mr. Stwon. Will you tell us what happened from the beginning. 

Mr. Parxick. Well, I came home, off the route, always ‘rest a while 
before I start to pasteurize. A man came in and asked my wife if I 
was interested in some siding. She said “Yes, I think he is.” 

Mr. Simon. Do you know what kind of car he had? 

Mr. Parrick. No. I don’t know what kind of car he had. 

Mr. Stmon. You didn’t see the car? 

Mr. Parrick. Not then. 

Mr. Stmon. Did you see the car later? 

Mr. Parricx. Yes. I seen it that night. 

Mr. Sruon. What kind of a car was it? 

Mr. Parrick. Cadillac car. 

Mr. Srmon. Blue Cadillac ? 

Mr. Parrick. Yes. 

Mr. Sraon. Do you know what State the license was? 

Mr. Parrick. California. This man came in the house—— 

Mr. Stmon. Are you sure it wasn’t an Indiana license plate? 

Mr. Parrick. No. 

He come in the house, and all, and he told me who he was, and the 
other fellow first came in, as my wife told me that is him, so 

Mr. Smon. Do you remember his name ? 

Mr. Parrick. Allen Ward, and Mr. Gathan was the first name. 

Mr. Ward was the second man. He came in, and he showed me the 
samples of stuff, so I got kind of interested, and he said it is like 
the porcelain on our sink. You have something wonderful. 

Mr. Parrick. Like the porcelain on your sink, that paint job? 

Mr. Parrick. No; the siding. I told him, I said, “Yes,” and he 
said it is termite proof, and he said, “I see you have a lot of spider 
webs on your house. That won’t happen no more, you see.” He said, 
“We have a chemical in there to kill all that.” So he said “Another 
thing, too, this, here, this siding is waterproof,’ which he poured some 
powder in a glass and dipped his fingernail in it, made us do it, too, 
and our finger wouldn’t get wet. We felt that was wonderful. He 
said, “I will make a sample out of your house. You live oy the lake. 
I know you have had a lot of discolori Ing of houses, and so forth, out 
here. I want to try this out,” he says. “I am going to take and make 
a sample house of it, and take people here and show it to them,” and 
all like that. 

Mr. Sruon. It would be a model house ? 

Mr. Parrick. Yes. I said, “That is nice.” “I went through the 
1947 hurricane, and the house looked whipped up a little bit.” The 
weatherboard wasn’t straight. That is why I was interested in it. 
The weatherboards would have been better than siding. I told him 
all right, we will figure out what it costs, you see, so before that he 
poured iodine on it and told me how nice it ’was, it ‘vould never st: Lin, 
you see. 

Mr. Stwon. You poured iodine on the siding ? 

Mr. Parrick. Yes: and took the water over the sink and left it 
run off. It went off. I said, “All right, you go ahead and figure 
what it is worth, how much it will cost me.” Most of the people they 
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give you how many squares they use, and all of that. He went out. I 
waited a while for him to come back. He didn’t come back right 
away. He was smoking a cigarette looking toward the lake. I 
thought generally a man would measure the house, give me so many 
squares, or something like that. 

He came on back and he said, “Well, it would be $900”; I said what 
about the milk run? It ain't as big as that building.” Ho said, “I 
can't do any better; it is $900.” I said, “That is $1,800. I don’t 
have that kind of money.” He says, “That is all right, you have 
©6 months to pay. You bring S180 down and bring your notes 
down.” L said, “That downpayment is out. I operate on my nerve. 
1 owe a lot of people. IT owe the Government, in the South Progres- 
sive Credit Association, Napoleonville. I had to make a loan to go 
back in business after 1948, when the hurricane hit, in 1947. In 1948 
the cows died from yellow jaundice. I was broke.” He said, “You 

can’t do that. We will seratch it off and make it 36 months. I said— 
I hesitated. T said, “No, man, 1 could do asbestos siding cheaper than 
that.” Tsaid, “No. A fellow just gave me a price of $250, you see.” 
He said, “You don’t want that. That breaks, and all. You pour 
iodine on that and right away it would stain and the edge is going to 
break and all like that,” he said. 

I said, “You do whatever your pocketbook tells you.” I says, “Why 
don’t you let me sleep over this tonight and come back tomor row.” 
“No: it will cost you more. It will cost you more than that.” I said, 
“Man, you don’t have to go up overnight.” I said the only fast deal 
1 ever made in my life is that truck setting out there. The only fast 
deal I made, and ‘I had to do that or I wouldn't have had a truck the 
next day. I gave a man $50 down and took the truck. I tried to get 
it for 90 days and I couldn’t do that. I had to take it then. He says, 

“You have got something here good.” He says, “Your house will 
really lock eed I always thought it would be a dream house, after 
it was done. I said maybe, so I go sign, and I was scared when I 
signed that paper. When he was going out I told him, “Lock, if my 
house looks good and all, I tell you ‘what I will do about it: I have got 
ether friends around here.” He says, “To get even, it 1s up to you.’ 
He says, “Wea tre throwing in 3 gallons of paint to yaint your house, we 
will give you 0 for every house.” is bad sy bevthee-sectaw, Yc. 
Shaw, Jimmy Mason. His was a good jeb, and he ran mine down. 
He wasn't satisfied. He got in his car and turned around. TI never 

called a man a crook in my life, but I told my wife he was. I have 
seen a lot of salesmen and all. She just shut him up, my mother 
and father-in-law was there. They all shut their mouth. We went to 
church. Sunday evening I got through my work fast, and I went over 
on Tulane Avenue where the place is, and I looked in there, and I 
wanted to see if they were in business, like anything else that has a 
business. I would go to see what the man has got. The man repre- 
sents himself like I do a quart of milk. I w: alk in and show you the 
cream, or the cream cheese, to make sure it is fresh. I went up there. 
‘They had an Indiana license on the truck. That knock the steam out 
of me. They had a ease of this siding on it. Well, I wasn’t satisfied. 
I was coming on back to Canal Street, through the side streets. I said, 
“Why did that man come in the back end of the lake and pick me out, 
with all the streets he has got, $1,860 to pay off.” T am telling you true 
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to life, this is true life. The man is there. He will tell you. It is 
true life. If it wasn’t, it would be a different thing 

I went on home. I wasn’t satisfied. I told my wife, the milk room 
really needs it worse than the house because I was pushed over there 
where the Government put this new levee through the lake. I don’t 
know what project it is. They pump it in the lake to protect Metairie, 
from St. Charles Parish. They pushed me over there, and they put 
the casings on our side of the building, where the water would come 
in there, and eventually I would have no building. 

I said that would need it better. My wife said, “Why don’t you 
cancel the house and give the man the milk room”? J s: aid, “That isa 
good idea. You ring him up and cancel the milk room.” He can- 
celed the milk room, and had to make a contract. He came out and 
did my house. He brought the stuff there. 

Mr. Sruon. Did yousign a contract with him, Mr. Patrick ? 

Mr. Parrick. Yes. 

Mr. Simon. Did he tell you this was going to be an FHA deal ? 

Mr. Parrick. Yes. 

Mr. Simon. What did he say about FHA? 

Mr. Parnick. He said it tukes a long time, you know, to give you a 
chance for your money, 36 months. 

Mr. Sion. What did you understand was the effect of FHA being 
in this? 

Mr. Parricx. I thought it was for a poor person to have a little bit 
more than he got. That is how I figured about FHA. If vou go io 
the bank you get closer months, and it is higher. I was going through 
the FHA once before with a butane tank. They never did do me not!- 
ing, but—you don't need to take this down. I bought a butane tank, 
and the gas company said you have got so much equipment—I had to 
put a plant i in because they made us make cream cheese out of pasteur- 
ized milk. I said fine. They said go through the FHA, buy your 
boiler, and all like that. He said it would be a loan. That was on a 
Wednesday, you see. I signed the FHA loan on Wednesday. Un a 
Friday, the hurricane hit the tank and the tank was 3 miles from n LV 
house, so IT rang up him. I said, “Say, my tank is 3 miles from my 
house. I ain’t ever paid FHA or nobody nothing, no downpayment, 
or nothing. I said my tank is 3 miles away from my house. I think 
it is. I have so many back there I don’t know what it is.’ They were 
all back there. So he said—I said to him, “What are you going to ‘lo 
about that? You have got to go through the FHA, you had better 
stop it or do something or they can get it.” He said to me: “T ain’t 
going to do nothing about it.” I said, “Man, look out now.” Hoe says, 
“No.” He says, “That is good will. Do you think I told God to push 
it back there?” T said,“ You give me the number cff it.” He says, “All 
right, 1599.” He eave me 1599. IT went back there, and it was the 
farthest one away. 

Mr. Simon. Let us get back to the siding. 

Mr. Parrick. That is the only thing I had with FHA. T got my 
tank back and FHA never did do me anything. 

Mr. Sion. Did they put the siding on? 

Mr. Parrick. They put the siding on the house. 

Mr. Sruon. Did they do a good job? 

Mr. Parrick. Not too good. It is red and green, you see what I 
nean. That red, man, that is an awful color. 


aaa 


2048 FHA INVESTIGATION 
Mr. Simon. What color were you supposed to get ? » Mi 
Mr. Parrick. It was red and green, but with the pictures he showed Se 
you, with the shellae finish, it was beautiful, man, you know, but when are a 
you get it on it is like looking at a dress or a suit and going down and noth 
vetting it, the same thing. 
Mr. Sion. Did you ever refer any customers to him ? a TE 
Mr. Parricx. No. I h: ate to say ‘that. The man knows it, sitting 
back there. He treated me nice, you know, after. M 
Mr. Stwon. Did you ever get any bonuses or commissions ? Se 
Mr. Parrick. No, sir. dress 
Mr. Sruon. Do you know whether he sold any other jobs on the basis Mi 
of yours? Ther 
Mr. Parrick. No, sir; I don’t know. It is. 
Mr. Suwon. Are you m: a the payments now ? Mi 
Mr. Parrick. No, sir; one payment. Mi 
Mr. Srwon. You stopped making them ? M 
Mr. Parrickx. No; I made to him, him and I agreed on a certain close 
price. Mi 
Senator Bennerr. In other words, he reduced the price after you Mi 
complained ? Mi 
Mr. Patrick. That is right. Mi 
Senator Bennetr. From what to what? Mi 
Mr. Parrick. $900 to $425. Mi 
Mr. Sruon. The original price was $900? Mr 
Mr. Patrick. Yes, sir. Mi 
Mr. Srmon. Had you signed a note or a paper for $900? Mi 
Mr. Parrick. Yes, sir. M1 
Mr. Srwon. And then after you complained to the FHA it was re- Mr 
duced to how much ? Mi 
Mr. Parrick. Four and a quarter. Mr 
. . 2 ‘ » 
Mr. Stwon. You are now paying off on the four and a quarter ? Mi 
Mr. Parrick. I paid. I gave hima personal check. home 
Mr. Srron. You paid it all off? Mr 
Mr. Parrick. Yes. ders. 
Mr. Snow. Is there anything else about this transaction that we v & mo 
should know? —- Mr 
Mr. Parrick. The only thing, like you brung out about the Better Mi 
Business Burean, et cetera. Somebody ought to be investigated that M1 
you know, personally like me, you know, what I mean you call up any a mo 
company, like Mr. Villa, or he tells you, “Patrick, I ‘like your roof. M 
Ten squares at so much a square.” They have the labor figured in. was 
Like the boy came after, and he says, “I could have put it on $18 a he w: 
square, asbestos siding.” While it was going on, and we didn’t pay Pain 
off, another man said, “How much was that job?” $900, He said, book: 
“T would have put bricks around it for that. That is what you hear. ° an or 
A lot of people pass there, going fishing, and a lot of them ‘know me out h 
through Metairie. I have a route there. I have worked all my life. Sei 
Mr. Stwon. Thank you very much. Mr 
Mr. Parrick. I thank the man that helped me. *" that i 
A Vorce. May I ask a question ? any Ir 
Senator Bennerr. No: unfortunately, sir, only the Senator and . Ser 
counsel may ask the questions. Mr 
Mrs. Clarence Rome. so he 
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Mrs. Rome. I certainly will. 

Senator Bennerr. Do you solemnly swear that the testimony you 
are about to give in this investigation 1s the truth, the whole truth, and 
nothing but the truth, so help you God ? 


TESTIMONY OF MRS. CLARENCE A. ROME, NEW ORLEANS, LA. | 


Mrs. Rome. I do. 

Senator Bennerr. Will you give the reporter your name and ad- 
dress, Mrs. Rome ? 

Mrs. Romer. Mrs. Clarence A. Rome, 603 South Genois Street. 
There isn’t much more I can add other than what has been said here. 
It is just about the same thing over. 

Mr. Stmon. What happened? Was yours a model home? 

Mrs. Romer. Yes. That was back in 1951. 

Mr. Srwon. Did they originally tell you that it was going to be 
close to $1,000, and then reduce it to $750 ? 

Mrs. Rome. To $850. 

Mr. Suwon. $850? 

Mrs. Rome. That is right. 

Mr. Simon. This was a mastic paint? 

Mrs. Romer. A rubberized mastic paint. 

Mr. Stuon. How long was it guaranteed for ? 

Mrs. Rome. Ten to fifteen years. 

Mr. Sruon. How long did it last ? 

Mrs. Rome. It is still lasting. 

Mr. Sron. Is it a good job? 

Mrs. Rome. Yes. 

Mr. Stmon. You are satisfied ? 

Mrs. Romer. Yes. 

Mr. Srwon. Did they tell you that yours was going to be a model 
home? 

Mrs. Romer. That is right. They said they would receive other or- 
ders on my home, and it would be given to me for letting my home be 
a model. 

Mr. Stmon. Did they guarantee you $50 a month? 

Mrs. Romer. That is right. 

Mr. Simon. And what did they say when they guaranteed you $50 
a month ? 

Mrs. Rome. Well, this Mr. Strong picked out my home because it 
was on a corner. He said it would be an ideal home as a model, and 
he was introducing a new paint, a rubberized paint from the Renewit 
Paint Co. of Chicago, Ill. He showed me credentials and pictures and 
books and everything. Incidentally, he told me he had just closed 
an order with a Mrs. Brelan, on Bank Street, for a siding job, picked 
out her home as a model home, also. 

Senator Bennerr. The same man was selling siding and paint ? 

Mrs. Rome. That is right. He gave me a price of $1,000. He said 
that is what it would cost, but, however, I wasn’t involved into paying 
any moneysat all. 

Senator BENNeTT. You were going to pay nothing at all? 

Mrs. Rome. No, nothing at all. I wasn’t going to pay anything, 
so he brings out a form and he gives me credit, two $50 dividend 
credits, as a downpayment of $100, on an FHA loan form. 
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In other words, he wrote out a contract which said 


there was $100 downpayment ? 


Mrs. Romer. 
Mr. Srvon. 


That is correct. 
Instead of you paying him $100 that was to be the first 


2 months’ dividends? 


Mrs. Rome. 


Mr. Simon. 
Mrs. Rome. 


Mr. Srwon. 
Mrs. Rome. 


Mr. Simon. 
Mrs. Rome. 
Mr. Simon. 
Mrs. Romer. 


Mr. Simon. 
Mrs. eee 
Mr. Simon. 


know ? 
Mrs. Rome. 


Mr. Srmon. 


the note? 


Mrs. Rome. 
Mr. Simon. 
Mrs. Rome. 
Mr. Simon. 


Two dividends; that is right. 

You didn’t pay him anything? 

No. 

Was the balance $750? 

$750, plus interest. 

And he was going to pay you $50 a month? 

That is right. 

Did he ever pay you anything? 

No. 

Then you had to pay your note at the bank, did you? 
At the Greater New Orleans Homestead. 

Is there anything else about the transaction we should 


No. 
I take it since that happened in 1951 you have paid off 
I gave Mr. Carr my book, ete. 

You paid off the note / 

Yes. 


You never did get a dividend ? 
Mrs. Rome. No. I sure didn't. 
Senator Bennerr. That is all, Mrs. Rome. 
Mr. George Thomas. 
Mr. Thomas, will you please be sworn: 
Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God ? 


Thank you very much. 


TESTIMONY OF GEORGE THOMAS, NEW ORLEANS, LA. 


Mr. THomas. Yes, sir. 

Senator Bennett. Mr. Thomas, will you give your name and ad- 
dress to the reporter, please ? 

Mr. Tomas. George P. Thomas, 133 Harding Street. 

Mr. Simon. Mr. Thomas, did you have an experience with some 
plastic tile for your bathroom ¢ 

THomas. Yes, sir; I did. 

Mr. Stuon. Would you tell us about it? 

Mr. THomas. Mine was a small case. There wasn’t very much to 
it except the contractor before he completed the job forged my name 
to a completion certification, and the title was guaranteed for a year, 
and he held up approximately 3 months, and I “went back to the con- 
tractor to try to get some snail repairs on the tilework. but he had 
gone out of business about a month before. 

Mr. Simon. And you say you didn’t sign the completion certificate ? 

Mr. Thomas. My name was forged to the c ompletion certificate. 

Mr. Simon. Do you know who forged it? 

Mr. Tuomas. I think the one that was running the contract. 

Senator Bennetr. Was it an obvious forgery ? Was there so much 
difference between your signature and that? 
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Mr. THomas. I never did see the completion certificate. The man at 
the Homestead called me and said he had the certificate with my name 
on it, and was I satisfied with the tilework. I told him the man is 
still in the bathroom tiling the bathroom, and hadn’t even half com- 
pleted it yet, so the contractor was down there trying to get his money 
before the job was completed. 

Senator Bennerr. How much time passed between the time you 
signed the contract, and the time they started the job? 

Mr. ‘THomas. I would say 2 days. 

Senator Bennetr. They were slow. 

Mr. THomas. It is possible. 

Senator Bennett. The California pattern is you sign up the job 
one night, and get enough stuff done before 8 o'clock the next morning 
so that the homeowner can’t possibly change his mind. 

You say they waited a couple of days? 

Mr. THomas. I actually wanted the tilework to be done, and it was 
about 30 percent higher than I could have done it myself, so that is 
the only reason I agreed to have it done. 

Mr. Srwon,. That is all. 

Senator Bennerr. Thank you. 

1 would like to ask you one question. Did you report the forgery 
to the local authorities ¢ 

Mr. Thomas. | reported the forgery to the Homestead and made 
a statement before a lawyer, the lawyer that the Homestead uses, In 
other words, the Homestead’s lawyer. I had that statement—at least, 
I haven't got it, but the Homestead has that statement, 

ane itor Bennetr. All right. Thank you. 

Now, Mr. William T. M: atyas. 

Mr. Maty as, will you be sworn ¢ 

Do you solemnly swear that the testimony you are about to give 
in this investigation is the truth, the whole truth, and nothing but the 
truth, so help you God? 


TESTIMONY OF WILLIAM T. MATYAS, ALGIERS, NEW ORLEANS, LA. 


Mr. Maryas. Yes, I do. 

Senator BenNetr. Will vou give the reporter your name and ad- 
dress, please / 

Mr. Maryas. William T. Matyas, 3208 Newton Street. 

Mr. Stmon. Your address is 3208 Newton Street é 

Mr. Maryas. Yes. 

Mr. Suwon. Algiers, New Orleans ? 

Mr. Maryas. That is right. 

Mr. Simon. Did you have an experience with some aluminum 
siding ¢ 

Mr. Maryas. Yes, sir. 

Mr. Simon. Would you tell us about it, Mr. Matyas? 

Mr. Maryas. Well, the salesman came over, Brady, he came over 
in the morning, and he says he is from the Home Improvement, so I 
started talking to him and he savs he had some aluminum siding, and 
he said he wanted to have a model home in the neighborhood. 

Mr. Simon. Was yours going to be a model home ? 

Mr. Maryas. That is right. He would put it on and use it as a 
model home, so I talk to him and I says well, if it don’t run over $500 
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it will be all right. He didn’t say “Yes” or “No” on that, but he ” Mr 
didn’t say it would be more. I just left it go. He came back the He h 
next day, and he brought a sample with him, and a big sheet, anyway, Brad 
and this stuff looked good, and everything, and he said it was a porce- the st 
lainized finish, or something of that sort, so we kept talking. I still Mr 
didn’t want to agree to it. I wanted an estimate on it. I believe he - FHA 
came back that night. We talked some more. We still didn’t sign Mr 
nothing. The next morning we talked some more, about an hour or bond 
so, and finally I signed it. He promised me $50 for every house he Mr 
sold besides mine. FHA 
Mr. Simon. You were to get a $50 commission on every house he Mr 
sold using your house as a model; is that right? Mr 
Mr. Maryas. That is right. Mr 
Mr. Simon. How much was it going to cost ? Mr 
Mr. Maryas. Well, when he gave the slip to sign it was $1,150. I Mr 
believe it was $1,150. I have it in my pocket, and so I signed it any- Mr 
way, and my wife signed it, and the next day I decided that was too Mr 
much money. I wanted to get out of the contract. I had my wife call Mr 
FHA and tell them I wouldn’t approve the loan. We didn’t want the Mr 
money, we didn’t want the siding. We wanted to get out of it. They to it. 
said they can’t do nothing, so we called the people that had the Ser 
mortgage on the house. I told them. He said he couldn’t do any- . weigh 
thing. Mr 
Mr. Simon. Why didn’t you call the company that would do the and e 
work ? press 
Mr. Maryas. They said $200, if they do any work or not. They Ser 
charged $200. It is in the contract. Mr. 
Mr. Stwon. $200 to cancel it ? it isn 
Mr. Maryas. That is right. a spor 
Mr. Simon. That was the next morning? > Mr 
Mr. Maryas. Yes. Ser 
Mr. Srwon. Had any work been done? Mr 
Mr. Maryas. No, but they put the stuff in the yard. That after- of the 
noon they dumped the stuff in the yard. Mr 
Mr. Srmon. The same afternoon you signed the contract ? > Mr 
Mr. Maryas. Yes. I signed, and an hour later they brought it Ser 
over. grows 
Mr. Stmon. How many salesmen worked on you? is In| 
Mr. Maryas. Two. heard 
Mr. Stuon. One was Brady and who was the other? Th 
Mr. Maryas. Either Rosenbaum or Rosenbloom. with | 
Mr. Simon. Henry Rosenbloom ? list, o 
Mr. Matyas. I don’t know his name. happ) 
Mr. Simon. Will you on on and tell us what happened ? stand 
Mr. Maryas. So anyway they wouldn’t do anything. They come ‘3° = lems. 
back that night, and there was two salesmen, they kept talking, and and i: 
arguing, and finally they convinced me. They say take a chance. will b 
Before you get it paid off you will probably get all your money back, which 
anyway, with a $50 bonus, so they come over and put on about three Mr. 
panels, and then they stopped right there over Christmas, and New * Sen 
Year's holidays, before they put any more on. It left my house, one Do 
side tore up. in thi 
Mr. Srmon. What kind of a car did they have when they came to see the tr 
you ¢ 
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Mr. Maryas. I didn’t see their car until, I think it was, the last day. 
He had a Cadillac. I didn’t see the Cadillac. 1 mentioned to him, 
Brady, I says, I bet you got a Cadillac outside. He says, yes, right up 
the street there. I didn’t look up the street. 

Mr. Simon. Did they tell you they were backed by a bond, with 
FHA? 

Mr. Matyas. I don’t believe at the time. He said he could get the 
bond approved, through, through the FHA. 

Mr. Simon. Did they ever tell you they were backed by a bond with 
FHA ? 

Mr. Matyas. No. 

Mr. Simon. Did they finally do the work ? 

Mr. Matyas. Yes. The work was done about 2 weeks after. 

Mr. Simon. And did you sign a completion certificate ¢ 

Mr. Matyas. Yes. 

Mr. Simon. Was the work satisfactory ? 

Mr. Matyas. Well, not to me. My wife complains all the time. 

Mr. Simon. What is the trouble ? 

Mr. Matyas. The corners are too flimsy. That is the main trouble 
to it. 

Senator Bennetr. Was the product they put on your house the same 
weight and quality as the product they showed you as a sample? 

Mr. Maryas. I don’t believe it was. That panel was a lot stronger, 
and everything, than the one I had on my house. My house you can 
press itanywhere. The panel you couldn't do it. 

Senator Bennett. They didn’t talk to you about iodine, did they ? 

Mr. Maryas. No, iodine. They says they holds it off, and so forth, 
it isn’t like an automobile finish. It sticks. You have to wash it with 
a sponge. 

Mr. Stmon. That is all. 

Senator Bennerr. We thank you very much, Mr. Matyas. 

Mr. Simon. Excuse me, one question: Did they ever give you any 
of these commissions or bonuses ? 

Mr. Maryas. No, sir. 

Mr. Simon. All right. 

Senator Bennetr. This conversation between the counsel and myself 
grows out of the fact that we understand that Mr. Henry Rosenbloom 
is in the room, and since his name was mentioned he has asked to be 
heard. 

The committee has no power to overrule any decision made by FHA 
with respect to a determination to put a dealer on the precautionary 
list, or take the dealer off the precautionary list, and we would be very 
happy to hear Mr. Rosenbloom if he wants to be heard, with the under- 
standing that we are here to get specific information about these prob- 
lems. His name has been mentioned in connection with the Roos job, 
and if Mr. Rosenbloom will confine his discussion to the Roos job we 
will be glad to hear him, but we don’t want to open up this discussion 
which may lead to the kind of a speech we have heard occasionally. 

Mr. Rosensioom. I am not interested in making any speeches. 

Senator Bennerr. If you would like to be heard you will be sworn. 

Do you solemnly swear that the testimony you are about to give 
in this investigation is the truth, the whole truth, and nothing but 
the truth, so help you God ¢ 
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TESTIMONY OF HENRY ROSENBLOOM, NEW ORLEANS, LA. 


Mr. RoseNnsioom. IJ do. 

Senator Bennetr. Before you give any testimony, Mr. Rosenbloom, 
are you aware of the responsibility you take under oath if the state- 
ments you make are not true? 

Mr. Rosensioom. Is Mr. Matyas also aware of that fact, and is 


Mrs. Roos also aware of those facts ? 


Senator Bennett. I assume they are. 

Mr. RosEnsioom. I am, too. 

Senator Bennett. All right, you have been sworn. 

Will you give the reporter your name and address? 

Mr. Rosensitoom. Henry Rosenbloom. 

Mr. Simon. Your address, Mr. Roosenbloom ? 

Mr. Rosensitoom. 4317 Wormsley Avenue. 

Mr. Simon. Your occupation ? 

Mr. Rosensioom. Right now, I am working as a salesman. 
Mr. Simon. Who are you working for ? 

Mr. Rosenstoom. C. G. Mann. 

Mr. Sruon. Is that a corporation or an individual ? 

Mr. Rosensioom. I wouldn't know. I am not sure about it. No; 
it isa company, I guess. 

Mr. Srwon. Is that the name of the company ? 

Mr. Rosnsioom. C. G. Mann. 

Mr. Sruon. C. G. Mann & Co.? 

Mr. Rosensioom. That is right. 

Mr. Stmwon. How long have you worked for C. G. Mann & Co.? 
Mr. Rosensioom. A couple of months, I guess. 

Mr. Sruon. What is his business? 

Mr. Rosensrioom. He is in the siding business. 

Mr. Sruon. In the siding business ? 

Mr. Rosensioom. Yes. 

Mr. Simon. Who did you work for before that ? 

Mr. Rosenstoom. House Craft. 

Mr. Srmon. Is that H-o-u-s-e C-r-a-f-t ? 

Mr. Rosensioom. That is right. 

Mr. Stmon. How long did you work for House Craft? 
Mr. Rosensioom. About 5 months, I guess. 

Mr. Sruon. Is that House Craft, Inc. ? 

Mr. Rosensioom. I wouldn’t know. 

Mr. Stuon. What business are they in? 

Mr. Rosensioom. The same type of business. 

Mr. Srmon. Siding? 

Mr. RosennLoom. That is right. 

Mr. Srwon. Anything other than siding? 

Mr. Rosensioom. I guess they do construction work. 

Mr. Stow. When did you leave House Craft? 

Mr. Rosensioom. I left them about 2 months ago and went to 


C. G. Mann. 


Mr. Simon. What was the reason for leaving House Craft ? 

Mr. Rosenxsioom. I just didn’t want to work there. That is all. 
Mr. Stmon. Are they still in business ? 

Mr. Rosensioom. Yes. 

Mr. Stmon. Who did you work for before that ? 


—— 
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A. ‘ee Mr. Rosensioom. I was in for myself. 
Mr. Simon. What was your business name ? 
Mr. Rosenpioom. American Pressure Seals—no; just before that I 


loom, had went into partners with a J. Toups. 
state- Mr. Simon. What business was that / 

' Mr. Rosensitoom. Mastic business. 
ind is Mr. Stmon. Mastic paint ? 


Mr. Rosensioom. That is right. 
Mr. Simon. What was the name of that company ? 
Mr. Rosennioom. A. J. Toups Pressure Kote, I believe. 
Mr. Simon. A.J. 'Toups? 
Mr. Rosensioom. Pressure Kote. 
Mr. Simon. Were you selling mastic paint jobs to homeowners ? 
Mr. Rosensroom. Well, I wasn’t myself, no. We had men working 
for us. 
Mr. Stmon. What was your job? 
Mr. Rosensioom. I was vice president. 
Senator Bennetr. Were you the closer who went around and closed 
the deals? 
Mr. Rosensioom. No. 
No; Mr. Simon. Were you in charge of production or finance or sales? 
Mr. Rosrensioom. I handled the deals. I mean, I went out and saw 
that the work was done properly. That is a lot of detail work that 
goes into that. 
Mr. Stmon. Were you in the production end of the business? Were 
you the-one who looked after the work being done after it was sold ? 
‘o. 2 Mr. Rosgneitoom. No. 
Mr. Stmon. Did you have anything to do with selling? 
Mr. RosENsiLoom. No. 
Mr. °Srmon Was it your responsibility to get the jobs done 
promptly ¢ 
Mr. Rosensitoom. That is right. 
Mr. Simon. When a job was sold, on a given evening, would you 
get the materials out there the next morning ? 
y Mr. Rosensioom. I wouldn’t say. I mean we would have to natu- 


” rally wait for approval before we then sent—it was FHA. 

Mr. Srwon. You wait for an FHA approval ? 

Mr. Rosensioom. Yes. 

Mr. Simon. Where did you get the FHA approval? 

Mr. Rosensioom. Wait a minute. I beg your pardon. No; I am 
sorry. It was Metairie Bank; the Metairie Bank. It was a non-FHA 
deal. 

Mr. Stwon. This A. J. Toups was non-FHA ? 

Mr. Rosensioom. That is right. 

‘ Mr. Simon. How long were you with A. J. Toups? 
Mr. RosENBLOOM. Quite a few months. I don’t remember exactly. 
Mr. Stwon. How long? ; 
nt to Mr. Rosensioom. I would say maybe 6 or 7 months, something 
r" like that. 
Mr. Stmon. That is2 months with Mann; is that right ? 
ll. : Mr. Rosensioom. That is right. 





Mr. Simon. And 5 months 


Mr. Rosensrioom. Don’t pin me down to these. T am not definite 
about the times, but it wasn’t a vear or 2 years, or 5 years. It was 
a monthly period. 
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Mr. Stmon. You are with Mann, now? 

Mr. Rosensioom. That is right. 

Mr. Simon. How long have you been with him? 

Mr. Rosensioom. A couple of months, I would say. Maybe 214 
months. 

Mr. Simon. 214 months? 

Mr. Rosrensioom. Yes. 

Mr. Simon. Before that you were with House Craft ? 

Mr. Rosensioom. That is right. 

Mr. Simon. When did you go with House Kraft ? 

Mr. Rosrensioom. I don’t know the exact date. I am very~poor 
on dates. 

Mr. Stmon. What is your best recollection of when you went with 
them ? 

Mr. Rosensroom. I would say 5 or 6 months, perhaps 7 months. 
I mean it wasn’t a year. Let me put it that way. 

Senator BeNNetr. Was it before the first of the year, before Christ- 
mas? 

Mr. Rosenntoom. I think it was just about Christmas. 

Mr. Srmon. You were with them how long? 

Mr. Rosensioom. Until, well, 214 months ago, approximately, or 
something like that. 

Mr. Simon. Before that you were with A. J. Toups for how long? 

Mr. Rosensioom. I was with him for about 5 or 6 months, some- 
thing like that. I went with him, I think, in June. Well, don’t 
know to be exact. 

Mr. Stuon. Before Toups what were you doing ¢ 

Mr. Rosenetoom. American Pressure. 

Mr. Simon. How long were you with American Pressure Seal ? 

Mr. Rosensioom. From around December. This is 1954. 

Senator Bennetr. December of 1952? 

Mr. Rosensioom. December of 1952, I would say, yes. 

Mr. Simon. Until June of 1953? 

Mr. RoseNsioom. About that, ves. 

Mr.S:mon. That is about 6 months? 

Mr. Rosensioom. That is right. 

Mr. Simon. Were you the owner of American Pressure Seal? 

Mr. Rosensioom. I was the president. 

Mr. Simon. Who wasthe owner? Who owned the stock ? 

Mr. Rosrensioom. It was a corporation. 

Mr. Sron. Who were the principal stockholders ? 

Mr. RoseNsitoom. My wife and my secretary and myself. 

Mr. Simon. What was the capital stock of American? Was it 
American Seal Paint Co. ? 

Mr. Rosensioom. No; American Pressure Seal. 

Mr. Simon. What was the capital stock ? 

Mr. Rosrensroom. I don’t remember. 

Mr. Stuon. A hundred thousand dollars? 

Mr. Rosenriocom. No. 

Mr. Simon. Ten thousand dollars? 

Mr. Rosennioom. Nothing like that. 

Mr. Sraon. One thousand dollars? 

Mr. Rosensioom. I think it was about $7,500. 

Mr. Srmon. You put that up? 
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Mr. Rosensioom. About $7,000. 

Mr. Stmon. Cash money ? 

Mr. Rosensioom. Yes. 

Mr. Simon. The business lasted 6 months ? 

Mr. Rosensioom. That is about right. 

Mr. Stuon. What happened at the end of 6 months! 

Mr. Rosensioom. Well, I will tell you what happened. Can L go 
on with my story ? 

Mr. Srwon. No: just tell me what happened. 

Mr. Rosensioom. We just went out oF business. 

Mr. Stuon. Did you go broke? 

Mr. Rosensioom. That is right. 

Mr. Sion. Is this the kind of letter that American Pressure Seal 
Co. gave to the homeowners that you sold the paint job? 

Mr. Rosennioom. I don’t have my glasses with me. 

Mr. Sruon. Let me read it to you. 

Mr. Rosensitoom. Yes. I can—yes. 

Mr. Stmon. It says: 


American Pressure Seal Corp. Your home reborn. 

Then there is your address, 3703 Carrollton Avenue, New Or- 
leans 18, La. 

DEAR CUSTOMER: We have been honored 


Mr. Rosensitoom. Pardon me. I am familiar with this. 
Mr. Simon. Do you mind if I read it? 

Mr. Rosenstoom. No. Sorry. 

Mr. Simon (reading) : 


We have been honored to be of service to you. In an operation of this kind 
perhaps a description of what was done to your building will be of some help 
to you. After adequate preparation, a compound of two basic minerals, asbestos 
and mica, was pressure sealed to your walls. This rendered the walls hard, 
durable, low porosity, with a fine-textured finish. The endurance of this counting 
in comparison to usual house and stucco paints is in our opinion equal from 
15 to 20 years wear. This coating is equivalent to at least 20 coats of paint, 
and offers insulation value, fire-retardant qualities, and a pleasing appearance. 
We feel that this ccating technique is an advancement in the treatment of 
exterior walls, and the manufacturer is justified in guaranteeing his product 
for 15 years. Your factory guaranty will be mailed directly to you. It is our 
sincere belief that the above operation will afford you many happy years of 
exterior beauty, and a very minimum maintenance cost. We most sincerely 
hope that you will avail yourself of our premium recommendation plan. 





What is the premium recommendation plan ? 

Mr. Rosensioom. For anyone that was recommended to us by any 
customer that had a job done they would be given a premium by 
these salesmen, which would be taken off the salesmen’s commissions. 

Mr. Srron. How much was the premium ? 

Mr. Rosensitoom. Probably $25, in some instances maybe $50. I 
don’t know. 

Mr. Simon (reading) : 

It is our earnest desire that all homes be coated with our pressure coat. Your 
gracious help is a basic factor in accomplishing this. 

How many homeowners did you ever pay the premium to? 

Mr. Rosennioom. Well, I will tell you. It wasn’t my place to pay 
the premium. It was the salesman’s place to pay the premium. 

Mr. Stuon. Do you keep books ? 
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Mr. Rosensioom. Well, it wouldn't be taken off our profit. se Mr. 
Mr. Simon. My question was whether you kept books ? plan w 
Mr. Rosensioom. Certainly we kept books. | Mr. 
Mr. Simon. Did your books reflect the people to whom you paid Mr. 
these premiums / model 
Mr. Rosensioom. No, it wouldn’t, because we sold on a par basis » enter i 
just like everybody in the country is selling on a par basis. Mr. 
Mr. Strwon. Isee. What was your par? did use 
Mr. Rosensvioom. At that time I think it was $30—$30. Mr. 
Mr. Srwon. Thirty dollars a square ? Mr. 
Mr. Rosensioom, That is right. Mr. 
Mr. Simon. Whatever the salesman could get over $30 was his; is Mr. 
that right? Mr. 
Mr. Rosensioom. That is right. Mr. 
Senator Bennerr. May I ask a question ‘ don’t | 
This letter says: Mr. 
We most sincerely hope that you will avail yourself of our premium recom- custon 
mendation plan. Mr. 
Signed “American Pressure Seal Corp.” Mr. 
Was the customer told that the premium rental plan was not your Mr. 
plan but the salesman’s plan ? the bo 
Mr. Rosensioom. Well, the salesman was in the house at the time. Mr. 
This letter is sent out after the job is completed, not before. bonus 
Senator Brennerr. But it is signed by your company. It is not Mr. 
signed by the salesman. It refers “our premium recommendation.” bonus 
Mr. Rosensioom. In other words, here is what I meant by the letter. Mr. 
I made this up myself, and this is what I meant by the letter. That if Mr. 
any of these people would put themselves out, just a little bit, and try Mr. 
to get us recommendations, that we would reimburse them for these Mr. 
recommendations. » Mr. 
Senator Bennerr. Who is we? Mr. 
Mr. Rosensioom. Me. whom 
Senator Bennerr. You just told us Mr. 
Mr. Rosensioom. We didn’t get any. _Mr. 
Senator Bennerr. Whether you got any or not, you just told us o. right’ 
your program was to have the salesman pay the premium out of his fr. 
commission, Jus 
Mr. Rosensioom. It was the salesman—when the salesman went into Mr. 
the home—it would be taken out of the salesman’s commission. In Mr 
other words, if a salesman went into a home, let me put it this way— Sen 
if a salesman went into a home, in the course of his conversation with debat 
the customer if he told the customer that he was going to give them a Mr. 
premium for every job that they got through this one job, understand, Ser 
whether it be a recommendation or anyone on that particular street, : wants 
the salesman would give them some kind of a bonus. All right. ; Mr 
Senator Bennerr. Let me ask you the q 
Mr. Rosennioom. Just a minute. Ser 
Senator Bennerr. Wait a minute. I am the fellow that is saying “just: 
just a minute. Iam sorry. [ Mr 
Suppose the salesman did not offer the premium, didn’t you follow f That 
every sale up with this letter ? Ser 
Mr. Rosenstoom. It was offered. cause 
Mr. Stmon. You mean every house they sold ? Mr 
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Mr. Rosensioom. To every home that was sold, a recommendation 
plan was offered to the customer. 

Mr. Sron. Was it a model home? 

Mr. Rosensitoom. No. Regardless of what it was, whether it was a 
model home or whether it was a home for advertising purposes, doesn’t 
enter into the picture. The fact is 

Mr. Sruon. My question to you, though, was whether your salesman 
did use the model home approach ? 

Mr. Rosensioom. I don’t know. I can’t answer that. 

Mr. Simon. Did your salesman use the advertising plan ? 

Mr. Rosensioom. I can’t answer that. I don’t know. 

Mr. Simon. Did your salesman use the bonus pitch ? 

Mr. Rosensioom. Yes; they did. 

Mr. Simon. How do you know they used the bonus pitch but you 
don’t know whether they used the model home pitch ? 

Mr. Rosenzioom. Because of this letter. We ourselves asked the 
customers to give us recommendations to give them a premium. 

Mr. Srmon. Whose responsibility was it 

Mr. Rosensioom. Mine. 

Mr. Srwon. Whose responsibility was it for the homeowner to get 
the bonus? 

Mr. Rosensioom. My responsibility, and I saw to it if there were any 
bonuses given out I saw to it that the homeowner was given the bonus. 

Mr. Srmon. Do you have any books and records to show who got the 
bonuses ? 

Mr. Rosensioom. Let me tell you 

Mr. Srsron. Just answer my question. 

Mr. Rosensioom. No. 

Mr. Simon. Did you keep books. 

Mr. Rosensioom. Certainly I keep books? 

Mr. Simon. Did those books show the names and addresses of people 
whom bonuses were paid ? 

Mr. Rosensioom. No; they didn't. 

Mr. Simon. It was your responsibility to pay the bonuses; is that 
right? 

“Mr. Rosensioom. That is right. 

Just a minute. 

Mr. Simon. You didn’t keep any record ? 

Mr. Rosensioom. It wasn’t my responsibility. 

Senator Brennerr. I am sorry, Mr. Rosenbloom. This is not a 
debate. 

Mr. Rosrensioom. I would like to answer the question. 

Senator Bennett. Mr. Simon will indicate the manner in which he 
wants the question answered. 

Mr. RosEensioom. You mean he is going to tell me how to answer 
the question ? 

Senator Bennerr. Wait a minute. You are constantly shouting 

“Just a minute, just a minute, just a minute.” 

Mr. Rosrnsioom. Well, because I want to make myself explicit. 
That is why I am doing that. 

Senator Bennett. I don’t like to use the words “out of order,” be- 
cause that has come to have connotations in senatorial investigations. 

Mr. Rosensioom. That is right. 
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Senator Bennett. But we will get along better if you will simply 
reply to Mr. Simon’s questions. 

Mr. Rosenstoom. I would like to reply to Mr. Simon’s questions, 
but I would like to answer them properly. Is that permissible? Or 
do I have to answer them the way Mr. Simon wants me to answer 
them ? 

Senator Bennerr. You don’t have to answer them with the infor- 
mation that you think Mr. Simon wants, but you have to answer 
the questions in the order in which he wants to ask them. 

Mr. Rosensioom. What information is Mr. Simon asking me for? 
That is the point of the question. 

Mr. Srwon. At the moment my question is whether it was your 
responsibility to see to it that the homeowners got their bonuses? 

Mr. Rosensioom. Can I answer it ? 

Senator Bennett. Can you answer it “Yes” or “No”? 

Mr. Rosensitoom. Can I answer it “Yes” or “No”? I can’t answer 
it “ves” or “no.” 

Senator Bennett. Then it was not your responsibility ? 

Mr. Rosensioom. Not entirely. 

Mr. Stmon. Was it in part your responsibility ? 

Mr. Rosensitoom. It was my responsibility to see that the business 
was run on an ethical basis. 

Mr. Srwon. Wasn’t my question. My question was to what extent 
was it vour responsibility to see that the bonuses were paid ? 

Mr. Rosensioom. If a customer called up and said to me that they 
had recommended a job, and that they hadn’t received a premium 
for it, I saw to it that that customer would get the premium, 

Mr. Sruon. If the customer didn’t call up and ask for it—— 

Mr. Rosensioom. I wouldn’t know about it, then. 

Mr. Stmon. You made no effort to find out whether the customer. 

Mr. Rosensioom. I couldn’t call every customer and ask each indi- 
vidual customer 

Mr. Simon. I assume, Mr. Rosenbloom, that you couldn’t do all the 
work yourself ? 

Mr. Rosensioom. That is right. 

Mr. Simon. I am trying to find out what you did do. 

Mr. Rosensioom. I am telling you what I did do. 

Mr. Simon. Did you assume any responsibility for seeing that the 
bonuses were paid to the people who earned them? 

Mr. Rosensioom. Only if I were called. 

Mr. Stmon. Can you name one person who received a bonus? 

Mr. Rosensioom. I honestly—to tell you the God’s honest truth, 
I don’t know, I can’t remember whether there were any bonuses paid 
or not. It is just that I can’t remember. 

Mr. Simon. Can you remember just one? 

Mr. Rosensioom. I can remember bonuses that I have paid myself 
through FHA. 

Mr. Simon. My question is whether you can remember one person 
who got a bonus from American Pressure Seal Co. ? 

Mr. Rosensioom. I can’t, no. No. 

Mr. Simon. Going back to this letter you wrote, what did you 
mean when you say “This coating is equivalent to at least 20 coats 
of paint”? 
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Mr. Rosensitoom. That is what we were told by the manufacturer. 

Mr. Suwon. What did you mean when you said it? ; 

Mr. Rosensioom. That it was equivalent to 20 coats of paint. 

Mr. Sraon. This mastic was the same as 20 coats of paint on a 
house ¢ ig 

Mr. Rosensioom. That is correct. It was a thick mastic, it was 
very thick. 

Mr. Srton. You said here “in our opinion,” that is your opinion, 
isn’t it 

Mr. Rosensioom. Well, finish it. 

Mr. Simon (reading) : 


In our opinion equal to 15 to 20 years’ wear. 


Mr. Rosensioom. Right. That was the opinion that was given 
to me by the manufacturer. 

Mr. Simon. But it says here “in our opinion.” 

Mr. Rosenpioom. Because it was given tome. I am not an expert 
with mastic paints, Mr. Simon. I don’t know anything about mastic 
paints. I only told the customer what I was told. 

Mr. Simon. I can understand you might have said in the manufac- 
turer’s opinion 

Mr. Rosensioom. So it isa mistake. I mean after all I only went 
to the fourth grade in grammar school, you know. 

Mr. Simon. I see. The contract you gave the homeowner, did it 
say : 

American Pressure Seal Corp. unconditionally guarantees the above job for 
a period of 10 years against chipping, cracking, grazing, mildew—fading or 
teriites? 

Mr. Rosensioom. That is correct. 

Mr. Simon (reading) : 





Contractor will supply sufficient labor and material to replace all parts prov- 
ing defective within 10 years from installation. 

Mr. Rosennioom. That is right. 

Mr. Stwon. What did you mean there by saying “to replace all 
parts”? 

Mr. Rosensioom. Exactly what it says. 

Mr. Simon. In an automobile when they say they will replace a 
part I know what they mean, but—— 

Mr. Rosensioom. Any part of the house that discolored or peeled 
or chipped or cracked, we would take care of it. 

Mr. Stmon. You mean if there was a 3-inch space that chipped, 
then, you would repaint that 3-inch space ¢ 

Mr. Rosensioom. That is right. 

Mr. Stuon. Now, the manufacturer, he then sent 

Mr. Rosensicom. Pardon me just a minute, Mr. Simon. TI have 
proof, definite proof, and Mr. Leidenheimer is right here, that I went 
broke respraying these jobs, with my own money. 

Mr. Simon. Well, Jet me pursue that one. How many jobs did you 
do during the 6 months’ period you were in business ? 

Mr. Rosenrioom. Maybe, I don’t know exactly, I would say maybe 
40 or 50 jobs, something like that. 

Mr. Simon. How many of them did you have complaints on? 

Mr. Rosenrioom. Probably at that time, maybe 8 or 10. 
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Mr. Srwon. Eight or 10 out of the 40 or 50? 

Mr. Rosensioom. That is right. 

Mr. Simon. How many of the 8 or 10 did you re-do? 

Mr. Rosensioom. All of them. 

Mr. Smon. Had you finished re-doing all of them? 

Mr. Rosensioom. Yes, sir. 

Mr. Stwon. What was your reason for going broke if you com- 
pleted re-doing all of the jobs? 

Mr. Rosensioom. Because other complaints kept coming in and I 
did those, too. 

Mr. Sermon. My question was, What is the total number of com- 
plaints? 

Mr. Rosensioom. I don’t know the exact total, but I have the paper. 

Mr. Srwon. Just a minute. A minute ago I asked you how many 
complaints you got, and you said you had 8 or 10 complaints. 

Mr. Rosensioom. I mean at that particular time, when I first 
started to get the complaints. 

Mr. Srmon. You mean the first batch of complaints was 8 or 10? 

Mr. Rosensioom. Yes. 

Mr. Stwon. What was the total number of complaints? 

Mr. Rosennioom. Maybe, I will tell you, pinning me down, I can’t 
say exactly. I don’t have the books with me now. 

fr. Sraron. Out of 40 or 50 jobs, what was the number of com- 
plaints? 

Mr. Rosensioom. I don’t know the exact number. 

Senator Bennetr. Was it half of them? 

Mr. Rosensioom. I don’t think it was half: no. 

Mr. Srvon. It was more than half? 

Mr. Rosensioom. It was less than half. 

Mr. Stwon. What is your best recollection? You knew the first 
batch were 8 or 10. 

Mr. Rosensioom. I don’t know exactly. I don’t have the records 
with me. I am telling you things and you are pinning me down. I 
don’t know exact figures. 

Mr. Sron. You are not telling me things. 

Mr. Rosensioom. I am not a Senator, you know; I am not Me- 
Carthy. 

Senator Bennetrr. Wait a minute, now. When we agreed to hear 
you, Mr. Rosenbloom 

Mr. Rosensioom. Right. 

Senator Bennett. I indicated we didn’t want any speeches. 

Mr. Rosrensioom. That is right. Iam not giving you any speeches. 
] am just stating facts. 

Senator Bennett. As I told you 

Mr. Rosenstoom. I don’t know the exact figures. 

Senator Bennerr. As I told you a little later, Mr. Simon will ask 
the questions. If you don’t know, say you don’t know. 

Mr. Rosennioom. I said I don’t know. 

Senator Bennett. Well, then, say it once, and let us go on. 

Mr. Rosensioom. I said it. That is what I did. 

Mr. Srron. How many salesmen did you have in American Pressure 
Seal Co. ? 

Mr. Rosensioom. Perhaps, let me see—— 

Senator Bennerr. May Lask a question before you go on with that? 
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7 Mr. Rosenspitoom. Yes. 
Senator Bennerr. Where did you buy your paint? 
Mr. Rosensioom. From the American—— 
Senator Bennerr. Seal Paint Co. ? 
Mr. Rosensitoom. That is right. 
> Senator Bennerr. Did you refer these complaints to them ? 
com- Mr. Rosensioom. Yes, sir. 
Senator Benner. Did you get any help from them ? 
and I | Mr. Rosensioom. No, sir. 
: May I say somethin 
com- Senator BENNETT. Well, I suppose I should back away from my 
ruling. 
paper. Mr. Rosensioom. After all, you don’t want to condemn me for 
many | something that isn’t my fault, do you? You are not here for that 
purpose. I am sure of that. 
first Senator Bennetr. You have answered that you got no help from 
the American Seal Co. I will ask you a question: What kind of re- 
1)? sponses did you get from them / 
Mr. RoseNBLOoM. I went to the FHA, Mr. Leidenheimer, and I 
told him, and Mr. Dumestre that these people were complaining, that 
can't I am broke, I don’t have any money, I can’t continue my business, 
and that these people are complaining. I said will you write to Mr. 
com- Goldberg, Harry Goldberg, which is America, whatever it is, American 
Seal, and they wrote to him, and they told me that he had sent them 
a letter telling them that he would be down at a specific date. He 
didn’t come down. They finally received a letter that he had gout, 
or something like that, and would be down at a later date. He never 
came down. 
I have letters to prove I wrote to Mr. Goldberg, and I asked him to 
- first > come down to straighten this mess out. I was sold a bill of goods, too, 
because I believed in this material. 
cords Mr. SIMON, How many salesmen did you have working for American 
n. I Pressure Seal Co. ? 
Mr. Rosensioom. I would say 6 or 7—5, 6, 7, something like that. 
. Senator Bennerr. You were only i ianeeetie’ 
> Me- Mr. Rosensioom. That is right. 


Mr. Stmon. Don’t you know how many salesmen you had in 6 
hear months? 
Mr. Rosensitoom. Well, I say about seven. 
Mr. Stmon. Give me their names. 
Mr. Rosensioom. Louis Bishop. 
ches. Mr. Simon. What is his address ? 
Mr. Rosenrnioom. He is in New York. I don’t know his address. 
These boys are—well, all right 
. Mr. Simon. Go ahead. 
i] ask Mr. Rosenstoom. Henry Reiner. 
Mr. Simon. How do you spell Reiner ? 
Senator BENNETT. R-e-i-n-e-r/ 
Mr. Rosensioom. That might be spelled that way. 
Mr. Stuon. Don’t you know how to spell his name ? 
ssure Mr. Rosensioom. It might be R-i-n-e-r or R-e-i-n-e-r. 
Mr. Simon. Whoelse? 
Mr. Rosenstoom. Harold Orland. Louis—Lou Charles. 
that? Mr. Stuon. Lotiis Charles? 
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Mr. Rosenntoom. Yes. That is right. - Mr. 
How many is that ? . Mr. 
Mr. Simon. That is four. Mr. 
Mr. Rosensicom. A fellow by the name of—I remember the last : Mr. 
name, LaMar. I don’t remember the first name. Mr. 
Mr. Simon. L-a-M-a-r? » Mr. 
Mr. Rosensioom. That is right. Mr. 
That is it. Mr. 
Mr. Simon. That is five. came t 
Mr. Rosensioom. That is right. Mr. 
Mr. Stmon. You said you had seven. Mr. 
Mr. RosenrLoom. That is it; that is what I had. Mr. 
Mr. Simon. How long had Bishop been in New Orleans before you Mr. 
hired him ? Mr. 
Mr. Rosentioom. They came down with me. him ¢ 
Mr. Simon. From where? Mr. 
Mr. RosenrLoom. From Albany. ‘ Mr. 
Mr. Simon. Auburn, N. Y./ or 10. 
Mr. Rosensioom. Albany. Mr. 
Mr. Simon. Albany, N. Y.? Mr. 
Mr. Rosensioom. Yes. I had a place in Albany before I came down Mr. 
here. Mr. 
Mr. Stmon. When did you come to New Orleans? Mr. 
Mr. Rosennioom. Well, in December, around December. Mr. 
Mr. Stmon. December 1952 to open this business ? Mr. 
Mr. Rosensioom. That is right. ment s 
Mr. Simon. What had been your business in Albany ? Mr. 
Mr. Rosenspioom. Siding business. Mr. 
Mr. Simon. How long had you been in the siding business in Mr. 
Albany ? ‘» Mr. 
Mr. Rosenrioom. I would say a couple of years. Mr. 
Mr. Simon. Do you mean by that 2 years? ' Mr. 
Mr. Rosensioom. Yes. Mr. 
Mr. Stmon. What business had you been in before that? Mr. 
Mr. Rosensioom. Before that I sold household, you know, things > Mr. 
from door to door. Mr. 
Mr. Srwon. Household——— Mr 
Mr. Rosensioom. Curtains, drapes, stuff like that. Mr. 
Mr. Srvon. This siding business in Albany, was that your own : going 
business or did you work for someone ? Albai 
Mr. Rosensioom. It was my business. Mr 
Mr. Simon. Were these people your salesmen up there? Mr 
Mr. Rosensioom. No. To be honest with you, I don’t think—most Mr 
of the business I did I wrote myself. Mr 
Mr. Srmon. In Albany ? ' Mr 
Mr. Rosensioom, That is right. City? 
Mr. Simon. How long had you known Bishop before you hired him Mr 
to come down here? Mr 
Mr. Rosensioom. He worked for me for a month or so in Albany. Mr 
Mr. Sruon. Had you known him before the month? . Mr 
Mr. Rosensioom. No. Mr 
Mr. Simon. Do you know what work Bishop had done before you Mr 
hired him? York 


Mr. Rosensioom. I imagine he was in the siding business. 
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Mr. Stmon. Was he a suede-shoe salesman # 
Mr. Rosensioom. He happens to be a very nice fellow. 
Mr. Simon. He had been selling siding and home improvement? 
he last Mr. Rosensioom. That is right. 
Mr. Simon. How long had he been in that community ¢ 
? Mr. Rosenstoom. Which community ? 
Mr. Simon. In Albany. 
Mr. Rosensioom. Well, he worked for somebody else before he 
came to work for me. 
Mr. Simon. How long had he been in the community 4 
Mr. Rosensioom. I couldn’t say. 
Mr. Stmon. Do you know whether he was an itinerant salesman ? 
Mr. Rosensioom. He is from New York. 
Mr. Simon. How long had he worked in Albany before you hired 
him ¢ 
Mr. Rosrensioom. I don’t know. 
Mr. Simon. Do you know whether he had been there 1 or 2 months 
or 10 or 20 years? 
| Mr. Rosrensioom. I couldn't say. 
Mr. Simon. Henry Reiner, you hired him in Albany ? 
down Mr. Rosrenrsioom. Yes. 
Mr. Simon. How long had you known him before you hired him? 
Mr. Rosensioom. About a year. 
Mr. Simon. What was his business during that year ? 
Mr. Rosensitoom. He wasa salesman for McManus & Reilly, depart- 
ment store. 
Mr. Simon. What was he selling? 
i Mr. Rosensioom. I guess, you know, men’s wear. 
SS in Mr. Simon. Do you know what he had done before that ? 
* Mr. Rosensioom. No. 
Mr. Simon. Harold Orland, did you hire him in Albany ? 
Mr. Rosensioom. Yes. 
Mr. Simon. What was his business? 
Mr. Rosensioom. He was a siding man. 
Mr. Simon. A siding salesman ? 
Mr. Rosensioom. That is right. 
Mr. Simon. Do you know how long he had been living in Albany ? 
Mr. Rosenstoom. No. Asa matter of fact, he had heard that I was 
own going down south, and he contacted me by phone, and came up to 
Albany to ask me to take him with me. 
Mr. Simon. Where did he come to Albany from ? 
Mr. Rosrnstoom. From New York. 
Mr. Simon. From New York City ? 
Mr. Rosennioom. I think it is Queens or something like that. 
' Mr. Simon. Do you know what work he had done in New York 
City? 
Mr. Rosensioom. Siding. 
Mr. Stmon. Selling siding? 


any. Mr. Rosensioom. Yes. 


re you 


ey ng RRR 


hings 


-most 


EEE 


| him 


Mr. Stmon. Do you know who for? 

Mr. Rosensioom. No. 

Mr. Stmon. Was he—if I mention some of the companies in New 
York, you wouldn’t know ¢ 
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Mr. Rosensioom. I don’t know any. 

Mr. Simon. Did you do any checking before you hired him? Did 
you ask him where he had worked ? 

Mr. Rosrnsioom. (Shakes head negatively.) 

Mr. Srmon. The reporter doesn’t hear you when you shake your 
head. 

Mr. Rosrensioom. No. Iam sorry. 

Mr. Simon. Do you hire people without doing any check on them ? 

Mr. Rosensioom. Yes. 

Mr. Simon. Louis Charles, did you hire him in Albany ? 

Mr. Rosensioom. Yes. 

Mr. Stmon. How long had you known him ? 

Mr. Rosensioom. I would say maybe about 5 or 6 months. 

Mr. Sraon. What was his business during that 5 or 6 months? 

Mr. Rosensioom. Siding. 

Mr. Sraon. Who was he working for ? 

Mr. Rosensioom. I am not sure about this, now, but it might have 
been Statewide Construction. 

Mr. Simon. Do you know how long he had worked for them ? 

Mr. Rosensioom. No, I don’t. 

Mr. Sron. Was he a salesman that went around calling on people? 

Mr. Rosensioom. Yes. 

Mr. Simon. Do you know whether Charles & Bishop had used the 
model home and par deal in New York in selling siding ? 

Mr. Rosenstoom. No, I don’t. They didn’t use it for me. 

Mr. Simon. They used the par deal for you, didn’t they? 

Mr. Rosenntoom. That is right. 

Mr. Stmon. Do you know w chether they sold under the par deal in 
New York? 

Mr. Rosensioom. No, I couldn’t say. I don’t know anything about 
New York. 

Mr. Stmon. I thought you said you were in the siding business for 
2 years in Albany. 

Mr. Rosensioom. That is Albany. Are you referring to New York 
City? When you say New York, Albany isn’t New York. Albany 
is in the State of New York. 

Mr. Stmon. Albany is in the State of New York, isn’t it ? 

Mr. Rosenstoom. That is right, but it is not New York. 

Senator Bennerr. We appreciate the lesson in geography. 

Mr. Rosenstoom. I mean that is the question asked me by Mr. 
Simon. 

Mr. Srmon. You said that Bishop was selling siding in New York 
before you hired him. 

Mr. Rosensioom. In New York City. 

Mr. Srwon. All right. How long had you known him before you 
hired him? 

Mr. Rosensitoom. I would say about, maybe, 2 or 3 weeks. 

Mr. Stuon. Do you know who he worked ‘for before you hired 
him? 

Mr. Rosenstoom. I don’t. 

Mr. Simon. You made no check at all? 

Mr. Rosensioom. No. 

Mr. Stmon. How did you know he was selling siding? 

Mr. Rosenrioom. He told me that he was a siding man. 
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Mr. Srwon. He didn’t tell you who he worked for? 

Mr. Rosensioom. No. I didn’t ask him. 

Mr. Srwon. You didn’t ask him? 

Mr. Rosensioom. That is right. 

Mr. Stmon. Louis Charles, you say he worked in New York. You 
mean New York City? 

Mr. Rosensioom. I mean Albany. 

Mr. Stmon. Louis Charles worked in Albany? 

Mr. Rosensioom. That is right. 

Mr. Stmon. Who did he work for? 

Mr. Rosensioom. I think it was Statewide Construction. 

Mr. Stmon. How long had he worked for Statewide? 

Mr. Rosensioom. I don’t know. 

Mr: Stwon. Did you check with him when you hired him? 

Mr. Rosensioom. No, I didn’t. 

Mr. Stmon. Do you know whether he sold for Statewide on the 
par basis? 

Mr. Rosenstoom. Well, I don’t know of the few siding places, 
businesses that there are in Albany, I don’t know of any of them that 
work any other way but on a par basis. 

Mr. Sron. The business that we are talking about now generally 
operates on the par basis, doesn’t it ? 

Mr. Rosensioom. That is right. 

Senator Bennett. Troy isn’t very far from Albany ? 

Mr. Rosensioom. No. 

Senator Bennett. Did you sell mastic paint in Albany? 

Mr. Rosensioom. I sold mastic paint in Albany. I don’t think I 
sold more than 10 jobs. That was when I was contacted by Goldberg, 
and ordered his material, and, as I said, I was sold a bill of goods. 
I believed in the product. I thought it was good. 

Senator Bennerr. You sold Goldberg’s material in Albany before 
you came down here ? 

Mr. Rosensioom. That is right. 

Senator Bennetr. That is what I wanted to know. Thank you. 

Mr. Simon. LaMar, how long had you known him before you hired 
him ? 

Mr. RosensLoom. He used to be an applicator for me. He used to 
put up siding jobs for me. 

Mr. Srwon. How long had you known him? 

Mr. Rosenpioom. I would say a year, more or less. 

Mr. Siaon. Did he work for you for that year? 

Mr. Rosensioom. Only when I had work. 

Mr. Stmon. Had he worked for you during the entire year’ 

Mr. Rosensioom. You mean for the entire year ? 

Mr. Strwon. Yes. 

Mr. Rosensroom. No. 

Mr. Stmon. Perhaps off and on / 

Mr. Rosensioom. Offandon. Yes. 

Mr. Simon. During the entire year he worked for you? 

Mr. Rosenpioom. Yes. 

Mr. Stmon. Do vou know anybody else he worked for during that 


vear! 


Mr. Rosenxproom. I guess he worked for the Statewide Construction. 
He worked for—— 
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Mr. Sruon. Other siding operators of the type that were on the 
par basis? 

Mr. Rosensioom. That is right. 

Mr. Stwon. Do you know what he did before he went to work for 
you? 

Mr. Rosensioom. No; I don’t. 

Mr. Simon. You didn’t check up on that ? 

Mr. Rosensioom. No. 

Mr. Simon. Are these five people the only salesmen that American 
Pressure Seal ever had 4 

Mr. Rosensioom. To my recollection, yes. 

Mr. Stmuon. Could you reflect and see if you can’t name a couple 
of more? 

Mr. Rosensroom. No; I can’t. I don’t think there were any more. 

Mr. Stmon. Do you know there weren’t any more / 

Mr. RoseNneioom. I am almost positive. 

Mr. Simon. But you are not positive ? 

Mr. Rosenrtoom. Isay I am almost positive there weren't. 

Mr. Sron. Are you able to tell us today that none of these people 
ever used the model-home pitch ? 

Mr. Rosennioom. That none of these people—— 

Mr. Stmon. Yes. 

Mr. Rosensioom. No. I say they might have; yes. 

Mr. Stuon. But you just don’t know? 

Mr. Rosensioom. That is right. 

Mr. Simon. What was your par in New Orleans? 

Mr. RosEnsioom. Thirty dollars. 

Mr. Simon. Thirty dollars a square? 

Mr. Rosensioom. That is right. 

Mr. Srmon. Is that right ? 

Mr. Rosrensioom. That is right. 

Mr. Stuon. What were the prices that your salesmen sold for? 

Mr. Rosensioom. They weren’t too much. 

Mr. Siaton. My question is, What were the prices? 

Mr. Rosennioom. Well, you mean—well, of course, you are pinning 
me down again. I don’t have the books, but I would say this: That 
I would say on an average of about, maybe, five or six hundred dol- 
lars per job. 

Mr. Sruon. What would it average out per square ? 

Mr. Rosensioom. What do you mean by that ? 

Senator Bennerr. You have told us your par is $30 per square. 

Mr. Rosennioom. How much profit did I make? 

Senator Brennerr. No. We are not talking about profit. We are 
talking about prices. You have said your par was $30 per square. 
You have said their price for the average job was $500. How many 
squares on an average job? 

Mr. Rosenpioom. I would say 12 or 13, sometimes 14. 

Senator Bennett. $390. 

Mr. Stuon. You heard Miss Roos testify a little while ago? 

Mr. Rosensioom. I didn’t hear the whole testimony. 

Mr. Simon. Did you hear her say how much she paid for her job? 

Mr. Rosensioom. No. I didn’t even remember what she paid. 

Mr. Sron. How much was it, Miss Roos# 

Miss Roos. Do you want the ‘whole Homestead outfit, or what? 
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mn the : om Mr. Simon. No. You hada mastic paint job, didn’t you? 
Miss Roos. Yes. This is not only for the paint job on my house. It 
is also for the cash money I got. 
rk for Mr. Rosensioom. The interest is included there. 
Mr. Stwon. You got $200 cash, didn’t you? 
a Miss Roos. Yes, sir. 
Mr. Simon. What is the total amount? 
Miss Roos. $873.85. 
rican Mr. Simon. You got $200 cash ? 
Miss Roos. I am paying it back in this, 
Mr. Simon. It would be $673 for the paint job ¢ 


ouple Miss Roos. Yes. 
Mr. Rosenstoom. No. You have interest in there for 3 years. 
more. Mr. Stmon. Do you have your contract there with you, Miss Roos? 


Miss Roos. Yes. I have everything with me. 
Mr. Simon. Could you let us see your contract for a minute ? 
While I am looking at that, Mr. Rosenbloom 
Mr. Rosensioom. This is the books from her 
eople Mr. Simon. Have you ever known of a man named Allen Bros or 
Brosman ¢ 

Mr. Rosensioom. Yes. 

Mr. Stmon. Did he work for you? 

Mr. RosenpLoom. Yes. 

Mr. Sraon. He was a salesman ? 

Mr. Rosrensioom. Yes. 

Mr. Simon. You forgot about him? 

Mr. Rosensioom. That is right. ‘That is it. 

Mr. Stmon. Anybody else you forgot about ¢ 

Mr. Rosensptoom. No. That is it. 

Mr. Simon. Now, this contract was for $760. 

Miss Roos. That is r ight. 
7) Mr. Simon. Color, white, spray complete house with asbestos, mica 
material, American Pressure Seal; scrape all loose paint. 

Doesn’t give the size of the house. 

Senator Bennerr. Aren’t we getting into trouble here? Hasn’t 








ning 


That 4 Mr. Rosenbloom been testifying about siding, the par on siding was 
dol. $30 a square ? g a 
Mr. Rosensitoom. No. This is mastic. 
Senator Bennert. Par on mastic? 
Mr. Rosensioom. Yes. 
Miss Roos. Could I interrupt for 1 second? This was his con- 
tract. This was a signature. 
: Mr. Simon. Exclusive of finance charges ? 
e are . ee ’ 
ade Miss Roos. I don t mean that. ieee : 
ali .. Mr. Simon. That is right. This is his contract. We wanted to get 


the price. 
Miss Roos. He never even gave me the right name. 
Mr. Staon. Did you sometimes use the name Harry Rose? 
Mr. Rosensioom. Henry Rose. 
Mr. Simon. Henry Rose? 
‘ob? Mr. Rosensoom. That is right, 
’ Mr. Stmon. This was $760? 
Mr. Rosensitoom. What do you mean, that was the complete price. 
Mr. Simon. Is that your contract ? 


EE 


* 
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Mr. Rosenntoom. Yes. $760 is the complete price. 

Mr. Simon. That is for the mastic paint job ¢ 

Mr. Rosensioom. No. 

Mr. Stwon. For what is it? 

Mr. Rosensioom. It is $760 less $200, which she got back, less the 
interest. 

Mr. Simon. That interest was in addition. 

Mr. Rosensioom. That is right. 

Mr. Simon. It is $604 

Mr. Rosensioom. That is right. 

Mr. Sruon. What was par on that job? 

Mr. Rosensioom. Thirty dollars. 

Mr. Simon. How many squares were there in that house ? 

Mr. Rosensioom. I don’t remember how many squares, but the 
average house runs around 12 or 13 squares. 

Mr. Stmon. Where did you hire Allan Bros—what was his name, 
Bros or Brosman ? 

Mr. Rosensioom. Brosman. 

Mr. Stuon. Where did you hire him ? 

Mr. Rosensitoom. He came down with me. 

Mr. Srwon. From Albany ¢ 

Mr. Rosensioom. That is correct. 

Mr. Simon. How long did you know him before you hired him? 

Mr. Rosrensioom. Not very long. 

Mr. Simon. What do you mean by that? 

Mr. Rosensioom. Maybe 3 or 4 weeks. 

Mr. Simon. Do you know what he had done before that ? 

Mr. Rosensioom. I guess he was in the siding business. 

Mr. Stuon. Do you know who he worked for ? 

Mr. Rosensioom. No, I don’t. 

Mr. Stmon. These people that you have said were in the siding busi- 
ness, were they people who went from community to community selling 
siding ? 

Mr. Rosensioom. I don’t know about that. As a matter of fact, 
there was a lot of things I hadn’t known until I came down here to this 
city. 

Mr. Stmon. Did you go out and tell these people all about condi- 
tional guaranties without finding out about them ? 

Mr. Rosensioom. What do you refer to? 

Mr. Srmon. I am referring to the fact that this contract of yours 
says that “American Pressure Seal Co. unconditionally guarantees 
the job for a period of 10 years.” 

Mr. Rosensioom. That is right. | 

Mr. Simon. And did you make those guaranties without checking 
into—— Fs 

Mr. Rosrensioom. I was told by the manufacturer, and he was send- 
ing out a 15-year guaranty. 

Mr. Simon. But his 15-year guaranty merely says that if there is a 
failure he will give them another bucket of paint. 

Mr. Rosrnsioom. That is all right. I was done here. I expected 
to stay in business here. I didn’t expect to leave. I lived here with my 
family. I brought my family down here. 





Mr. 
in the 
carefu 

Mr. 

Mr. 
wheth 

Mr. 
pitch 
thief, 

Mr. 

Mr. 

Mr. 
it wrol 

Mr. 

Mr. 

Mr. 
of Let 

Mr. 
used r 

Mr. 
pitch. 

Mr. 
prope 

Mr. 

Mr. 
home 

Mr. 
knock 
he say 
like t 
from 
promi 
this w 
anyth 

Mr. 


has be 


Mr 
Mr. 
All 
Mr 
_ Mr 
Algie 
Mr 
Mr 
Mr 
that? 
Mr 
Mr 





ss the 


it the 


name, 


him ? 


- busi- 
elling 


' fact, 
o this 


‘ondi- 
yours 
intees 
cking 
send- 
eisa 


acted 
th my 


FHA INVESTIGATION 2071 


Mr. Simon. If you expected to be such a permanent businessman 
in the community I would think you would have been a little more 
careful with the salesmen you hired. 

Mr. Rosensioom. The salesmen I hired didn’t do anything wrong. 

Mr. Stwon. You just got through telling us that you don’t know 
whether they used the model pitch or not. 

Mr. Rosensioom. I don’t think a model pitch is wrong. A model 
pitch is for thieves, and these men weren't thieves, and I am not.a 
thief, either. 

Mr. Stmon. You just said you don’t think the model pitch is wrong. 

Mr. Rosensioom. No, | don’t, not if it is used right. 

Mr. Simon. What is the difference between using it right and using 
it wrong / 

Mr. Rosensioom. Can I elaborate ? 

Mr. Simon. Just tell me the difference. 

Mr. Rosensioom. IJ will tell you the difference. Have you heard 
of LeCompte Homes in this city 4 

Mr. Srwon. Tell me the difference of the model-home pitch when 
used right, and when it is used wrong. 

Mr. Rosensioom. I don’t know too much about the model-home 
pitch. I never used that pitch. 

Mr. Simon. Wait a minute. You said the model-home pitch was 
proper when it was used right. 

Mr. Rosensioom. That is right. 

Mr. Srmon. You tell me what is the difference between the model- 
home pitch used right, and the model-home pitch used wrong. 

Mr. Rosensioom. All right. If a man walks into a home or he 
knocks at that woman’s s door, and this woman comes to the door, and 
he says to this woman, “I am from so-and-so company, and we w ould 
like to use your home as a model, so that we can get other business 
from the home,” and if his intentions are honest, and if he makes any 
promises to this woman, as far as bonuses are concerned, and he gives 
this woman this bonus which he promised her, I don’t think there is 
anything wrong with that. 

Mr. Simon. Do you know of any case in which a model-home pitch 
has been used where they did pay bonuses? 

Mr, Rosensioom. Yes, me. 

Mr. Simon. Where ? 

Mr. Rosensioom. I don’t know the names, offhand, but I will give 
them to you. I will give them to FHA or anybody else. 

Mr. Simon. Can you give me one name ¢ 

Mr. Rosenspioom. Maybe I can. Let’s see if I have it here. 

Allright. Here isa name right here. This is T. Benoit. 

Mr. Srwon. All right. 

Mr. Rosensioom. They are on the River Road, and I think it is 
Algiers. I gave them $150—850 for every job I sold on that street. 

Mr, Simon. What was that, a mastic paint job? 

Mr. Rosensioom. No, aluminum, aluminum siding. 

Mr. Smron. What company was that with? W hat company was 
that? 

Mr. Rosenpioom. Pardon? 

Mr. Simon. What company was that you were working with then? 
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Mr. Rosensioom. House Kraft. 

Mr. Suwon. House Kraft? 

Mr. Rosensioom. That is right. 

Mr. Simon. Can you give me a second one? 

Mr. Rosensioom. That is it. That is the only one I can think of 
now. I happened to have this with me. I didn't have any intention 
of testifying. 

Mr. Simon. Can you think of a second one? 

Mr. Rosrentioom. No. I really can’t. 

Senator Bennetr. Mr. Rosenbloom, we have come to the point now 
where the committee has got an airplane to catch, and if you have 
any other specific information you think would be useful to us we 
would like to hear it in a minute or two, but we are going to have 
to close the record. 

Mr. Rosenpioom. Do you mean to tell me you sat me down here for 
almost three-quarters of an hour pumping me for questions, and I can’t 
protect myself against these people that have said things about me? 

Senator BeENNetr. Wait a minute. 

Mr. Rosensicom. Is that being fair? 

Senator Bennetrr. Mr. Rosenbloom, this is not a court. This is 
an investigating committee. We are here to gather information. We 
have the responsibility and the authority to ask the questions. This 
is not a situation in which you defend yourself. We did not sit you 
down here. You asked to be heard. 

Mr. Rosensioom. That is right. What did I ask to be heard about ? 

Mr. Simon. If you have something to say why don’t you say it in 
a couple of minutes? 

Mr. Rosensioom. I have something to say. I have something to 
say. I was told that as far as giving a bonus is concerned, in FHA, 
that after a job is complete you could go to that homeowner and you 
could offer them a $50 bonus for any individual that they would 
recommend to you. 

Mr. Stmon. After the job was complete? 

Mr. RoseNnpioom. After the job was completed, not to induce the 
sale of the job. 

Mr. Simon. How about telling them that to induce the sale of the 
job? 

Mr. Rosensioom. That is wrong. I was told after the job was 
completed, 

Mr. Simon. Did your salesmen do that? 

Mr. Rosenrioom. I am talking about me. 

Mr. Simon. Did your salesmen do that to induce the sale of the job? 

Mr. Rosensioom. That wasn’t FHA. 

Mr. Sion. My question was whether your salesmen offered bonuses 
to induce the sale of the job? 

Mr. Rosennioom. I don’t know. I have got a letter here that you 
know of that I sent out to each individual customer. This was sent 
out after the job was completed. 

Mr. Simon. And it conlirms what the salesman had told them before 
the job. 

Mr. Rosennioom. I don’t know about that. 

Mr. Simon. You don’t know about that? 

Mr. Rosensioom. No. 
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Mr. Srwon. Don’t you assume any responsibility for what your 
salesmen do in your behalf ? 

Mr. Rosensioom. Certainly I do. 

Mr. Sraon. Do you sit here now and tell us that you don’t know 
whether your salesmen induced people to ~~ the *obs? 

Mr. Rosensioom. No; I don’t know. I didn’t have to know. It 
wasn’t an FHA deal. Tam talking about none of the FHA. 

Mr. Sraon. Let us decide whether we are going to say it is right 
or wrong. You say it is wrong to use a bonus deal to induce the sale. 

Mr. Rosenesioom. If it is FIA. 

Mr. Srmon. Is it right to use a bonus deal to induce a sale if it is 
non-FHA ? 

Mr. Rosensioom. Yes, if it is given to the customer. I don’t see 
any harm init. It is done in big business every day. 

Mr. Srwon,. All right. Go ahead. 

Mr. Rosensioom. All right. 

Now, Mr. M: atyas told you that I came to his home 3 or 4 times, 
which, of course, is a lie. I didn’t come to the man’s home 3 or 4 
times. 

Mr. Stmon. How many times did you go there? 

Mr. Rosensioom. I came to his house twice. 

Mr. Simon. How about Brady? Was he working with you? 

Mr. Rosensioom. Twice, that is right. 

Mr. Srwon. Were you both together both times? 

Mr. Rosensioom. That is ri ight. 

Now, when I came to this man’s home, and I spoke to him about his 
job, there was nothing in his home mentioned about @ bonus. This 

was done after the job was completed, and, as a matter of fact, there 
was something wrong with the job and he didn’t know about it, but I 
myself went up to the job and looked at it, and had the man come back 
to rectify the mistake. Now, that is No. 1. 

Now, No. 2 is this: You have listened to a lot of comedy from some 
fellow that got up here, and this is serious to me because I happen to 
be the father of three children, and I want to protect myself. 

Mr. Srwon. I think it is serious to him, too. 

Mr. Rosenstoom. I don’t know if it is serious to him, but there was 
a lot of comedy in this thing. Iam not interested in comedy. I am 
fighting for my existence r ight now, see. 

This | man, 4 months later, after the job was done, when FHA first 
came out in the newspapers, that is the time that he sent the letter 
to Senator Capehart. Before that there was nothing ever said about 
the deal, and that can be proven right with FHA, right with Mr. Leid- 
enheimer, and with him, and with Mr. Bros, from A. B. C. ., and the 
dealer who went up to the man’s home. The man was looking for 
something for nothing. I am not interested in anybody else in this 
business, just me. 

Mr. Stuon. We can hear you without shouting. 

Mr. Rosensioom. I mean I am not interested i in anybody else in 
this business. I am not interested in the thieves in this business; just 

myself, Henry Rosenbloom, and I am protecting myself. 

‘Mr. Stmon. How about your customers; do you have any interest 
in them ? 

Mr. Rosenstoom. I certainly did; always had their interest at 
heart, and I could go back to any customer in this city or Albany I 
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did business with and do business with them, and be welcomed in 
their home. 

Senator Benner. Including Mr. Patrick? 

Mr. Rosensioom. I don’t know anything about Mr. Patrick. 

Senator Benner. Including Mr. Matyas? 

Mr. Rosensioom. I told you about that. It was 4 months ater 
when he read the writeup in the paper in FHA that he sent the letter 
to Senator Capehart. Before that nothing was said about the deal. 
Why didn’t he complain to the financial institution right away if he 
thought I was being taken over? 

Mr. Stmon. How can you say you had the interest of your cus- 
tomers at heart when you say you don’t even know what your sales- 
men used to induce them ? 

Mr. Rosenstoom. Says the salesman I briefed and told them. I 
said I don’t want any bad things done to any customers we are doing 
business with. I trusted them. 

Mr. Stmon. You made no check on them when you hired them. 
You made no check on what they were doing when they went out. 

Mr. Rosenrioom. No, I didn’t. And I also gave them over $5,000 
of my own money to live here, before I could make any bank con- 
nection. 

Mr. Smmon. Why didn’t you hire some local people ? 

Mr. Rosensioom. Because it is pretty tough to hire local people. 
You don’t know the fine facts of this business. You only hear what 
you read in the newspaper, and what somebody tells you, but I can 
tell you how to stop all this stuff. You want to know how to stop it, 
and you are asking Mr. Leidenheimer how to stop it. Why don’t 
you ask somebody in the business how to stop it? I can tell you how 
to stop all this stuff. Why don’t you ask me? I will tell you. Do 
you want to know how to stop all this thievery in FHA ? 

Senator Bennerr. What do you mean, “thievery in FHA”? 

Mr. Rosenstoom. You are talking about the soft-shoe man and 
all that stuff; that is what I am talking about. 

Senator Bennetr. How do you stop it? 

Mr. Rosensioom. I sat up until 4: 30. 

Senator Bennerr. How do you stop it? 

Mr. Rosrenpioom. Send a book, a pamphlet, to very homeowner 
in the country, do you understand, and tell them what to expect when 
a man hits their home, so they will be prepared for the man when 
he comes to the home, and knock the thieves out of the business. 
Why don’t you do that instead of taking little guys like me and 
trying to crucify little guys like me? 

Senator Bennetr. Did this committee ask you to come here to 
be—— 

Mr. Rosensioom. I wanted to be heard. I wanted to be heard, and 
I hope this goes into the newspapers, too. I wanted to be heard. 
You fellows—FHA is interested in their making three-quarters of 1 
percent on a 3-year loan. They are doing all right. Let them send 
out a 5-cent pamphlet to a customer and tell them what these things 
are about. Let them invest a little money. 

Mr. Srwon. Wouldn’t it be a lot easier to eliminate the thievery ? 

Mr. Rosensroom. You can’t eliminate the thieves. You have got 
policemen in every country in the world. 

Mr. Simon. If you are interested in answering questions—— 
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Mr. Rosensioom. All right. 

Mr. Simon. Wouldn't it be a lot easier to eliminate what you call 
the thievery, by eliminating the suede-shoe salesmen ? 

Mr. Rosenzioom. How can you eliminate them? Answer me that. 

Mr. Simon. By denying the itinerant salesman the right to sell 
under FHA, 

Mr. Rosensioom. That is only one brief point, but that can be 
broken a thousand ways, and it has been done. As a matter of fact, 
up until—I think about 6 or 8 months or maybe a year ago, they 
stopped—the dealer was told not to hire outside men. They are 
still hiring outside men. It is still being done. It is the lender that 
is responsible. It isn’t—it is your big “banks that are handing the 
money out. I know of cases where people have gone into a bank and 
have borrowed $2,500; they wanted to repair ‘the house, and they 
went out and bought an automobile with it. 

Senator Bennerr. So do we. I am sorry, Mr. Rosenbloom, our 
time has been completely exhausted, and these men have got to rush 
like mad to get to their plane. We thank you very much. 

Mr. Rosensioom. I would like to know one thing: You have listened 
to me here for almost three-quarters of an hour. You have listened 
to me talk. I want to know in your estimation whether you think 
I am one of the soft-shoe men or whether you think I am an honest 
man’ That is what I want to know. I want to know something 
from you. 

Senator Bennetrr. The purpose of the committee is to hear testi- 
mony. Itisnot to passjudgment. Iam sorry. 

We are now recessed. In fact, the hearings in New Orleans are 
recessed and will take up in Chicago Tuesday morning. 

Mr. Rosensioom. I wish I had the money. I would go to Chicago, 
believe me. You talk about making money, I am living from hand 
to mouth every week, for crying out loud. You can come into my 
home and see. You talk about the soft-shoe men. Talk about FHA. 
Why don’t FHA tell the public that they are getting 15 percent 
interest, instead of 5 percent a year? The public thinks they are 
paying 5 percent. 

Senator Bennett. The hearing is recessed, and I am sorry. 

Mr. Rosenstoom. The biggest thieves are your bankers and FHA 
included. That is where your biggest thieves are. 

( Whereupon, at 5 p. m., the committee recessed. ) 
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TUESDAY, SEPTEMBER 14, 1954 


UnirTeEp STATEs SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Chicago, il. 

The committee met, pursuant to recess, at 10 a. m., Senator Homer 
¥. Capehart (chairman) presiding. 

Present : Senator Capehart. 

Also present: William Simon, general counsel, and T. T. Kenney, 
assistant general counsel, FHA investigation. 

The CuarrmMan. The committee will please come to order. 

As chairman of the committee, 1 would like to make a brief state- 
ment. 

We are now opening our hearings here in Chicago on the FHA 
matter. This is one of a series of hearings that we are holding all 
over the United States. To date we have had some 40 days of hearings. 
We hope to finish here in Thursday of this week. Our hearings will 
run from 10 o’clock in the morning until we finish, each day. 

Today we have a half dozen witnesses and tomorrow we will have 
more, and on Thursday even more. 

Anyone wishing a copy of our witness list may secure same from 
our chief counsel of the committee. 

We are trying to find the facts concerning the FHA so-called irregu- 
larities, which were exposed by the President of the United States, and 
Mr. Cole, the head of the HHFA, last April. 

This committee, of course, is the Senate Banking and Currency 
Committee, which committee in the Senate has complete, 100 percent, 
jurisdiction over all housing, public and private, and all phases of 
FHA. 

We will call this morning as our first witness Mr. Albert H. Cole, 
the Administrator of the Housing and Home Finance Agency, pri- 
marily because Mr. Cole, as the head of the Housing and Home Finance 
Agency, has been making an investigation of his own, through his own 
people. On Saturday, I believe, of last week, he issued a report out 
of Washington, which the papers described as containing some 39 
pages, and also I think the paper calls attention to the fact that they 
have uncovered some more windfall profits made by section 608 
builders. 

This committee is interested in hearing from Mr. Cole at this 
time as to just what this 39-page report covers, also to talk to him 
about the new windfall profiteers that he has uncovered, and any other 
information that he might care to give us at this time. 

Our first witness this morning will be Mr. Cole. Mr. Cole, will you 
be sworn, please ? 
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Do you solenmnly swear that the testimony you are about to give will 


be the truth, the whole truth, and nothing but the truth, so help you 


God ¢ 


TESTIMONY OF ALBERT M. COLE, ADMINISTRATOR, HOUSING AND: 


HOME FINANCE AGENCY 
Mr. Cote. I do. 


The CuarrMan. Please be seated and give your full name and ad- 


dress and official position with the United States Government. We: 


will appreciate it very much. 

Mr. Corr. Thank you very much, Mr. Chairman. 

1 am Albert M. Cole, Administrator of the Housing and Home 
Finance Agency, Washington, D. C. My home address is Holton, 
Kans. My official address is 2700 Wisconsin Avenue, Washington, 
D.C. 

As the Chairman 





The CuairmMan. Do you have a prepared statement that you wish to: 


read, or do you prefer that we ask you questions ¢ 

Mr. Core. Mr. Chairman, I prefer to make a statement first, if 
satisfactory with the Chair. 

The CuairMan. Suppose you proceed, then, in your own way, and 
we will reserve the right to ask you questions as you go along, or we 
may Wait until you finish your prepared statement. 

Mr. Cote. Thank you, sir. 

Mr. Simon. Mr. Cole, just so the record will be clear, as Admin- 
istrator of the Housing and Home Finance Agency, you have overall. 
jurisdiction of the Federal Housing Administration 4 

Mr. Cote. That is right, supervision and coordination. 

The CuairmMan, Of all titles in the Housing Act 4 

Mr. Coir. Yes. That is true. 

The Cuairman. You are the top man in Washington, representing 
the Federal Government in respect to all housing ¢ 

Mr. Coir. All housing with the exception of that contained under 
the laws of the Veterans’ Administration, known as the GI housing 
laws. 

The Crarrman. In other words, you are the top man on all public 
housing, Federal housing, for-sale housing ? 

Mr. Cote. Home-loan bank—— 

The CuatrmMan. Public housing? 

Mr. Cove. That is right, Federal National Mortgage Association. 

The Cnarrman. I think you have jurisdiction over some thirty-odd 
different agencies of the Government ¢ 

Mr. Coir. Approximately—agencies, divisions, and branches. 

The CiarrmMan. You may proceed. 

Mr. Core. Thank you, Mr. Chairman. 

As you are well aware, President Eisenhower became concerned 
about the problems with respect to alleged abuses, irregularities, and 
possible criminal violations of the law in connection with the programs, 
policies, procedures of the FHA. 

In April of this year he directed me to commence an investigation 
of this agency. 

Pursuant to that direction T appointed Mr. William F. McKenna, 
a prominent attorney of Los Angeles, Calif., as deputy administrator, 





and insti 
charges 
title I he 
tion 608 
1950. 
Mr. M 
duct the 
He ca 
vestigat! 
law, and 
Mr. S 
day Mr. 
explain 
Mr. ¢ 
was the 
unit how 
oram. 
Powell. 
nation | 
I dire 
the resi. 
answer | 
I call 
said to 
to your 
it, if yo 
these a 
story, a 
then we 
action Vv 
Mr.¢ 
Mr. ¢ 
Mr. | 
is perf 
see him 
Mr. < 
Mr. ¢ 
Mr. ! 
of last. 
was mi 
investi; 
Now. 
The 
ing abe 
_Mr. 
Agenc’ 
The 
carried 
Mr. | 
The 
FHA] 
The 
comple 
establi 





e will 
) you 


AND 


1 ad- 
We 


fome 
lton, 
yton, 


sh to 
t, if 
and 


’ we 


nin- 


ral] 


hing 


der 
ing 


blie 


FHA INVESTIGATION 2079 


and instructed him to undertake an independent investigation of the 
charges of irregularities with respect to particularly the so-called 
title I home improvement program, and, secondly, the so-called sec- 
tion 608 multiple-unit dwelling house program, which terminated in 
1950. 

Mr. McKenna began immediately to assemble his statf, and to con- 
duct the investigation. 

He carried on an intensive and, in my opinion, very objective in- 
vestigation, developing the facts concerning these alleged violations of 
law, and abuses. 

Mr. Simon. Mr. Cole, do you recall whether the first day or second 
day Mr. McKenna was there you called Mr. Powell into your office to 
explain to you and Mr. McKenna what had gone on in rental housing ? 

Mr. Cote. Yes; that is correct. Mr. Powell, as you will recall, 
was the top official in the FHA, having jurisdiction of the multiple- 
unit housing, rental housing program—the so-called section 608 pro- 
eram. We were concerned about certain allegations against Mr. 
Powell. We found that Mr. Powell had resigned, and that his resig- 
nation had been accepted. 

I directed that that resignation be canceled, or the acceptance of 
the resignation be canceled, and that he be given an opportunity to 
answer the charges which were then asserted against him. 

I called Mr. Powell to my office and Mr. McKenna was present. I 
said to Mr. Powell: “There are certain allegations here with respect 
to your conduct which are of great concern to me. I will appreciate 
it, if you want to, if you will discuss with me fully and frankly all of 
these allegations, give me the entire story, tell us your side of the 
story, and then if it is determined that these allegations are not true, 
then we will say so. If it is determined that they are true, then such 
action will be taken as may be indicated.” 

Mr. Simon. You told him what the charges were ? 

Mr. Cour. I told him definitely what the charges were at that time. 

Mr. Powell said, “I believe I should see my lawyer.” I said, “That 
is perfectly proper and perfectly satisfactory.” He said, “After I 
see him I may return.” Ife did not return. 

Mr. Stuon. And resigned that day ¢ 

Mr. Cote. Yes. He resigned. 

Mr. McKenna, after completing his investigation, made a report as 
of last week, as the chairman mentioned in the beginning. The report 
was made to me as Administrator, and contains the findings of this 
investigation. 

Now, Mr. Chairman, the purpose of the investigation—— 

The Crairman. When you say “this investigation,” you are talk- 
ing about your own investigation ? 

Mr. Corie. The investigation of the Housing and Ilome Finance 
Agency. 

The Cratreman. You are not talking about the investigation being 
carried on by this investigation ? 

Mr. Cour. No, sir; with respect to the FHA, 

The purpose of this investigation is to establish the integrity of the 
FEA proceedings and the operation of these programs. 

The investigation is complete in this regard, Mr. Chairman: It is 
complete in that in my judgment, without the slightest question, it has 
established the need for and validity of this investigation, and the in- 
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vestigation which the Senate Banking and Currency Committee is now 
conducting, It has established the pattern which I announced in my 
first press conference last April, that was apparent. It has estab- 
lished a pattern which, to me, is a shocking picture of gross negli- 
gence, official laxness, and corruption, and the involvement of crim- 
inal aspects in connection with the operations of these programs. 

The closing of the investigation on the part of the FHA and Hous- 
ing and Home Finance e Agency means that we have determined that 
these things have occurred. It does not mean that action will stop. 

There will be additional inv estigations of those cases which are yet 
under study. There will be referrals to the Department of Justice. 
There will be constant liaison with the Internal Revenue Service and, 
naturally, with the Senate Banking and Currency Committee. 

May T at this time, Mr. Chairma. in, thank you for assisting us in our 
work in this regard. Your assistance has been very helpful to us, 
and has been, in my opinion, a marked success in developing factual 
information for the benefit of the public, and the needs of your com- 
mittee in examining future legislation and making recommendations 
to the Congress. 

At this time, Mr. Chairman, I would like to read the simmary of 
findings of the report made by Mr. McKenna to me. 

The CHairman. I have before me, evidently, this 39-page report 
that you have been talking about. 

Without objection, this” report will be made a part of the official 
hearings. 

(‘The information referred to follows :) 


{For release, Monday, September 138, 1954] 
HovusING AND HOME FINANCE AGENCY 
OFFICE OF THE ADMINISTRATOR 


Washington 25, D. C. 
HHFA-OA-No. 707 


Housing and Home Finance Administrator Albert M. Cole today released the 
final report of William F. McKenna, who has headed the investigation of 
irregularities in the Federal Housing Administration which was instituted last 
April. Copy of Mr. McKenna’s report is attached. 

Mr. Cole also released an exchange of letters between him and Mr. McKenna, 
copies of which are also attached. 

In a memorandum to Norman P,. Mason, FHA Commissioner, transmitting Mr. 
MeKenna’'s report, Administrator Cole said: 

“It is my tirm belief that the FHA has been strengthened by this critical 
appraisal and that its future operations will thereby more effectively serve the 
people for whom Congress intended its benefits.” 

Calling Mr. Mason's attention to recommendations made by Mr. McKenna in 
his report, the Administrator said: 

“While you have already put many of these proposals into effect, Mr. McKenna’s 
suggestions for additional action should have our serious consideration, in order 
that every reasonable step may be taken to insure the future integrity of our 
operations and protect the public interest.” 


Mr. WILLIAM F. McKENNA, 
Deputy Administrator, Housing and Home Finance Agency, 
Washington 25, D.C. 
Dear Mr. McKenna: I want to take this means of expressing in some small 
measure my appreciation of the outstanding job you have done in conducting 
the investigation of the Federal Housing Administration. 
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I want particularly to commend you for the complete objectivity with which 
you have carried out your difficult assignment and the painstaking accuracy you 
have insisted upon throughout the investigation. I have received the report 
summarizing the findings of your investigation and want you to know that it will 
be of great help to us in completing the actions we must take in order to prevent 
any recurrence of the shocking abuses to which the FHA was subjected in the 
past. We are all indebted to you for the successful conclusion of a difficult and 
distasteful but very necessary undertaking. 

Please accept my personal best wishes on your return to private life. 

Sincerely yours, 
ALBERT M. CoLe, Administrator. 





HOUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D. C., August 31, 1954. 
Hon. ALBERT M. COLE, 
Housing and Home Finance Administrator, 
Washington 25, D.C. 


My Dear Mr. ADMINISTRATOR: The attached report reflects my findings of fact 
and recommendations in the special investigation of the Federal Housing Admin- 
istration which you ordered on April 12, 1954. 

Your instructions were that this investigation was to be conducted objectively 
and impartially, with these goals in mind: 

1. Identification of the abuses which had occurred in connection with FHA 
programs. 
2. Identification of persons against whom criminal, civil, and administra- 
tive proceedings should be instituted. 
3. Identification of deficiencies which permitted irregularities in FHA pro- 
grams to develop and continue. 
4. Recommendation of appropriate remedies for whatever conditions the 
investigation disclosed. 
In order that this might be done in the manner prescribed by you, I set up a 
special investigations office, independent of FHA and separate from your own 
office. Trained investigators, financial analysts, and other technicians were 
recruited from outside the Government and from other Federal agencies to staff 
this office. Appreciation is due to those agencies which, at considerable in- 
convenience to themselves, made employees available for this special investiga- 
tion, and to the regular prosecutive and investigative agencies of the Govern- 
ment for their cooperation, as well as to Commissioner Mason of FHA who took 
over the FHA organization with the investigation in process and maintained its 
operations during the difficulties of this period while cooperating to the fullest 
with the investigation. 

I am having turned over to you the detailed annotated study from which the 
findings of fact and recommendations are drawn. This material should also be 
useful to your office in implementing the recommendations made in the report. 
The basic source material, in the form of analyses and investigative case reports, 
is contained in the files of the investigation. 

Respectfully submitted. 

WILLIAM F’. McKENNA, 
Deputy Administrator. 


BACKGROUND OF THE INVESTIGATION 


The operations of the Federal Housing Administration are multiple and 
complex. ‘They embrace the entire home-construction industry. 

But the reasons why on April 12, 1954, Housing and Home Finance Admin- 
istrator Albert M. Cole ordered this investigation into the activities of the 
Federal Housing Administration are not complete. One reason was that there 
were widespread and numerous abuses in title I home-improvement loans. 
Measures had been taken in 1953 which reduce the prevalence of those abuses 
from their 1949-52 peak. But it became evident that further, more effective 
steps were necessary. The other reason for the investigation involved mal- 
administration of the section 608 large apartment house program. Although 
the issuance of new insurance commitments under this program ended in 1950, 


50690—54—pt. 321 
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investigation was essential to determine the causes of that maladministration 
so us to prevent the incursion of such factors into similar programs and in 
order to offset their continuing effect in the present financing of section 608 
operations. 

The victim of title I abuses is the small-home owner. The victim of malad- 
ministration of the section 6US program is either the tenant or, if enough tenants 
cannot be found, the Federal Housing Administration. 


Title I. Home-improvement loans 


A fast-talking, professional confidence man drives up to Mrs. Jones’ home, a 
24- by 50-foot house. He explains to Mrs. Jones that, for the safety of herself 
and her children, she needs a fire-alarm system installed in the house. The 
forms Which he asks Mrs. Jones to execute are forms of the United States Gov- 
ernment. They bear the name of the Federal Housing Administration. The 
supersalesman informs Mrs. Jones that she is dealing with the United States 
Government. He emphasizes that she can have confidence in her own Govern- 
ment. No money is needed. The lifeguarding fire-alarm system can be installed 
i the house if only Mrs. Jones will execute these few papers. All she has to 
do is to sign her name. 

One of the papers is a negotiable note. It is quite unlikely that Mrs. Jones 
knows the legal significance of signing a negotiable note. The supersalesman 
may tell her that if she executes the paper her home will be a model home. 
She can invite her neighbors in to look at it. Mrs. Jones will actually make 
money in the deal. She will get a commission from the sales that are made 
to her neighbors. 

Or, perhaps, she will get the fire-alarm system and cash besides. The note 
may be made out for $1,500. Mrs. Jones may be charged only $600 for the $200 
fire-alarm system. The $800 difference the salesman says he will pay her 
when he discounts the note at the bank. She may or she may not ever see the 
$900. Probably she will get the $200 fire-alarm system. 

If she resists the “sale,” the salesman may call in the “vice president of his 
company from Chicago.” A Cadillac will draw behind the supersalesman’s 
more modest car. The distinguished vice president of the company from Chicago 
Will call on this lady. Condescendingly he will explain what a favor his 
company is doing her. 

Sometime after she has executed the papers Mrs. Jones will find that she 
has to make monthly payments on her note. The fact that she has been de- 
frauded is irrelevant. The paper she signed was a negotiable note. The 
lending institution, which bought it from the salesman or from the vice president 
from Chicago, or from the great company which they represent, is in legal 
verbiage a holder in due course. 

Mis. Jones may not have the money. It may be that she can’t pay the note 
or, perhaps, she just feels that, as the victim of a fraud, she should not be 
required to pay the $1,500. She may feel that since she didn’t get the $900 
premised to her, that since she got only a $200 job for the remaining $600, she 
should pay only S200 or, at the most, S600, but certainly not $1,500. The law is 
that Mrs. Jones has to pay $1,500, 

If the lending institution cannot force Mrs. Jones to make good on her note, 
it collects on the note from FHA, leaving FHA to collect from Mrs, Jones. 
Then it is up to the United States attorney to bring action against Mrs. Jones. 
The cause of action is entitled “Federal Housing Administration versus Mrs. 
Jones.” 

All the vast law-enforcement agencies of the United States were now directed 
against Mrs. Jones. At the United States district court victims had to defend, 
if they coud, against collection on the note made as part of the fraud against 
them. By the time Mrs. Jones’ case reached court, the confidence men, the 
polished gentlemen who consummated the fraud, would long have moved to new 
lielis, new localities, where they were not recognized. The particular transac- 
tion would have merged in their memories with a hundred others. 

In 1953 the new Housing and Home Finance Administrator, at that time with- 
eut real authority over FHA, and responsible industry groups, on indications that 
large-scale abuses prevalent in 1949-52 were continuing, pointed out to 
FILA the need for corrective action. As a result, in 1955 the first substantial 
effort, in the form of regulation changes, was made by FHA to suppress title I 
racketeering. 

Also, in 1953, new United States attorneys, coming in with a change of ad- 
ministration, like the United States attorneys they replaced, were surprised 
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and distressed at this unexpected duty thrust upon them. In taking the office 
of United States District attorney, they had expected to prosecute criminals. 
They had expected to prosecute and defend civil actions for and against the 
United States. They had not expected to sue Mrs. Jones on behalf of the United 
States in an action in which Mrs. Jones had been defrauded. They complained 
to the Department of Justice, which caused the Federal Bureau of Investigation 
to make a survey of the situation. 

In early 1954 the Federal Bureau of Investigation completed a survey of the 
title I situation. This survey, and other information coming to the Housing 
und Home Administrator, clearly showed that, while there had been some reduc- 
tion in the prevalence of abuses from the peek of 1949-52, measures taken by 
FHA for the first time in 19583 had not been sufficiently vigorous to suppress 
wholesale fraud in the home-improvement program. A more decisive measure 
was needed. That measure, ordered by the Admiinstrator, was this investigation. 

The facts developed in the course of the investigation demonstrated that a 
change in FHLA’s top tithe IT command, effected shortly after the investigation 
commenced, was essential to an adequate correction, 


Section 608 apartment-house loans 


The other reason the Housing and Home Finance Administrator ordered this 
investigation also is basically simple. 

After the war, the Congress amended war-housing laws in order to encourage 
the building of apartment accommodations for veterans. Guaranties that fami- 
lies with children would not suffer discrimination, Controls over rents so that 
the program benefits would go to veterans of moderate income, and assurances 
that the prevailing wages of the communities would be paid in the construetion 
of projects, were written into the legislation. 

The administration of the legislation during the years 1946-50 did not attain 
the lofty purposes of its enactment by the Congress. 

The promoter or “sponsor,” who might be totally unfamiliar with building 
coustruction, would form a corporation. He would invest a thousand or two 
thousand dollars in that corporation. He would submit plans to the Federal 
Housing Administration. From the Federal Housing Administration he would 
get a commitment to insure loans of perhaps 4 or 5 million dollars to build the 
apartment house that he had in mind. There were indications that in some 
localities the amount of these commitments regularly exceeded the cost of build- 
ing the apartments by 10, 20, or 30 percent. 

Evidence existed that this excess of loan over cost was withdrawn from the 
section 608 corporations in many cases before apartments were rented. 

This means that the rents had to be increased greatly in order to pay not only 
for the cost of the apartment itself, but for this burden as well. Thus the burden 
of the section 6OS windfalls was placed on the people who were supposed to 
benefit by this housing. 

Beyond this, however, there were times when in particular communities 
enough tenants could not be found to pay the padded rents. In such cases the 
Federal Housing Administration foreclosed on the property, or accepted a deed 
in lieu of foreclosure, and took its loss. The promoter was allowed to keep the 
borrowed money he had pocketed. Even cash and other assets in the section 608 
corporation were left there for the promoters of the defaulted project. 

Not until this investigation did FHA make the effort to take over the corpora- 
tion and recover the mortgaged-out money from the corporation or the promoter. 

These are the primary effects of “mortgaging out” in section 6OS projects. The 
secondary effects arise from the fact that FHA worked itself into a position that 
it needed for its own protection a constantly rising real-estate market—a 
market in which rents and new house sales prices continued upward. 

In effect, these facts with regard to title 1 and the section 608 program, plus 
then ineffectively investigated allegations against the FHA Assistant Commis- 
sioner in Charge of the whole apartment house construction program, form the 
background upon which the investigation was ordered. 

F'HA’s isolation from Government control 

Of the two immediate causes for the investigation: One, the alleged tal- 
administration of the section 60S large-scale rental housing program, had its 
peak activity in the years 1946-50. The other, abuses in the title I home- 
improvement-loan program, had been most prevalent im the vears 1049-42, 
although continuing at an unfortunately high level at the time the investigation 
Was ordered. 
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The question naturally presents itself as to why these derelictions and non- 
feasances of FHA should have pursued an unchallenged course for many years. 

Nominally and legally an agency of the Federal Government, FHA had 
achieved a remarkable isolation from the normal lines of command in the 
executive branch of our Government. The degree to which this isolation was 
accepted by FHA employees is manifest in the statement of Howard M. Murphy, 
FHA Associate General Counsel, questioning the authority of the President of 
the United States to impound FHA files... Nor was FHA unique in this respect, 
for a similar position was enjoyed by the other constituent agencies of the 
Housing and Home Finance Agency. As will become clear as the facts are set 
forth, the vacuum created by the practical dissolution of Government affiliation 
was filled by loose, informal affiliations that at times approached outside man- 
agement of a nominal Government agency. 

By 1953, both the executive and legislative branches of the Government had 
reluctantly come to accept this isolation of the housing agencies from the rest 
of the Government as an established situation. 

In prior years, when United States attorneys in the Nation’s judicial districts 
were required, on behalf of the United States, to sue the victims of title I 
frauds, they found that some sort of an agreement in Washington prevented 
the regular law-enforcement agencies of the Government from proceeding crim- 
inally against the defrauders. 

That avreement, in effect since 1935, gave to FHA exclusive jurisdiction over 
the investigation of offenses against the special criminal statutes enacted to 
protect the integrity of its operations. In substance, it meant that the victim 
of an FHA title I fraud had to rely on the FHA to investigate the case and 
report it to the United States attorney. The FBI was precluded from entering 
the fie'd. 

Under this arranvement, the FBI was required to forward to FHA for inves- 
tigation alleged violations of section 1010 of title 18 of the United States Code 
in connection with title I operations. The vast majority of cases were inter- 
cepted in FHA’s administrative machinery and never reached FHA’s own crim- 
inal investigations division. 

The special investigations office found that 163 such cases were transmitted 
by the FBI alone to FHA for investivation and action within approximately 2 
years before the outset of this investigation. Only 9 of the 163 were investigated 
by FHA. Hundreds of cases from other sources were annually swallowed up 
in FH‘A’s bureaucracy, never getting to the stage of a reference for investiga- 
tion. The racketeers and confidence men who specialized in title I frauds on 
small-home owners were uniquely safe from Federal law enforcement. 

The enforcement of the criminal statutes by the normal criminal investigative 
and presecutive agencies often indirectly provides a means whereby the admin- 
istrative agencies are assisted in appraising the effectiveness of their own admin- 
istration. This agreement considerably reduced the availability of that means of 
ap”raisal. 

But FHA exercised a criminal prosecutive discretion not reflected in any 
statute or agreement. In early 1949, FHA received complaints of certain alleged 
activities in 1948 of New York State Director Thomas Grace in conflict with his 
official position. The report of investigation was sent to the Department of 
Justice in 1952. after the statute of limitations had run. In at least three cases 
of alleged bribery, FHA “investigated,” then held the reports of investigation 
until the statute of limitations had run. FHA, in practice, without even the 
questionsble authority of an interagency agreement, took unto itself the power 
to determine which, if any, accusations of bribery and criminal offenses by its 
own st: ff it would refer to the Department of Justice, and which it would 
suppress. 

In this setting, it is not surprising that a man with a criminal record, con- 
veniently “lost” in FHA’s files,? became the czar of the Nation’s postwar rental 
housing program, granting and withholding favors worth millions of dollars, 
and extr°cting personal gain for himself out of the administration of his public 
trust, reflected in higher rents and added burdens on thousands of families of 
limited means. The total of payments stated to have been made by various 
section 608 promoters to the former Assistant Commissioner in Charge of Rental 


1See the testimony of Deputy jaan McKenna before the Senate Banking and 
Currency Committee on June 28. 

2See testimony of Deputy Chasaateatee McKenna with resnect to Clyde L. Powell be- 
fore the Senate Banking and Currency Committee on June 29, 1954. 
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Housing, Clyde L. Powell, and Powell’s receipts for which no other explanation 
can be found, goes comfortably into six figures for the years 1946-50. 

The story of the corruption of FHA’s postwar apartment construction program 
from 1946 to 1950 is largely the story of the reign of Clyde L. Powell. Lesser 
figu:es, such as the Grace brothers in New York, and relatively minor contributors 
around the country, merely capitalized on the immunity that flows from the 
vulnerability of top command. 


METHOD OF INVESTIGATION 


The need on April 12, 1954, was for an intense, and above all objective, investi- 
gation and appraisal of the allegations made against the Federal Housing Admin- 
istration. 

These were the instruction of the Housing and Home Finance Administrator 
when he appointed William F. McKenna, who was then practicing law in the city 
of Los Angeles and had no prior connection with the Federal Housing Admin- 
istration, to conduct the investigation with the title of Deputy Administrator of 
the Housing and Home Finance Agency. A staff of investigators and financial 
analysts was employed, both from within and without the Government. 

At the outset, working arrangements were established with the Department 
of Justice, including the Federal Bureau of Investigation, the Bureau of Internal 
Revenue, and other Government agencies. The agreement under which the Fed- 
eral Housing Administration purported to conduct criminal investigations was 
rescinded, and the basic criminal investigating authority was recognized as 
vested in the Federal Bureau of Investigation. Procedures were set up for the 
exchange of information collected in the course of the investigation with the 
Department of Justice Criminal and Civil Divisions, the Federal Bureau of 
Invesctigation, and the Internal Revenue Service. A central facility for making 
records and files readily available to all investigating agencies, inelutding the 
Senate Banking and Currency Committee, was placed in operation. 

Lester P. Condon, at that time chief investigator for a standing committee of 
the House of Representatives, was appointed to assist the Deputy Administrator. 
A. V. Ammann, Assistant Chief Supervisor of Savings and Loan Associations in 
the Home Loan Bank Board, with 25 years’ mortgage lending experience, was 
selected to analyze and summarize FHA’s mortgage transactions. A special 
projects group was set up under Albert Shartle, on loan from the General Account- 
ing Office, who has considerable experience in investigating Government opera- 
tions, to handle matters which required special treatment. A control and legal 
group under David S. Allshouse, a practicing attorney in Washington, D. C., was 
established to prepare material for field investigation, appraise investigative 
reports, coordinate information, draft recommendations for disciplinary and 
other FHA personnel actions, prepare civil and criminal cases, and make appro- 
priate referrals to other agencies. 

The investigation covered all of FHA’s programs as well as the employees in 
its larger and more important field offices. Analysis was made of all cases in 
which the greatest windfalls or other irregularities were indicated. In addition, 
a sufficient number of cases in each multifamily program were analyzed to estab- 
lish clearly the pattern of operation. Thus, the investigation covered nearly 25 
percent of the section 60S projects insured after World War II. Projects which 
FHA approved under National Housing Act sections 208, 207, 213, 603, 608-10, 609, 
611, 803, 908, and 903 were analyzed. Approximately 800 title I cases were proc- 
essed. Intensive investigations of employees and office inspections were made 
in nearly half of FHA’s 75 field offices. Included were those offices doing the 
largest pirt of FHA’s business and those in which the greatest number of wind- 
falls and other abuses occurred. In 246 cases in which information in the posses- 
sion of the investigators indicated the need, employees were required to submit 
information as to their personal financial operations and condition. Indications 
of possible criminal activities, conflicts of interest, and receipt of gratuities by 
employees of the Federal Housing Administration were vigorously followed up by 
the Special Investigations Office, and in many cases a financial rundown was made 
of the particular employee to determine if he was living beyond his income or had 
questionable sources of income. 

The case summaries made by the group of financial analysts working with Mr. 
Ammann were, upon completion, furnished to the appropriate field investigating 
unit and to the control unit. Field investigations were instituted on the basis 
of these analyses. To assist the field investigator assigned to the case, the con- 
trol unit correlated the case summaries with all other information available 
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to the Special Investigations Office, Corespondence and other sources of leads 
were screened in the control office. At the same time, information was made 
available to other agencies of the Government on the basis of their respective 
interests and jurisdictions. Cases were referred to the Federal Bureau of Investi- 
ration for criminal investigation; others were referred directly to the Criminal 
Division of the Department of Justice for possible criminal prosecution 
and to the Civil Division of the Department of Justice. In addition, each of the 
analyses prepared by Mr. Ammann’s staff was furnisbed to the Internal Revenue 
Service, and specific references to the Internal Revenue Service were made as 
the facts warranted. 


PERSONNEL AND ADMINISTRATIVE ASPECTS OF THE INVESTIGATION 


A number of FHA employees have been removed from the service as a result 
of this investigation.’ Others against whom serious charges appear to have been 
substantiated are, or will soon be, on involuntary annual leave pending the devel- 
opment of the evidence against them and formal disciplinary action under the 
civil-service laws, if warranted. In the majority of those cases action has been 
taken without attendant publicity in order not to impede further investigation. 

In some cuses it has appeared that the public interest would not be prejudiced 
by permitting employees against whom less serious allegations had been made 
to remain on duty pending completion of investigative action. 

When criminal violations have been involved, the causes have been referred 
promptly to the Federal Bureau of Investigation or the Criminal Diyision of the 
Department of Justice. 

The breakdown of integrity of administration of the Federal Housing Admin- 
istration in the past several years has been dramatically demonstrated by the 
fact that in almost every office in which an inspection has been made the receipt 
of gratuities from builders and others doing business with that office has been 
an accepted norm of operation.‘ 

Hundreds of such cases have been developed. 

The fact that this was a norm of operation may be a factor for consideration 
in determining the disposition to make of cases involying middle- and lower-level 
employees who received gratuities of relatively minor value not demonstrably 
connected with specific projects. 

But the very same factor of the general nature of the evil dictates the vigor 
of its suppression in the future. If the practice of gratuities in the administra- 
tion of the Federal Housing Administration is to stop, employees must under- 
stand that the receipt of any gratuity from persons doing business with FHA 
will from this time forward mean iminediate dismissal. Those doing business 
with the FHA must likewise realize that they will henceforth forfeit the privi- 
lege of doing business with FHA if they persist in presenting gratuities to its 
employees. 

FHA’s business is assuming a risk of loss in transactions which others enter 
into for profit. Over the years FHA field offices have established, on their own 
initiative, informal blacklists of contractors to whom the particular office will 
not grant insurance commitments. The refusal of FHA to assume the risk of 
loss may exclude builders from particular forms of building operations. The 
assumption by FHA of the risk in particular cases may be extremely valuable 
toa builder. In the administration of the legislation over the years, the original 
intention that the lending institution share the loss has been dropped. The 
lending institution, which is insured, may feel that it is under no obligation to 
protect FHA. 

Accordingly, individual FHA employees of modest station and income, by the 
affixing of their signatures or initials, grant or withhold extremely valuable 
privileges, basing their decisions on factors which are inherently and necessarily 
not normally capable of mathematical analysis. 

The acceptance of gratuities in any form is inconsistent with the obligations 
which Government employees assume. And the tender of them is an insult to 
the employees and to the Government they represent. The nature of the duties 
of FHA employees is such that the tender and acceptance of gratuities carry the 
odor of corruption. 





* Primary responsibility for FHA personnel actions rests with the Commissioner. Facts 
as developed by the Special Investigations Office have been furnished to the Commisioner 
as developed in the course of the investigation. 

‘This is despite the fact that the acceptance of gifts and gratuities is contrary to in- 
structions contained in the FHA Employee Handbook. 
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The superimposition of conflicting interests on a lax policy toward gratuities 
multiplies the obvious danger. 

An outstanding example of such conflicting loyalties and interests is the case 
of Thomas Grace, former FHA Director in New York and associated with the 
law firm of Grace & Grace. The records show that there were 64 applications 
for insured loans under FHA multifamily programs in which Grace & Grace, or 
George T. Grace, the brother and law partner of FHA Director Thomas Grace, 
appeared as attorney for the sponsors, broker, or counsel for the mortgagee. 
The total amount involved in these applications was nearly $85 million. 

Other conflicts-of-interest cases, involving FHA employees, are in various 
stages of processing. Financial transactions between builders and FHA em- 
ployees who pass on their applications have not been uncommon. 

Employees have used their FHA offices for the private practice of architecture 
or home building, sometimes realizing more from this practice than from their 
FHA salaries. The wives of others have engaged in the real-estate brokerage 
business dealing with the same persons whose section 608 and other applications 
their husbands were approving. In still other cases FHA employees have been 
compensated by FHA applicants for plans or other “work” done during the 
pendency of applications; in at least one case the employee passing on behalf 
of FHA on tbe plans he had drafted on behalf of the applicant. In other such 
cases the “plans” were never used. 

More than one FHA official reported to investigators that he had been led to 
understand that it was not to his interest to report employee derelictions. Some- 
times an entire field-office staff would be given gratuities or vacation trips by 
grateful builders. In at least one case a fishing trip to Mexico offered by a 
builder to Washington and field FHA officials was paid for by a supplier of the 
builder. In many instances Washington FHA officials were fully informed of 
these matters: in others they naively approved “outside activities” on a general- 
ized description designed to cover genuine conflicts of interest. 

Another disturbing and serious aspect of FHA’s personnel administration is 
the usurpation by the FHA of the discretion that it Was never intended to have, 
of whether or not to refer allegations of the Violation of Federal criminal statutes 
to the proper prosecutive and criminal investigative agencies. 

Powell’s involvements would have been suppressed years ago if at the first 
indication they had been referred to the FBI. Grace's conflicts of interest in 
New York would have been stopped if the FHA, in 1949, had referred the matter 
to the Department of Justice. Instead FHA undertook to conduct a_half- 
hearted investigation of its own, the report of which was not forwarded to the 
Department of Justice until the statute of limitations had caused the specific 
allegations to be outlawed. Many other FHA employees around the country 
would not today be in their present difficult positions if the rules against 
gratuities had been enforced or if former FHA officials had not closed their 
eyes to the receipt of monies and other things of value from builders on whose 
applications these employees passed, whether under the guise of work performed 
for those builders, or gratuities received from the builders, or of financial 
interrelationships. 

The reports of field office investigations in the investigative files, which are now 
turned over to the new Compliance Division, give the detail of the cases of 
gratuities, bribery, and conflicts of interest which have been found during this 
investigation. Many of these cases are still in process. 

But the volume of the cases, numbering in the hundreds developed in offices 
throughout the United States, ranging in specific instances from those involving 
bottles of liquor and gift certificates to those involving several thousand dollars 
each, the Grace involvement alone in the New York office potentially affecting 
as much as $85 million in commitments, show that the corrective process will 
require an imposition of discipline from the Washington office commensurate 
with the laxity of the past. 

Washinaton office personnel actions 

When the investigation commenced at the close of April 12, 1954, the highest 
official of FILA was Deputy Commissioner Walter L. Greene. Mr. Greene volun- 
tarily retired on April 14. There was and is no allegation of improper conduct 
on his part. 

On April 18, Clyde L. Powell was suspended by order of the Housing and 
Home Finance Administrator from his position of FHA Assistant Commissioner 
for Multifamily Housing. After his suspension, Powell submitted a resignation 
to be effective at the close of April 13. Just before the investigation he had 
submitted a resignation to be effective at a later date. 
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Powell was invited by the Housing and Home Finance Administrator to meet 
with him in his office to discuss the charges and allegations that had been made 
against Powell's official conduct. Powell met with the Administrator and the 
Deputy Administrator on April 14. The Administrator reviewed in detail the 
nature of the allegations and charges then made against Powell. The Admin- 
istrator invited Powell to discuss those allegations and charges with the Deputy 
Administrator, who was stated to be responsible for the FHA investigation. 
Powell declined to discuss these matters with the Deputy Administrator, stating 
that he would have to consult his attorney. 

Subsequently, Powell twice pleaded his privilege against self-incrimination 
under the fifth amendment of the Constitution of the United States when called 
upon by the Senate Commitee on Banking and Currency to discuss the conduct 
of his office as Assistant Commissioner of the Federal Housing Administration 
in charge of all multifamily housing, 

Since the investigation began, various persons have stated that named section 
608 promoters paid Powell sums of money in 4 and 5 figures each. The records 
of Powell’s personal financial transactions show that he received sums of money 
comfortably in six figures. over and above his compensation from the FHA, 
during the years 1946 to 1950 when the section 608 program was most active. 
The allegations and charges, the detailed substantiating evidence of the manner 
in which the section 608 program was administered as set forth in the reports 
of investigation, and additional substantiation, including that from Powell’s 
own financial transactions, all compel the conclusion, for the purposes of the 
administrative phases of this investigation, that the record of the. section 608 
program under Powell, particularly from 1946 to 1950, was one of graft and 
eorruption. Such, then, is our conclusion, based upon the facts which are 
availab'e in the records and reports of the investigation. and such is the premise 
upon which the administrative decisions of the housing agencies must be 
base, 

Because of the nature of Powell's case, it is essential in fairness: to the 
individuals concerned that we here state that no allegations of a similar nature 
have been substantiated with respect to any other employee of the Federal Hous- 
ing Administration in the Washington central office who resigned or was 
removed during the course of the investigation. 

Referenres have heen made of apparent serious criminal involvements of 
other FHA personnel, but with one exception, those persons were either 
stationed in insuring offices, or, if stetioned in the Washington central office, 
had left the service before April 12, 1954. 

The investigation quickly developed that FHA’s troubles would have been 
avoided by an alert legal division headed by a General Counsel of the com- 
petence required by the nature of its operations. In addition, the shackles on 
FIHA’s frustrated criminal investigators were largely imposed by the Legal 
Division. from which it received its direction. 

An intense and comprehensive study of information and files demonstrated 
that the General Counsel. Burton C. Bovard, had not performed the essential 
functions of his Office. There were no allegations of a criminal nature against 
Mr. Bovard. 

The resignation of FHA General Counsel Bovard was requested on April 15. 
Bovard refused to resign. Charges were filed against him. As a result of these 
charges. and his failure to reply satisfactorily to them, Bovard was removed 
from the service. The documentation of those charges in the files of the 
investigation is fully ample to sustain them. 

The resignation of Associate General Connsel Howard M. Murphy was also 
requested. Murphy resigned on April 23. In this case also there is no allegation 
of criminal involvement. 

Arthur J. Frentz, FHA Assistant Commissioner in charge of title I operations, 
was removed on April 22. Frentz’s removal was consid°red to be required in the 
interests of the service, because he was responsible for the administration of 
the title I program, and not for reasons of any personal involvement. Officials 
in the insuring offices where the title I frands were most prevalent, and where 
the most damage was done to the individual small homeowner by reason of the 
inadequate administration of the title I procram, were able to demonstrate by 
reference to the record that the responsibility for the lack of action rested 
primarily in the Washington office under Frentz’s administrative direction. 
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FHA Lost THE Facutty oF SEeLF-APPRAISAL 


The investigation reports show that FHA, despite mounting evidence that its 
programs were being widely misused, lost the capacity for self-appraisal and 
self-criticisin. 

In addition, FHA officials resisted the “interference’ 
Finance Administrator and even of the Congress itself.’ 

This development within FHA points up the need to use the new statutory 
authority ® to provide a continuing systematic review of agency operations by 
the Admin‘strator’s Office in order to insure that the purposes of the Congress 
and the President will not again be distorted by FHA’s bureaucracy. 


, 


of the Housing and Home 


FHA IDENTIFICATION WitH OTHER INTERESTS 


The findings set forth in this report lead inescapably to the conclusion that 
some former employees of kinA had contused FHA’s interests with those of 
persons with whom they conducted their daily business. Bribery and the 
acceptance of gratuities on the scale descr'bed earlier in this report are both 
causes and manifestations of this identification of interests. 

FHA employees, when they left FHA, graduated into the building and mortgage 
bankin’ business, or into the trade organizations. ‘The persons who regularly 
visited FiA offices on business were builders and lenders. It was cn them that 
each FHA office depended for the volume of business with which FHA measured 
its success. 

The nature of FHA’s operations also contr buted to this identification. FHA 
emphasis has been that the income from insurance premiums covered both losses 
and operating expenses. This emphasis has not only tended to conceal the im- 
portant function of FHA of protecting against cyclical disruption, but also 
tend: d to conceal the status of FHA as a governmental agency. In these circum- 
stances some employees of FHA had left the consumer and the public at large 
to take care of themselves in much the same way as a great corporation may 
leave these considerations to the workings of the market and the protection 
which the law affords. 


EMPHASIS ON VOLUME OF BUSINESS 


FHA officials tended to measure success in terms of the volume of business done. 

FHA files are studded with examples of this point of view. When in 1948 an 
underwriting supervisor remonstrated with the chief underwriter in the Des 
Moines oftice because of the frequent waiver of items of noncompliance and 
deficiencies in the inspection system, the reply was: ‘Well, you know we’re hungry 
for business.” 

Another underwriting supervisor reported that a regional director during the 
608 period “exerted great and unfair pressure on the insuring offices for increased 
volume.” 

FHA field directors, in conversation with investigators, repeatedly told them 
“We are out for business.” 

A partial explanation of the extent to which this attitude prevailed may be 
found in the FHA policy of rating field offices on the basis of the volume of busi- 
ness. Under this policy the salary of the local director and his top staff depends 
directly on the volume of business they can maintain. 

In 1950, an underwriting supervisor reported the reaction of the Richmond, Va., 
office to a warning that commitments should be limited to the capacity of the 
market to absorb additional housing. He says: “You will note the apprehension 
of the office in reducing their volume lest they lose their status as an ‘A’ office. 
This same apprehension permeates the whole office and, in my opinion, is respon- 
sible for their overdoing the accommodations to the buliders and mortgagees.” 

Commissioner Mason has quite properly suspended actions under this system. 

Another reason for the emphasis on volume was the desire of FHA officials to 
keep their place in the sun in relation to the volume of housing credit available 
conventionally and through the Veterans’ Administration. In particular, the 
active competition between FHA and VA undoubtedly sharpened volume con- 
SCclouSness. 


5 See Deputy Administrator McKenna’s testimony before the Senate Banking and Cur- 
rency Committee on June 29, 1954, in which he pointed out that Powell misled congres- 
sional committees by stating that promoters could not mortgage out in the €08 program, 
despite the fact that only a few days before that a specific case of mortgaging out had been 
reported to Powell 

® Independent Offices Appropriation Act, 1955, Public Law 428, 83d Cong. 
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Volume consciousness has made FHA emplovees reluctant to sav “No” to build- 


ers and mortgagees. It has motivated them to stretch underwriting and legisla- 
tive provisions to the limit in order to keep the business. 


“MORTGAGING-OUT IN THE GOS PROGRAM 


The Special Investigations Office reviewed 1.547 rental housing projects ap- 
proved by FHA officials under section GOS. In 1,410 of these the proceeds of 
FHA-insured mortgages were found to be greater than project costs. The total 
amount which was mortgaged-out in these projects is undeveloped, but it ex- 
ceeded S110 million. The greater part of this excess of borrowings Over Costs Was 
Withdrawn by project sponsors, even though in most cases these individuals had 
risked little of their own money in the project.” 

In order to develop more precisely the pattern which this preliminary review 
revenled, the staff made detailed analyses of 422 projects. In 285 projects out 
of the 422, the windfalls due to mortyaging-out exceeded $51 million.” Since 
the members of the sponsor Corporations put less than $5 million of their own 
money into the capital stock of these corporations, they realized immediate re- 
turns of well over 1,000 percent on their capital stock investments, whether their 
projects were financial successes or failures. 

This was made possible primarily by FHA cost estimates, which exceeded 
by a wide margin the normal costs of construction. These estimates were 
based on inflated submissions by promoters, and were supported in a high per- 
centage of the cases by outright misrepresentation. ; 

Congress, in limiting insurable mortgages under section 608 to 90 percent of 
current costs, clearly wanted to get at least a 10-percent equity on the part of 
sponsors. This investigation shows that, without regard to the law, FHA not 
only allowed promoters to put up less than the required 10 percent, but actually 
permitted them to withdraw large sums of borrowed cash from 608 projects upon 
their completion. 

In some instances, the amount mortgaged out of a project may be somewhat 
reduced to reflect the fact that promoters chose to treat certain costs during 
construction as operating expenses in order to avoid capitalizing them. In other 
cases, project services were performed by members of the promoter group without 
charge or in exchange for stock in the corporation. 

On the other hand, these figures do not include the unascertainable profits 
which went to promoters who formed separate construction or subcontracting 
corporations. It is known that the profits taken out of a project through this 
device frequently exceeded the amount of windfall disclosed by the promoter’s 
books. On balance, the figures used in this report undoubtedly understate the 
total windfalls derived by 608 promoters. 

It has been argued that 60S windfalls were the result merely of bookkeeping 
methods, or that they were legitimate “savings” to which the sponsors were en- 
titled by reason of their efficiency. ‘These arguments rest on the fallacy that 
whatever part of a business loan remains unexpended after all proper costs 
have been met represents a profit to the borrower. 

Shorn of specious reasoning and bookkeeping legerdemain, the facts are that 
certain 608 promoters withdrew large sums of borrowed money from 608 projects 
before any profits from rentals were realized. Thus the promoters had the money 
in their pockets, and in so doing saddled the tenants with the burden of meeting 
not only legitimate costs but the unused portions of the loan. They also placed 
the risk on FHA that at some time in the more than 30-year course of the loan 
there might not be enough tenants able and willing to pay these padded rents. 





7™The 608 program was added to the National Housing Act in 1942 to encourage the 
construction of war housing. In 1946 the program was revived to provide rental housing 
for returning veterans and others affected by the housing shortage. Sec. 608 provided for 
FHA iusurance, on generous terms, of mortgages covering large-scale rental housing 
projects. 

® Pursuant to the charter provisions of the sec. 608 corporations. the FHA Commissioner, 
during the investigation, requested the submission of certain financial data to assist the 
investigators in their study of the respective project and to assist in administrative deter- 
minations. The information furnished pursuant to these requests has been reviewed 
so that, in this limited sense, a much greater number of sec. 608 cases has been reviewed. 
A hich percentage of sec. 608 corporations failed to respond to the Commissioner's de- 
mand, which failure constitutes a default under the respective charter furnishing grounds 
under the specific provisions of the charter for FHA to take over the corporation. Action 
in the case of Linwood Park, Inc., Teaneck, N. J.. was partially based on this ground. 

* Releases of information relating to specifie projects have been made. Reference is 
made to the summaries of 27 cases furnished by the Deputy Administrator on June 28, 


1954. to the United States Senate Committee on Banking and Currency as illustrative of 
sec, 60S abuses. 
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Distribution of windfalls 

The most common method of distributing a windfall was to declare a dividend 
on the capital stock of the sponsor corporation. In order to do this, it Was usual 
to write up the value of the land and buildings on the books of the corporation. 
This created an artificial “capital surplus” to which the dividend payment could 
be charged. Rego Park Apartments at Elmhurst, N. Y., represents a typical case, 
in which dividends of $1.7 million were distributed to stockholders who had 
invested only $2,000 in capital stock. 

In other cases, the windfall was distributed through the redemption of capital 
stock or by means of “loans” to members or afliliates of the sponsor corporation. 
in the case of Linwood Park at Teaneck, N. J., a stockholder got over $1.5 million 
for stock which cost him $6,500. Sometimes there was a “sale” paid for by the 
windfall. In many instances the windfalls were reflected in other corporations 
of common ownership. 

FHA ofticials were not unaware of these distributions. A windfall distribution 
already made by the Alley Park Housing Corp. and the 77th Road Realty 
Corp. of Bayside, N. Y., was changed from an “advance to affiliate” to a stock 
redemption in order to lighten the tax burden on the stockholders, who were 
citizens of England. FHA approved this transaction despite the fact that the 
books of these corporations showed deficits in their surplus accounts. 

Mortgagees also sometimes shared in windfalls. Investors Diversified Services, 
for example, took nearly $1 million in such profits, in the form of “fees,” out of 
the Shirley Duke project in Alexandria, Va. This was in addition to some $200,- 
000 in allowable service charges, Direct misrepresentations were involved. 


Other abuses in the 608 program 

The investigation also disclosed that a number of other abuses and irregulari- 
ties were of Common occurrence in the 608 program, Some of these were sources 
of additional “profits” to project sponsors. 

Under section 608, as in the other multifamily programs for which it was re- 
sponsible, FHA permitted the insurance of mortgages on leasehold estates. This 
practice appealed to project sponsors in a number of ways. 

The leasehold was a particularly useful advice to avoid the statutory direction 
that the principal amount of the mortgage should not exceed $8,100 per family 
unit. The use of the leasehold permitted the entire $8,100 maxinium to be 
applied to costs other than land. This in turn made possible greater windfalls 
than would have been possible if the maximum mortgage amount had been $8,100 
per family unit including land costs, even apart from the windfall from the 
leasehold arrangement itself. Further, the exclusion of land costs from the 
ealculation of the $8,100 maximum per family unit, in some cases augmented by 
the construction of buildings dominated by one-room apartments, permitted a type 
of luxury construction that wandered far afield from the statutory contempla- 
tion of housing accommodations available to veterans of World War II at prices 
within their reasonable ability to pay, and mocked the statutory direction that 
there be no discrimination against families with children. 

Of equal significance was the opportunity which the leasehold estate afforded 
for additional “profits.” The way in which this could be done is illustrated by 
the lease from Ian Woodner and his former wife of the land upon which the 
Woodner Hotel in Washington, D. C., was built. By this means, the Woodners 
created an annuity for themselves, in the form of ground rent, of $44,800 a year. 
Should the project go into default, FHA has an option to purchase this land from 
the Woodners for $1,120,000. The public records show that Ian Woodner, who 
is one of the sponsors of the Woodner project, entered into an agreement in 1949 
to buy this land for $450,000. The FHA commitment was applied for in 1949. 

liv a number of instances the leased land, augmented in value by the project 
development, has been turned into immediate cash when the promoter mortgaged 
it and assigned the lease as additional collateral, in some cases assuming no 
personal obligation to repay the “borrowed” money. 

The collection of large sums in rents before the first amortization payment was 
required was another source of substantial windfalls to 60S sponsors. ‘Taxes, 
insurance, and interest during this period were included in the loan. Hence, 
only operation expenses had to be paid out of rents collected before the first 
mortgage payments became due. Some instances of realizations by this means 
are Great Neck Oaks, in Great Neck, N. Y., which collected over $390,000 ; Gregory 

Estate in Seat Pleasant, Md., which collected over $230,000; and the Hampton 
Gardens in St. Louis, which collected some $200,000 in rents during construction. 
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Because section 608 was intended to provide rental housing within the means 
of returning veterans, the Congress required, in return for the liberal provisions 
of the law, that rents in these projects be subject to FHA control. The record 
shows, however, that FHA officials approved rent increases upon superficial and 
inadequate justifications and that the Washington headquarters was grossly 
negligent in its review of rent determinations made in local field offices. An 
illustration, in the case of the Park Forest Apartments in Illinois, is the approval 
of an increase in commitments, in acknowledged violation of the statutes, ap- 
parently for the reasons that the amount of the increase (over $500,000) was 
“inconsequential” in relation to the total amount loaned and was probably asked 
for in order to justify a rental increase. 

Excessive management fees were paid by 608-financed projects in cases where 
management services were performed by companies or individuals who were 
closely as ociated with the sponsor corporation, An example of excessive fees, 
in connection with a management contract between the Astoria [New York] Asso- 
ciates, Inc., and 8 project corporations which Astoria owned and controlled, was 
brought snecifical'y to the attention of Assistant Commissioner Clyde L. Powell 
by the FHA Comptroller in 1949. There is no evidence in the FHA files that 
Powell ever questioned the mortgagors with respect to this contract or that any 
corrective action was required by FHA. 

Despite the clear congressional intent as to the nature of the 608 program, 
FHA approved projects which contained luxury accommodations and were 
designed for transient occupancy. For example, FHA approved the plans of 
lia eigh, Inc., of Atlantie City for a high-rent project at a seashore resort. 
The prejecet contained a dining room, an elaborate cocktail lounge and bar, a 
swimming pool, and cabanas. 

In another case, FHA authorized the Woodner project, already mentioned 
above. to use 250 of its 1.132 units for hotel purposes. The record shows that 
FHA knew that this was intended at the time it issued the commitment to insure 
the Woouner mortgages, 

Congress provided that no 60S mortgage could exceed $5 million. FHA got 
around the provision in the law by the fictional division of single projects into 
two or more prejects, each of which was considered eligible for an insured 
mortgage. 

n the Woodner case, FHA determined that a single structure, partially di- 
vided into two portions by a half-inch airspace filled with calking material, was 
in rentity two structures. FHA then proceeded to insure two mortgages on this 
structure without even following its usual practice of requiring the sponsors to 
organize into as many separate corporations as there were mortgages. 

In a number of instances the investigation disclosed that project sponsors had 
been ab'e to profit from misrepresentations made to FHA. 

The principal technique was that of furnishing FHA a copy of a contract 
showing one price, while an unrevealed side contract provided that, in fact, 
a lower price would be paid. In the case of Parkway Gardens at Haddonfield, 
N. J., for example, the sponsor gave the Camden FHA office a copy of a contract 
showing the architect’s fee to he $130,000, of which $90,000 was to be in stock. 
The investigation brought to light another architect’s contract, executed the same 
date and overriding that given FHA, providing for a fee of $25,000. 

In the Linwood Park project, a side contract brought the architectural fee 
down from $350,792 to $39,000. 

Administrative laxity 

In a number of ways FHA was extremely lax in its dealings with 608 mortga- 
gors. For example, FHA consistently failed to follow up cases where misrepresen- 
tations were made to it. In almost 8 percent of the section 608 projects analyzed 
during this investigation there were apparent misrepiesentations with respect 
to the existence of unpaid obligations at the time of the final insurance endorse- 
ment by FHA. Although these misrepresentations involved amounts ranging as 
high as $1 million, in not one case did FHA take action. 

Typical of these cases is Raleigh, Inc., at Atlantic City, N. J., which certified 
on June 8, 1951, that it had no unpaid obligations in connection with construction. 
But its first financial report on December 31, 1951, shows over $185,000 due to its 
parent company, the Raleigh Construction Co., $89,000 in notes payable to a bank, 
and over $8,000 due to an architect. 

FHA even failed to act when action was necessary to protect its own imme- 
diate interests as insurer on a defaulted mortgage. 
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In only 1 of the many 608 projects which had been foreclosed had FHA at- 
tempted to secure a deficiency judgment, and in no case had FHA attempted to 
secure access to a mortgagor’s assets through the appointment of a receiver. 
Likewise, although it has the right to do so, FHA had failed to use its position 
as a preferred stockholder to take control of a mortgagor corporation after a 
default had occurred. 

These failures have been costly. For example, in the case of Lewis Gardens, 
near Richmond, Va., the five mortgages insured by FITA exceeded costs hy 
$433,859. Other corporations were established to milk the project, thereby im- 
posing burdens which the project was not able to bear. After completion of the 
project, and at a time when the section €08 corporations had about half a million 
dollars in surplus derived from the windfall, FHA deferred the corporations’ 
mortgage payments and waived payments to the reserve for replacements in 
1950 on the basis of a plea that income at that time was not sufficient to make 
the payments. In 1952 and 1958 the projects defaulted. The sponsor, who admits 
that he knew FHA would bid above the amount due on the loans, succeeded, by 
making imereasingly higher bids at the foreclosure sales, in causing the develop- 
ment to be bid in by the mortgagees and FITA for amonnts exceeding the amounts 
due, thus avoiding the possibility of deficiency judgments. However, the latest 
financial renort prior to foreclosure showed that the mortgagor cornorations 
had about $525,000 in loans outstanding and $17,000 in accounts receivable. FHA, 
which could have used its position as preferred stockholder to compel the applica- 
tion of this against the mortgage loans, nevertheless elected to waive that right 
and, contrary to information originally furnished to the investigators, actually 
-aused the properties to be bid in above the amounts due. FHA estimates its 
losses on this project as $2 million as against the huge windfalls received and 
kept by the promotor. 


Corrective measures 


The disclosure of the abuses, and the pinpointing of responsibility, have, by 
personnel changes, statutory amendments, administrative improvements, and 
general awareness, reduced the possibility that the section GOS abvses, repeated 
in other programs, will be permitted in the next few years again to get out 
of hand. 

The problem of corrective measures for the evils already caused has also been 
the sub‘ect of study by the investigative staff. 

The Lewis Gardens case pointed up extreme laxity and apparent lack of interest 
on th» part of FHA’s lawyers in protecting FHA’s interest. One study, the results 
of which have been reported to the new FHA Commissioner, sets forth the need 
to utilize the remedy hest adanted to the specific case when a major rental hous- 
ing project does not meet amortization payments. 

The right to take over and operate the corporation, given in the standard char- 
ters, should permit the recovery of back moneys improperly taken from the cor- 
poration and their application to reduce the insured debt. Remedies of receiver- 
ship and deficiency judgments are also sometimes practicable. A repetition of the 
Lewis Gardens case is accordingly now quite unlikely. 

However, in most of the cases, in which huge sums of borrowed money have 
been taken ont of the section 608 corporations in violotion of the Corporate char- 
ters, the additional burden is now borne by the tenants. Not until some date in 
the 30-year course of the mortgage when tenants do not carry this additional 
burden will FITA be faced with its losses. The recovery of the improperly re- 
moved windfalls mav then he impractical. 

As a result of the studies and disclosures of this investigation, the Housing 
and Home Finance Administrator and the new Federal Housing Commissioner, 
Mr. Norman TP. Mason, have begun a series of actions designed to compel recipi- 
ents of windfalls to pay back the money obtained in violation of corporate 
charters. 

President Sidney Sarner, head of 13 large Fort Lee, N. J., rental housing cor- 
porations, has been directed to call meetings of the preferred stockholders for 
the purpose of removing the present directors of the corporations and electing 
new ones. The new directors will be elected by FHA, which owns the preferred 
stock in all corporations created under section 608. Under the corporation char- 
ter FHA has authority to do this when there has been a violation of the terms of 
the charter. The payment of windfalls is a violation of the charter provision 
that only earned income may be distributed to stockholders. 

The newly constituted board of directors may sue to recover funds taken im- 
properly from the corporation and the recipients of windfalls may be obliged by 
court action to return such funds to the corporation, 
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Similar action will be taken in dealing with other section €0S corporations 
which have violated charter provisions. 


Deficiencies in FHA cost estimates 

The importance of accurate estimates of necessary current costs in the 608 
program can hardly be overstated. In most cases the amount of the mortgage 
which FHA could insure depended directly on this estimate. The maximum 
rents which could be charged project occupants were also based on a net return to 
the sponsor of 614 percent of this figure. 

Nevertheless, FHA’s cost-estimating system was permitted to break down in 
the face of the various pressures which surrounded the GOS program, and on 
August 29, 1946, the Washington headquarters notified FHA field offices that they 
would no longer be required to follow the established procedures for estimating 
replacement costs. This action left FHA field offices, which were at that time 
inadequately staffed and trained, free to develop and use such methods of cost 
estimation as they individually chose. There is reason to believe that cases 
affected by Powell’s personal involvements may have directly influenced section 
608 cost estimating in certain areas by providing standards for other Gases. 

The results are evident in the mortgaging out figures given earlier in this 
report. 


Land appraisals 

FHA’s land-appraisal procedures in the 608 program were equally deficient. 
Although appraisers were instructed not to consider the effect of the improve- 
ments to be financed with the FHA-insured mortgage in determining land values, 
the investigation shows that land was frequently written up far above its cost 
to the sponsor. 

Some enhancement of land values might he expected when the land had been 
held by the sponsor over a considerable period of time, or as a result of other 
improvements, but these factors alone are insufficient to account for the excessive 
writeups of land value which have been disclosed. 

Additional factors at work seem to have been the poor training and inade- 
quate instructions given the FHA appraisal staff, the pressures which were put 
on local offices to develop overall cost estimates which would be acceptable to 
builders, and the influence to an unascertainable degree of conflicts of interest, 
gratuities, and bribes. 


Construction. standards and compliance inspections 

As in the case of the cost-estimating system, FHA abandoned its established 
plan of minimum architectural requirements and construction inspections in the 
face of pressures in the 608 program. 

In the rush to make insurance commitments on 608 projects, FHA permitted 
sponsors to submit applications that were supported only by the most incomplete 
and sketchy plans and specifications. This fact, coupled with only superiicial 
reviews in FHA offices, led to the approval of projects that were inadequately 
designed. 

In addition, FHA inspection was inadequate to determine whether a builder 
was actually putting into a project the quality of materials, workmanship, and 
equipment upon which the insurance commitment had been based. 

An FHA underwriting supervisor who visited the New York office early in 
1952 was moved to renort that “The conelusion one is forced to arrive at is that 
our inspectors are either incompetent, careless, ignorant of our requirements, 
or shutting their eyes to what they observe.” 

During the same period FHA failed also to require that project sponsors make 
provision for adequate inspection of construction by their own architects. This 
failure led to inadequate sponsor supervision in order that the fees normally 
expended for this purpose might be added to the prospective windfall to be 
derived from the project. 

The results of inadequate construction inspections can be seen in the Gregory 
Estates project at Seat Pleasant, Md., where about 2 years after completion a 
physical inspection disclosed that rehabilitation work costing some $220,000 was 
necessory on a project the original cost of which was only slightly in excess of 
$3 million. 

COOPERATIVE Hovustna UNper Section 213 


The jrreguiarities found in connection with 608 projects were by no means 
confined to that program. They existed in the other multifamily programs 
administered by FHA and, until the institution of corrective measures by the 
present FHA Commissioner as the nature of the irregularities have been re- 
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vealed in the course of investigation, have continued to exist in connection with 
builder-sponsored cooperative housing tinanced under section 213.” 

The special investigations office analyzed the records of 86 FHA-insured co- 
operative housing projects involving over $96 million in commitments. The 
pattern disclosed by these analyses is that FHA officials permitted the 213 pro- 
gram to be exploited by builder-sponsors in such a way that the cooperative and 
nonprofit Character of these ventures was almost wholly fictitious. 

The effect was that the promoters derived execssive “profits,” equivalent to 
608 windfalls, which are reflected in the monthly rentals paid by the members 
of these cooperatives and in the contingent liability which the Federal Govern- 
ment has as insurer on the mortgages. 

Small groups of promoters, who formed and controlled interlocking corpora- 
tions for project sponsorship, land acquisition, construction, and other pur- 
poses, planned and built section 218 projects. Congressional limits on maximum 
mortgage insurance were circumvented by the familiar device of establishing 
separate sponsor corporations for each section of a development. Individual 
promoters, although required to certify that they intended to occupy project 
upartments, were involved in as many as 18 sections spread among 2 or more 
otherwise unrelated developments. 

Through the use of separate corporations, bound together by a complete com- 
munity of interest, promoters were able to retain control of the land and, by 
means of leasehold arrangements, establish annuities for themselves based on 
inflated land values set by FHA. 

By using these corporations promoters negated also the usual business safe- 
guards with respect to the negotiation of Construction contracts and the archi- 
tectural supervision of construction under these contracts. 

Veterans and others who subscribed to shares in these alleged cooperatives, 
and thereby made possible the use of section 213 benefits, were by a variety of 
devices excluded from effective participation in the affairs of the cooperative 
corporation until all of the contractual arrangements had been made and the 
mortgage loan proceeds fully obligated. 

Thirteen cooperatives 

This pattern is exemplified by a group of 13 cooperative corporations in Little 
Neck, N. Y.: The 6 Clearview Gardens Corps., 3 Beach Hills Corps., and 4 
Deepdale Gardens Corps., the commitments for which were issued in 1951. These 
corporations obtained 13 FHA-insured loans for over $82 million. 

The promoters of these projects set up the 13 cooperative corporations through 
5 “dummy” incorporators, each of Whom had 1 share of stock in each corporation. 
Through these incorporators the promoters retained control until FHA insurance 
commitments had been obtained and all financial and other obligations of the 
cooperative corporations were established. 

During this period the promoters formed separate corporations into which 
they put ownership of the land and with which they caused the cooperative 
corporations to enter into 99-year leases. By this means they created annuities to 
themselves, in the form of ground rent, amounting to $181,760 a year. 

They formed separate construction corporations with which they caused the 
cooperative corporations to contract for the building of the projects. These 
contracts were for lump sums totaling $87,354,797. 

The promoters caused the cooperative corporations to agree with the project 
architect that he would look solely to the construction corporations for his ¢om- 
pensation, thus making him dependent upon the contractors whose performance 
he was supposed to supervise. 

They formed a separate management corporation with which they caused the 
eooperative corporation to contract for the management of the projects after 
colnpletion. 

Acting in their capacities as directors and officers of the cooperative corpo- 
rations, they accepted construction upon completion and discharged their con- 
struction corporations from further responsibility. 

It was only after all of these steps had been taken that the true cooperators 
were permitted to exercise their rights in the corporation. 


FHA’s approach to the cooperative housing program 


Congress clearly recognized the importance of providing guidance and protec- 
tion to consumers in connection with the development of Cooperative housing 





See. 215 of the National Housing Act authorizes the insurance of mortgages up to 
$5 million, on extremely liberal terms, for management and sales type corporative housing 
projects. 
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ventures. Because of this, the law authorized FHA to furnish technical assist- 
ance in the organization of cooperative corporations and in the planning, con- 
struction, and operation of cooperative housing projects. Before this investiga- 
tion officials of FHA did not discharge this responsibility. Rather they turned 
almost the whole program over to builder-promoters whose interests, to say the 
least, were not likely to coincide with those of the inexperienced and untrained 
cooperators. 

FHA’s role in this matter is frankly revealed in a speech made by Ward E. Cox, 
former Assistant Commissioner for Cooperative Housing, before the West Coast 
Home Builders Association in December 1952. He said: 

“Upon receipt of the project analysis form and the project mortgage amount 
* * * the sponsor-builder, of course, sharpens up his pencil and compares his 
own estimates of costs with FHA's estimate of replacement costs and asks him- 
self, What's in it for me? In the first place, he may own or acquire the land 
and sell it at a profit to the cooperative or, in the management-type projects, 
find it advantageous to lease the land for 99 years at a maximum return of 4 
percent on FHA’s estimate of fair market value. He can obtain a contract to 
construct on-site improvements to the land and make a profit and where the land 
is purchased in fee simple by the corporation he may also contract for off-site 
improvements. He has no risk capital or permanent capital investment in the 
project. All equity capital is subscribed by the cooperative members. Any 
front money advanced by him for organization, legal, architectural, and other 
expenses and costs is returned to him or adjusted at initial closing of the loan, 
if he decides to proceed with the project, and before one spade of earth is turned 
in construction. Because all occupants of a cooperative project sign up and make 
required equity payments before construction begins, the builder is not obligated 
to speculate on sales or occupancy. If the project is a management-type co- 
operative and the builder is qualified, he may obtain a contract to manage the 
project following completion. 

“*But,’ says the builder, ‘how much profit shall I take in return for my pro- 
fessional services and skill in putting this cooperative together, for building 
the improvements, for the land, and for putting up the necessary front money?’ 
This, of course, is a matter for the sponsor-builder to decide. FHA does not 
control profits, we insure mortgages. If the builder’s margin of profit is based on 
speculative profits we have found that the equity payments required of the indi- 
vidual veteran and nonveteran cooperators may be too high and thus the builder 
may kill the goose that laid the golden egg. For any 2138 project to be successful, 
equity payments must be held down to a real competitive basis. 

“Most management-type projects have been put over by newspaper advertising 
only. On the job, the sponsor builds a sales office—on the walls of the sales office 
are the usual perspective renderings of the structures—the prospective purchaser 
is given a copy of the corporate charter, bylaws, subscription agreement, bro- 
chures, and other material, and FHA standard form of mortgagors’ financial 
statement, which he completes, picks out his apartment from the floor plans, 
executes the subscription agreement, puts up his money, and the next prospective 
purchaser takes his place at the sales counter. Incidentally, all salesmen have 
previously been trained by the sponsor in the so-called 213 school.” 

A statement from the underwriting supervisor’s report on October 15, 1950, 
is also revealing: 

“T believe the nature of these transactions [213] is such that unless our offices 
are fully supported in efforts to consider the interests of cooperators as paramount 
and the interests of sponsors of promotion-type deals-as definitely subordinate, 
the Administration may suffer serious adverse criticism.” 


Wuerry Act HousiNneG 


An analysis of Wherry Act projects disclosed that many of the questionable 
practices encountered in connection with 608 projects have been at work in 
this program.” 

A number of these practices can be illustrated by the 8 Fort Knox Invest- 
ment Co. projects and the 4 Fort Campbell projects, all of which have had the 
same sponsors. The first commitment was issued September 2, 1949. The 
sponsors were also identified with the construction company, the mortgagee, 
and the management company. The chief construction examiner in the Louis- 





The Wherry Act (title VITI of the National Housing Act) authorizes FHA insurance 
oe ita covering rental housing on or near military reservations and atomic energy 
plants, 
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ville district office, E. W. Augustus, left FHA after 7 of the loans had been 
processed and took a position with the project sponsors. 

Despite the fact that FHA was insuring mortgage loans totaling $21.8 million 
on these projects, the FHA district director permitted construction to go ahead 
without requiring the sponsor to provide for architectural supervision, Even 
then the FHA cost estimate of over $680,000 for such services was not revised 
downward. 

FHA authorized a maximum loan based on $8,100 a dwelling unit for all but 
one of these projects. Before this could be done it was necessary for FHA 
reviewers to reduce the estimated cost of operating the project, as shown in 
the sponsor’s application, to a point which removed a lower limitation based 
on this factor. Experience has since shown that these reductions were wholly 
unwarranted. 

In at least seven of these projects the sponsor corporation authorized the con- 
struction corporation, with which it will be remembered it had an identity of 
interest, to retain rental income collected prior to completion of construction. 
This was in exchange for payment by the construction corporation of certain 
project expenses for which the mortgagor dil not have funds. ‘The rentals poten- 
tially available to the construction Company through this arrangement are esti- 
mated at $1 million. 

Rentals coilected by the sponsors between the date of project completion when 
the agreement with the construction coiporation expired and the date the first 
mortgage payment was due totaled over $500,000. 

In addition, the principals have entered into patently inflated maintenance and 
grounds contracts with the several projects and have personally received divi- 
den ‘s of $126,000 and officers’ salaries of $280,000. 

FHA permitted mortgagors to use the same device as was used in section 608 
projects to circumvent the congressional limitation of loans to $5 million. FHA 
allowed a single development to be split up into a number of projects which 
obtuined separate loans totaling more than $5 million. Examples of this type of 
evasion include a project at Fort George G. Meade, Md., for which 2 loans ctotal- 
ing $6,306,100 were obtained; the development at Rantoul, Ill., which is divided 
into 2 projects; Chanute Gardens Corp. and Chanute Apartments Corp., for 
which 2 loans aggregating $6,480,000 were made; and the project of the Bragg 
Investment Co., inc., at Fort Bragg, N. C., for which 2 loans totaling >8,264,UU0 
were obiaine |. 

Cases of apparent misrepresentation similar to those found in the section 608 
program were also found. The section 803 project of the Offutt Housing Co. 
at Offutt Field, Nebr., provides an illustration of such misrepresentation. On 
August 11, 1952, the corporation certified that it did not have any other obliga- 
tions outstanding in connection with the purchase and construction of the project 
other than obligations secured by property or collateral owned independently 
of the mortgaged property. Notwithstanding, the initial tinancial report to lkHA, 
dated August 31, 1952, showed outstanding cebts of $1,194,062 in connection with 
the construction of the project. 

The Arlington Towers case 

An aggravated case of misrepresentation was disclosed in connection with 
Arlington Towers, a 1,677-unit apartment development under construction within 
sight of the Capitol, in Arlington, Va. This development is financed under section 
207 of the National Housing Act.” 

In order to evade the $5-million statutory limitation on FHA insurance under 
section 207, Arlington Towers is being built by 4 separate sponsor corporations, 
1 for each building in the development. Each of these corporations executed a 
lump-sum construction contract with the same general contractor. The total 
amount to be paid the builder under these contracts was approximately $15.7 
million. 

The 4 construction contracts were presented to FHA as a part of the repre- 
sentations of the mortgagee bank in securing FHA insurance. FHA based its 
requirements for cash over and above the mortgage proceeds of $16.5 million on 
these representations. 

However, on December 18, 1953, 3 days before the first of the 4 construction 
contracts was signed, the project sponsors and the general contractor signed 
an overriding master contract. The master contract, which was not disclosed 
to FHA, calls for the payment to the contractor of a lump sum of $17 million 





12 Sec. 207 authorizes FHA’s permanent long-range rental-housing program. 
60690—54—-pt. 3-22 
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for construction, plus an agreed-upon “fee” of $1 million. The total construction 
cost of $18 million thus exceeds by some $2.3 million the amount disclosed to FHA. 

Statements of an official of the mortgagee bank to investigators from this 
staff and before the Senate Banking and Currency Committee leave little doubt 
as to the nature of this transaction, and, since a criminal statute appears to have 
been violated, the case has been referred to the Department of Justice. 


Wage-rate violations in the rental housing program 

Construction workers on FHA-insured rental projects have been underpaid 
by millions of dollars because FHA officials failed to enforce the prevailing wage 
provisions of the National Housing Act. 

Section 212 of that act clearly places an affirmative duty on FHA to see that 
not less than prevailing local wages are actually paid to construction workers 
on rental projects. FHA, however, did not so interpret section 212. Up until 
1950 at least FHA maintained that so long as a certificate of compliance was 
filed by the contractor the requirements of the law were met, and that FHA 
eould not and would not look behind that certificate to determine its truth or 
falsity. 

On December 22, 1949, for example, the Assistant Commissioner in charge of 
rental housing, Clyde L. Powell, wrote the Department of Labor : 

“Since the above-numbered case involves the insurance of advances of mort- 
gage money during construction, the general contractor undoubtedly has been 
certifying to our local office with each request for an advance that the workmen 
employed have been paid not less than the prevailing wages as determined by 
the Secretary of Labor as pertaining to this job. Consequently there does not 
seem to be any question presented as to possible noncompliance with the pro- 
visions of section 212 of the National Housing Act.” 

Finally, in 1950, as a result of pressure brought to bear by the Housing and 
Home Finance Administrator and the Department of Labor, FHA began to inves- 
tigate possible wave-rate violations when a specific complaint was received. Even 
then, FHA did not take positive steps to insure on a routine continuing basis 
that prevailing wages were paid by contractors on FHA-insured rental housing 
projects. 

This investigation reveals that there were in fact widespread violations of the 
prevailing-wage provisions of the National Housing Act. The staff analyzed, 
on a sampling basis. project files from 19 States in all parts of the country. 
Out of this sample, 95 projects were found in which the FHA files themselves 
showed that construction workers were underpaid by a minimum of $1,023,000. 
Such a sampling process from the files would necessarily reveal only a small 
percentage of actual violations. 

Adjustments of underpayments were at times required by FHA. However, it 
appears that even in such cases FHA officials authorized compromise adjust- 
ments without consultation with the workmen concerned. In a South Carolina 
case, for example, the underpayment of $3.818.98 to 8 workmen was compromised 
by the payment to these workmen of $1,252. 

But the paternalistic attitude of FHA toward offending contractors is most 
clearly set forth by FHA’s action in increasing mortgage insurance commit- 
ments in some instances where contractors were found to be underpaying labor. 
In one case, the record shows that wage violations in the amount of $25,947 
were discovered, and that the insurance commitment was increased by $29,100. 
In another case, wage violations amounted to $8,267 and the commitment was 
increased by $8,200. 

When wage-rate violations were discovered after the loan proceeds had been 
disbursed, FHA took the position that no action could be taken against the 
violators. Contractors who filed false certificates and were not discovered 
until after the disbursement of loan proceeds were generally free to do so again 
on other FHA projects. FHA did not establish the mechanism to debar serious 
and repeating violators from further work on FHA projects, despite the fact 
that such machinery is effective on a governmentwide basis in the enforcement 
of similar wage-rate provisions in the Davis-Bacon Act. Nor in the entire 
period from 1939 to 1952, except for two cases, was the Department of Justice 
advised of such cases for criminal prosecutive purposes. 

The duties imposed by section 212 includes policing duties. The nonper- 
formance of those duties was not likely to decrease FHA’s volume of business. 
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MortGAGE INSURANCE ON SALES HOUSING 


The backbone of FHA’s activities over the years has been its insurance of 
mortgages under section 203 for the purchase of new and existing 1- to 4-family 
dwellings. Since 1934 FHA has insured over 2.7 million such mortgages for an 
aggregate amount exceeding $17.4 billion. 

Section 203 operations are strikingly different from those under the multi- 
family housing programs authorized in sections 207, 213, 608, and 803. From 
the builder's standpoint, section 203 operations do not involve long-term invest- 
ment and the law does not intend that they should. The long-term investor in 
houses built under this program is the individual homeowner who purchases a 
house upon completion. 

The characteristic operation under section 2083 is one in which a_ builder 
assembles land, secures FHA approval of the site plan and an FHA commitment 
to insure the houses he proposes to build, and negotiates noninsured construc- 
tion tinancing on the basis of these commitments. As the houses are com- 
pleted, he sells them to individual homeowners to whom the FHA commitments 
to insure are transferred. Thus, the builder is an investor only during the 
construction period. At the time of sale his interest in the property is ended. 
His profit arises wholly out of the difference between his costs and the sales 
price. 

In general, underwriting and processing standards appear to have been higher 
under section 203 and to have been applied with greater integrity. 

In setting forth the defects of FHA’s administration of the section 203 pro- 
gram, a balanced picture requires an appreciation of the positive contributions 
of this program, which has furnished housing as needed, and has on the whole 
promoted efficient and sound construction. Criticism of the administration 
of this section is of a different nature than that properly applied to large- 
scale rental housing. Essentially, the high purposes of the legislation, which 
were lost in the murk of corruption in the rental-housing programs, are not out 
of vision in the family homes sales program. 

The section 203 program alone would justify the existence of the Federal 
Housing Administration. 

A homeowner who purchases a home constructed with FHA inspection and 
tinancing has a right to expect protection against poor construction and inade- 
quate design. Indeed, encouragement of sound construction, design, and neigh- 
borhood development are major purposes of the FHA system. 

Nevertheless. the evidence is strong that some of the same factors which led 
to abuses in the multifamily programs have affected operations under section 
203. Program operations have been affected deterimentally by emphasis on 
maintaining a volume of business, inadequate concern for the interests of con- 
sumers, cost estimating and appraisal systems that are susceptible of consid- 
erable improvement, and by the influence on operating decisions of FHA eim- 
ployees who were willing to accept bribes and gratuities or otherwise place 
themselves in a conflict-of-interest position. 

In section 203 operations the FHA appraisal is supposed to represent the long- 
term economic value of the property. While construction cost is one of the 
factors considered, it is not necessarily the determining one. Other factors 
are current sales prices and the long-term prospect for home values in the par- 
ticular locality. 

As a practical matter, it appears that in recent years the long-term economic 
considerations have become less important and, in the interest of getting the 
business, FHA has concentrated upon seeing that its appraisals on single-family 
new construction kept up with the market. 

What has been overlooked is the fact that FHA appraisals not only reflect the 
current price levels of houses, they also play a large part in establishing those 
price levels. 

In some cases, set forth in reports of investigations and referred to the Depart- 
ment of Justice, it is obvious that such appraisals may have been the results 
of the direct bribery of FELLA employees. 


Insurance of rental housing projeets under section 203 

While the insurance of large-scale rental housing projects under section 203 
is not Specifically prohibited by law, section 207 was enacted for the purpose of 
maintaining the essential separability of mortgages on individual family homes 
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and large-scale rental projects in the administration of FITA’s insurance funds. 

Despite this, FHA had permitted insurance of 420 projects, containing nearly 
25,000 units of rental housing, under section 203. Sixty-two of these are projects 
of 100 or more dwelling units. 

In this way, certain builders have been able to save at the expense of construc- 
tion workers by avoiding the labor standards provisions of the National Housing 
Act and have also been able to escape the detailed procedures which Congress 
imposed to prevent abuses in rents, capital structure changes, and related 
matters. 

At one time it was also possible to get larger commitments under section 203 
than under section 207. For exammle, the section 205 commitments on 5SS rental 
units in Warwick Village, Alexandria, Va., totaled $6,267,300, whereas had the 
commitment been issued under section 207 the maxilum would have been 
$4.762,800—or $1,501.500 less than the commitment actually obtained. 

Commissioner Mason, proceeding on the basis of information produced by the 
investigation, has acted to stop the misuse of section 203 for large-scale rental 
housing. 

Tire [I Property IMPROVEMENT LOAN PROGRAM 


One of the factors which precipitated this investigation was the failure of 
FHA officials to stop the wholesale victimization of homeowners by salesmen 
and dealers who abused the credit facilities afforded them by the title I property 
imirovement loan program.” . 

Although FHA files show that its top officials were clearly aware of these 
abuses, their full extent was not revealed to the Housing and Home Finance 
Administrator and other responsible officials outside FHA until a survey was 
made by the Federal Bureau of Investigation late in 1953. 

The evidence developed in the course of the investigation substantiates the 
nature and extent of these abuses, as well as the role which FHA played in 
allowing them to develop and continue.” 

Groups of salesmen who sold mastic paints, siding, water softeners, patios, 
and other home improvements traveled from city to city. Using unethical and 
often illegal sales tactics, these salesmen found it expedient to make frequent 
changes of both name and address in order to avoid conflicts with local law 
enforeement agencies and better business bureaus, It is reported that at one 
time as many as 65 home-improvement salesmen from out of town were staying at 
a single hotel in Dayton, while at the same time another 200 were living in 2 
hotels in Oakland, Calif. 

These salesmen were known in the trade as dynamiters because of their high- 
pressure tactics or as suede-shoe boys because of their fancy dress. They most 
frequently operated under a “par” arrangement. Under this arrangement the 
dealer set his price for a job at a fixed figure, which included his costs and 
profit. The salesman was then free to sell for what the traffic would bear, 
taking for his own profit whatever he could get in excess of “par.” 

In a typical case, a homeowner cbligated himself to pay 81,690 for a siding 
job. Var was $845, and this included a $3860 profit for the dealer. The re- 
mainder of the contract price—$s545—was divided among three salesmen who 
put over the deal. 

In other cases, salesmen would move into a community, sell the jobs to home- 
owners at inflated prices, then auction off the work to legitimate local dealers 
at a fraction of the sales price. 

There was also a smaller, but equally active and unprincipled, group of fly-by- 
night dealers. These dealers specialized in shoddy work and inflated prices. 
Because they moved on before defects in workmanship or materials were dis- 
covered, the gold-bordered warranties which they gave were valueless. 


High-pressure tactics in title I sales 

Among the techniques most widely used by unscrupulous title I salesmen and 
dealers were those described below. Although this list is not all inclusive, it 
shows the principal means by which homeowners were bilked under the title I 
program. ” 

13 Under sec. 2 of National Housing Act, title I, FHA insures approved lending institu- 
tions against losses on loans made bv them to finance improvements on home, farm, and 
commercial properties. Since 1934, FHA has insured over 17 million such loans, aggregat- 


ing $7.8 billion. 
A total of approximately 800 title I cases were processed by the Special Investigations 


Office during this investigation. 
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Model homes.—In one variation of this technique the customer is told that 
he will receive a large discount for allowing his home to be used as a model 
or sample. The price charged is, of course, set high enough so that even with 
the so-called discount it is well above par. 

In another variation, the customer is told he will get a commission for each 
sale that results from the use of his home as an advertising sample. He is led 
to believe that his commissions will certainly equal the cost of the job—in fact, 
that he is very likely to realize a substantial cash profit. One or two commis- 
sions may be paid by the salesman, but rarely are his representations fully 
realized. 

Cash rebates.—These cases involve collusion between the salesmen and the 
customer. The customer is induced to accept the salesman’s proposition to show 
the cost of the work at a figure above that which the customer will actually 
pay for it. The loan is then secured for the higher amount and the difference 
paid in cash to the customer. In the Atlas cases, the principals in which were 
recently convicted in California, a review of 23 loans placed with 1 bank revealed 
18 in which there were cash rebates of from $400 to $1,000. 

False completion certificates —The object of the fast-working salesman or 
dealer is to turn a sale into cash. However, the proceeds of a dealer-originated 
loan—one in which the loan has been negotiated directly between the salesman 
and the borrower—cannot be paid out until the borrower signs a completion 
certificate. In order to expedite these payments, salesmen and dealers will forge 
the completion certificate or use fraudulent means to obtain the borrower's 
signature on it before the work is actually done. 

False credit applications —This method involves fals‘fivation of the borrower’s 
credit application, usually at the instance and with the active help of the sales- 
man, so as to make the loan acceptable to a lending institution. The items most 
frequently falsified are those pertaining to income and debts. Assistant Attorney 
General Olney reported another twist to this racket when, in testifying before 
the Senate Banking and Currency Committee on April 23, 1954, he said: “Perhaps 
the most flagrant deception in this field was practiced in two Southern States 
where a group of salesmen set up a phony credit company and manufactured 
credit reports which they passed off on the lending institutions.” 


FHA’s role in policing title I 

Unscrupulous salesmen and dealers could not be prevented from entering the 
title I program on a limited scale, but the public interest and the protection of 
the individual homeowner who, correctly or incorrectly, identified the Federal 
Government as a participant in his title I loan, demanded that FHA take early 
and effective action whenever such persons were known to be operating. This 
the FHA. Washington office was unwilling to do, and fi-ld office employees were 
discouraged by the Washington office from taking aggressive action themselves. 

At the same time, lending institutions were robbed of their incentive to police 
these transactions, despite a discount rate which resulted in an effective interest 
rate of up to 9.7 percent, by the fact that for all practical purposes the FHA 
insurance amounted to 100 percent of their title I loan portfolio. Certain large 
lending institutions are clearly not free of blame for an attitude that at times 
went beyond disinterest in the unsavory history of title I notes they were dis- 
counting. <A serious indication by FHA that this situation might be publicized 
probably could have produced a change in attitude, and saved a lot of misery. 

The inaction of FHA officials in the face of known abuses of the title 1 program 
is well illustrated by the case of the Enterprise construction companies. 

The Enterprise construction companies were a group of five corporations, 
under common ownership and control, engaged in home improvement work. At 
one time or another the Enterprise companies had offices in Los Angeles, Phoenix, 
Seattle, San Diego, Fresno, Dallas, Oakland, and Portland, and Enterprise sales- 
men did business all through the Western and Southwestern United States. 

Enterprise also established and controlled the United Credits Corp., which had 
a contract of insurance with FHA under title I and was itself financed through 
loans from the Bank of America and other financial institutions. The first head 
of United Credits was H. T. Nielson, who as assistant director of the FHA office 
at San Francisco had been responsible for policing the early phases of Enter- 
prise’s title I operations in the bay area. 

As early as 1950, FHA held a series of conferences with Enterprise officials to 
discuss complaints which had been received with respect to their operations. 
These complaints continued throughout 1951 and 1952 and well into 1953. They 
involved violations of the then-existing 10-percent downpayment requirement, 
“ash rebates, the model-home racket, exorbitant prices, and other abuses. 
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On May 8, 1951, the FHA director in Spokane reported complaints against 
Enterprise. At about the same time another meeting was held with company 
officials, in the Los Angeles FHA office, to discuss complaints which FHA had 
received and the San Diego FHA office was urging a full investigation of Enter- 
prise activities in its area, 

Other complaints and reports were made by FHA offices in Portland, San 
Francisco, Dallas, and San Antonio. In January 1952, for example, the title I 
representative of San Antonio wrote a “personal and confidential” letter to 
Assistant Commissioner Arthur J. Frentz, who was responsible for title I activi- 
ties. In part, he says: 

“* * * We can hardly expect local lenders to police their dealers too ¢losely 
when they see wrecking crews from the west coast import their own finance 
company, do as they please, take perhaps a quarter-million excess profits in a 
few months, leave town, and not even a precautionary letter to show for it. I 
refer specifically to the Enterprise Construction Co. and United Credits, Inc. No 
doubt, there are factors involved in the matter of which IT have no knowledge. 
I do know that even - tried to delay the investigation on these people and 
he is absolutely honest. There have been some nasty rumors floating around 
Dallas regarding why these people are not barred from the program. * * *” 

Despite these reports, extending over a period in excess of 3 years, no formal 
investigation was made of Enterprise operations until July 1953, nor were any 
of the Enterprise companies ever blacklisted. During the same period, the 
wholly controlled United Credits Corp. and other insured institutions handling 
the major share of Enterprise loans were permitted to retain FHA certificates 
of insurance. 

The first positive action in the Enterprise case resulted from the request of 
Housing and Home Finance Administrator Cole in April 1953 that FHA inves- 
tigate both Enterprise and United Credits. Administrator Cole’s request was 
based on an FBI report of widespread title I irregularities in California. Even 
then it was 3 months later, on July 21, 1953, before the office of FHA General 
Counsel Bovard ordered the investigation made. This was after FHA had been 
advised, in a Dun & Bradstreet report dated June 1, 1953, that “the corporation 
has ceased operations.” 

Not until November 28, 1953—7 months after the Administrator's request— 
did FHA conclude its investigation and recommend to the Department of Justice 
that criminal proceedings be brought against Enterprise and some 20 individuals 
connected With its operations. 

The significance of the Enterprise case is that abuses which FHA knew to 
exist were allowed to continue over a considerable length of time before action 
was taken. In the meantime—during a period in excess of 3 years—literally 
hundreds of homeowners had been swindled doing business with a firm operating 
under FHA’s title I program. 


Laurury items under title I 


In addition to the abuses described above, the title I program was further 
perverted by the failure of responsible FHA officials properly to restrict the 
program to essential home repairs and improvements. 

Because FHA’s former General Counsel ruled that the law did not permit FHA 
to limit the types of improvements for which title I loans could be used, this 
program was used to finance luxury items that were particularly susceptible 
to abuse and in connection with which the assumption of risk by the Federal 
Government was highly questionable. These included such things as barbecue 
pits, patios, tennis courts, swimming nools, and television antennas. One of 
the first actions taken by Commission Mason was the elimination of such items 
from the list of those eligible for home improvement loans under title I. 


RECOMMENDATIONS 


The exposure of abuses tends to discourage their continuation. However, 
remedy by exposure is short lived unless the recurrence of the evils is affirmatively 
prevented by changes in law and administration. 

The permanent remedy of the abuses in FHA programs will require important 
chonges in attitudes and practices, as well as in the law itself. A number of 
remedial steps have already been taken. Necessary levislative changes have 
alrendy been recommended to the Congress by the HHFA Administrator and 
the FHA Commissioner and are contained in the Housing Act of 1954. In the 
recommendations which follow these will he identified. 
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Compliance 

No statutes and no programs accomplish their ends without integrity of 
administration. 

1. All existing authorizations to FHA employees to engage in outside activities 
should be withdrawn as of a reasonable future date. Future authoriz:itions 
should bear time limitations, require periodic reporting, and should not normally 
be granted for activities related to FHA’s operations or involving persons or 
suppliers of persons doing business with FHA. 

2. Persons doing business with FHA should be made to understand that the 
tendering of gratuities to FHA emplovees will cause them to be placed on a 
precautionary list affecting their utilization of FHA’s functions. FEA em- 
ployees must understand that their acceptance of any gratuity from persons 
doing business with FHA, and their failure to report the tendering of any such 
gratuity at once to the Compliance Division, HHI A, will result in dismissal. 

3. The Housing and Home Finance Administrator should establish in his own 
office a Compliance Division. This Division should be responsible for investigat- 
ing all allegations of irregularity throughout the Agency and for regular inspec- 
tions of the operations of all HHFA offices. In performing this latter function 
the Compliance Division should not, however, duplicate inspectional facilities 
in the constituent agencies. Reports of all constituent agency investigations 
and inspections should be furnished the Administrator for his review and 
information. 

4. In view of the successful concealment of graft and fraud in the section 608 
program, a recommendation should be made to Congress that the period of 
limitations applicable to the criminal prosecution of major frauds against the 
United States, and substantial bribery of important officials of the Government, 
be extended to at least 10 years. 

D5. Indications of possible violations of Federal criminal statutes by FHA 
employees in the conduct of their official positions should forthwith upon learning 
thereof and without the exercise of discretion be reported by the Compliance 
Director to the Department of Justice. 

Budget limitations 

1. In view of the record that inadequate valuation, cost estimating, and inspec- 
tion is costly to FHA and the public, expenditures for these purposes (classified 
as nonadministrative under Public Law 387) should be related directly to the 
volume of FHA’s business and should not be subject to a fixed annual dollar 
limitation. 


Multifamily housing 


1. Builder-sponsors in FHA multifamily programs, including management- 
type cooperatives under section 213, should be required to certify actual con- 
struction costs to FHA. Any excess in FHA’s commitment should be used to 
reduce the mortgage. (Cost certification for these programs is required by 
the Housing Act of 1954.) FHA should develop a reliable system for securing 
and reviewing builder's certifications of actual construction costs. 

2. Mortgages in the section 213 cooperative housing program should be based 
on value, rather than replacement cost. (This requirement is contained in 
the Housing Act of 1954.) 

3. The FHA valuation and cost estimating system for multifamily housing 
should be thoroughly reviewed and its efficiency, objectivity, and integrity 
reestablished. 

4: FHA should review the minimum property requirements for multifamily 
housing and the methods by which applications for mortgage insurance are 
processed against them. The quality of inspections to determine if builders 
are complying with specifications should be improved. (FHA has recently ap- 
pointed a director of architectural standards to undertake a revision of its mini- 
mum property requirements. ) 

5. Allowances for fees in multifamily housing should be reviewed. Builders 
should be allowed a fair profit, but the flat fees allowed in the 608 and 213 pro- 
grams are unrealistic and have frequently led to added windfalls. Multifamily 
mortgagors should be required to engage adequate and independent architectural 
services, including construction supervision. 

6. Consideration should be given to prohibiting mortgage insurance on lease- 
hold estates where the mortgagor or sponsor already owns the land or where 
he proposes to lease it from a corporation in which he has an interest. FHA 
regulations have properly been changed so as to give no advantage to the use of 
leased land over owned land in calculating maximum mortgages. 
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7. FMA requirements recprdin®’ the charters of mortgagor cornorations should 
be modified so as to strengthen FHA’s control over them. FHA should either 
rule out or establish control over subsidiary or parallel corporations created 
by mortgagors and the dealings among them. 

8. FHA should make such changes in policy and staff as are needed to make 
availele technical assistance and guidance to cooperatives under section 2138. 

9. If the builder-sponsored-type cooperative under section 213 is retained, it 
should be surrounded with sufficient safeguards to prevent the abuses of the 
past. 

10. FHA should strengthen the staff devoted to the processing of multifamily 
insurance anplications and to poli y centro] of the prevram in Washington, This 
includes adequate and well trained staff for valuation and cost estimating, review 
of project plans and specifications, specifications compliance inspections, and 
review of the books and activities of mortgagor corporations before and after 
mortgage insurance has been closed. 

Sales housing 

1. The seller should he required to deliver to the purchaser a warranty that 
the house is constructed in substantial conformity with the plans and specifica- 
tions on which the FHA valuation was based. (This requirement is contained in 
the Housing Act of 1954.) 

2. The FHA system of valuation and appraisal for sales housing should be 
thoroughly reviewed to strengthen its efficiency, objectivity. and -integrity. 

3. FILA minimum property requirement for sales housing and the methods 
by which mortvage insurance applications are processed against them should 
be strengthened. (FHA already has underway a revision of its minimum 
property requirements. ) 


Property improvement loan insurance 


1. In order to induce lenders to assume more responsibility in the operation 
of the title I property improvement Joan insurance program, thev should be 
required to share part of the risk. FHA should see that this risk is actually 
borue by Jenders and not passed on to doalers or borrowers. (The Housing Act 
of 1954 limits FHA insurance to 90 percent of losses. ) 

2. FHA loan insurance should be limited to basic and essential home improve- 
ments, thus eliminating luxury items and those peculiarly susceptible to abuse. 
(The FHA Commissioner has already done this. The legislative intent is reem- 
phasized in the Housing Act of 1954.) 

3. The FHA Commissioner should make greater use of the authority to suspend 
dealers and salesmen who abuse the program. (This authority is expressly 
stated in the Housing Act of 1954.) 

4. Borrowers should be prevented from overburdening themselves with debt by 
assuming several title I loans which in aggregate exceed the statutory limit. 
(The Housing Act of 1954 prohibits a borrower, by multiple loans, from borrowing 
in excess of $2,500.) 

o. The Criminal Code should be strengthened to prevent improper use of FHA’s 
name in advertising in such a way as to imply that a dealer or product is approved 
by FHA. (This provision is contained in the Housing Act of 1954.) 

6. FITA should approve for title I insurance only reputable lending institu- 
tions with the experience and facilities to make home improvement loans. Lend- 
ing institutions, regardless of size or prestige, which demonstrate a callous atti- 
tude toward title I abuses should be eliminated from the program. (The Housing 
Act of 1954 makes eligible for title I insurance on'y publicly supervised institu- 
tions or others which receive FHA approval on the basis of their experience and 
facilities. ) 

7. FHA should enlarge and strengthen the staff administering the title I pro- 
gram, particularly at the local level, in order to carry out a vigorous and uncom- 
promising pursuit of abuses and punishment of offenders. Criminal and other 
violations should be forthwith reported to HITFA Compliance Division, 

S. FHA should undertake a program of consumer education to enlighten and 
Warh consumers Who make purchases financed under title I. (The report of the 
Senate Banking and Currency Committee on the Housing Act of 1954 specifically 
endorses such a program.) 

9 FHA shonld change its regulations to require the lender to tell the con- 
sumer in advance the amount of the loan and the finance charges which he is 
obligating himself for and to warn him of possible abuses. Salesmen partici- 
pating in the deal should be required to certify the absence of selling abuses. 
(The report of the Senate Banking and Currency Committee on the Housing 
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Act of 1954 specifically endorses these steps and they have been incorporated 
by the FHA in its recently issued title I regulations. ) 

10. In order to prevent use of title I loans to provide the downpayment for 
the purchase of new homes and related abuses, no title I loan should be permitted 
on a new house until 6 months after completion. (This requirement is con- 
tained in the Housing Act of 1954.) 

11, Vigorous handling of cases of alleged abuse of the title I program is 
essential. 


General administration 

1. The general administrative organization of FHA should be strengthened, 
s0 as to (a) clearly define areas of responsibility and authority, (0) pinpoint 
decision making, (c) provide adequate program planning assistance to the Com- 
missioner, (d@) strengthen line and staff controls over field operations, and (e) 
provide an independent check on the integrity of FHA activities. (A desirable 
reorganization has recently been announced by the new FHA Commissioner. ) 

2. A further reorganization of the Legal Division to strengthen the admin- 
istrative control of the new General Counsel; an increase in the ratio of middle 
and lower grade attorney positions to grades GS-12 and above; and a program 
of periodic hiring of competent recent graduates of law schools are needed. 

3. In all large rental housing foreclosure cases in which FHA faces the pros- 
pect of substantial losses, a study should be made of the best remedy available 
on the basis of the particular facts. 


The Cuarrman. Now, you wish to read a three-page statement here 
that you have prepared, I believe? , 

Mr. Corr. Yes. It is a summary of the findings. 

The CHarrmMan. Without objection, this statement will be made 
a part of the record as well as any remarks you make concerning this 
statement. 

Mr. Corr. All right, sir. 


(The information referred to follows: ) 


It is divided into seven major aspects, the first being personnel and adminis- 
trative aspects. Under that we find these comments: 

1. The receipt of gratuities from builders and others doing business with FHA 
offices has been the accepted norm of operation. 

2. FHA employees have carried on outside activities which involved a conflict 
of interest. These included: 

(a) Membership in a law firm which acted as attorney for sponsors, brokers 
or mortgagees doing business with FHA. 

(6) Financial transactions between builders and FHA employees who pass 
on their applications. 

(c) Private practice of architecture or home building by FHA employees. 

(d) Sometimes an entire FHA field office would be given gratuities or vaca- 
tion trips by grateful builders. 

(¢) FHA employees have been compensated by FHA applicants for plans or 
other “work” done while an application was pending. 

3 Clyde L. Powell, former Assistant Commissioner in charge of rental hous- 
ing, refused to discuss allegitions and charges against him with HHFA. Deputy 
Administrator McKenna and twice pleaded his privilege against self-incrimina- 
tion under the fifth amendment when called before the Senate Banking and 
Currency Committee. Since the investigation began various persons have 
stated that named section 608 promoters paid Powell sums of money in 4 and 5 
figures each. The records of Powell's personal financial transactions show that 
he received sums of money comfortably in six figures, over and above his com- 
pensation from FHA, during the years 1946 to 1950 when the section 608 program 
Was most active. 


Mr. Simon. Mr. Cole, you say the records show he received those 
sums. I take it you mean by that only that that is only the amount of 
money that has actually been shown by written records ¢ 

Mr. Corr. By written records thus far. 

Mr. Simon. I take it there is no doubt in your mind that is a small 
part of what he received in total 4 
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Mr. Core. You are asking me my personal opinion. I think it is a 
very small part of what was received by Mr. Powell. 

Mr. Simon. Thank you, sir. 

This is in the 4-year period 1946-50 7 

Mr. Coie. Yes. It seems to have terminated in 1950. 

Mr. Stuon. And the section 608 act also terminated in 1950? 

Mr. Cote. That is correct. 

The CHairman. We will call Mr. Powell before this committee 
again in Washington the first week in October, and give him another 
chance to tell the committee what he knows about all this matter, and 
at which time we will confront him with your allegations here, and 
other allegations that have been made to this committee on this matter. 

Mr. Cour (reading) : 

No. 4. FHA’s troubles would have been avoided by an alert legal division. 
The investigation revealed that General Counsel Burton C. Bovard, had not 
performed the essential functions of his office. Mr. Bovard was removed from 
the service. There are no allegations of a criminal nature against Mr. Bovard. 
5. FHA lost the capacity of self-appraisal and self-criticism. 

6. Former employees of FHA confused FHA’s interests with those persons 
with Whom they conducted their daily business. 

7. FHA tended to measure success in terms of volume of business done. 
Volume consciousness has made FHA employees reluctant to say “no” to 
builders and mortgagees. 

Il. Mortgaging-out in the section 608 program : 

1. In 1,410 of the 1,547 section 608 cases reviewed, the proceeds of FHA- 
insured mortgages Were found to be greater than project costs. Total mort- 
gaging out exceeded $110 million. In the 285 cases reviewed in detail members 
of the sponsor corporations put up $5 million of their own money in capital 
stock, Since their windfalls exceeded $51 million they realized well over 1,000 
percent on these capital stock investments. 

Mr. Simon. Mr. Cole, may I interrupt you a minute there to make 
sure [ understand what you said : 

The law provided that a mortgage under section 608 could not exceed 
90 percent of the Commissioner’s estimate of cost. 

Mr. Corr. That is correct. 

Mr. Simon. And you are saying here that in roughly 90 percent of 
the cases, or about 88 percent of the cases 

Mr. Cote. Of those reviewed. 

Mr. Simon. Of those reviewed, the mortgage exceeded 100 percent 
of the cost / 

Mr. Coir. That is correct. 

Mr. Stmon. Then you say that the total mortgaging-out exceeded 
$110 million / 

Mr. Cote. Right. 

Mr. Stvon. Do you mean by that the mortgages exceeded by $110 
million, 100 percent of the cost / 

Mr. Conte. That is right. 

Mr. Simon. And not 90 percent of the cost ? 

Mr. Coir. That is correct. 

Mr. Simon. So that the mortgages were excessive under the statu- 
tory limit of 90 percent by much more than $110 million ? 

Mr. Cour. Yes. 

Mr. Sron. Next, as I understand the regulations of the Federal 
Housing Administration, and the act of Congress, the Commissioner 
fixed the rents on the rental properties for the entire 30-year period of 
the mortgage ? 
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Mr. Corr. That is true. 

Mr. Simon. And one of the factors in the rental computation by the 
Commissioner was a return of 614 percent on the estimated cost of 
construction 4 

Mr. Core. Of the project. 

Mr. Simon. So that when the Commissioner's estimate, for the 
amount of the mortgage, was inflated, it carried with it an inflated 
rental equal to 614 percent a year of the amount of the inflation ? 

Mr. Cote. Yes. 

If you will include the other criteria, and that is 614 percent of the 
estimated cost of the project, plus the maintenance costs. 

Mr. Simon. Right. 

Mr. Corr. And some small percentage for vacancy. 

Mr. Stmon. The rental was operating in maintenance costs, allow- 
ance for vacancies, plus 614 percent of the estimated cost ? 

Mr. Core. Yes. 

Mr. Simon. Therefore, on the 285 cases that you are talking about 
here, where the amount of the mortgages exceeded costs by more than 
$110 million, the rentals on those 285 cases are $1,650,000 a year, at a 
minimum, in excess of what the rents would have been had the mort- 
gages been not more than the cost of production ? 

Mr. Core. I haven't computed that. Did you compute it, Mr. 
Simon ¢ 

Mr. Simon. Well, 614 percent of $110 million is $1,650,000. 

Mr. Core. Yes. 

Mr. Simon. And on that basis in the 30 years of the mortgages, on 
those 285 cases—— 

Mr. Coir. That would seem to me to be correct. 

Mr. Simon. In the 30 years the mortgage runs the tenants will pay 
$50 million in rent on those 285 projects in excess of what the regula- 
tions contemplated. 

Mr. Corz. I think that is correct. 

The CuatrrmMan. Isthatan FHA regulation? 

Mr. Corr. Yes. 

The CHatrrMan. Has it been practiced ? 

Mr. Cove. It was under the section 608 program, sir. 

The Cuairman. Was it practiced 100 percent? Was there any 
other basis for figuring the rentals ? 

Mr. Corr. None that I know of. 

The Crairman. Other than on the basis of 614 percent of the com- 
missioner’s estimate ? 

Mr. Corr. That was the accepted regulation. Any variation or 
deviation from it, in my judgment, would have been a variation from 
the regulation then in effect. 

The Ciairman. What you are sayig, then, is that if the project 
costs $1 million, and the Commissioner’s estimate, or the appraiser's 
estimate, was $1,250,000, that the rents were based then on 614 percent 
of $1,250,000 rather than $1 million, which means that in such in- 
stances, then, the renters were paying excessive amounts of rent; is 
that correct ? 

Mr. Corx. That is correct. 

Mr. Simon. Those are the facts? 

Mr. Corr. Yes; that is correct. 
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The Cuairman. If a project cost $7 million, and the Commissioner’s 
estimate was $1,500,000 more than that, and the rents were based on, 
say, $814 million, the renters would be paying an excessive rent? 

Mr. Coir. Yes. 

The Cuamman. You are certain of that ? 

Mr. Corr. Yes; I am certain of that. 

The Carman. That was the rule under section 608 ? 

Mr. Coir. That is right. 

The Cuatrman. There was no other criteria on which rents were 
based ? 

Mr. Corr. That is right. 

The Cuarman. Did comparable rents in the neighborhood have 
anything to do with it at all? 

Mr. Coir. No; I think not, Senator. The comparable rent feature 
was a consideration when Congress passed this law. They had in 
mind comparable rents, what comparable rents would be. Following 
that policy this regulation, to which you have referred, was estab- 
lished, and this was the regulation. 

The Crarmman. Then if it was violated, or if the field adminis- 
trator, like in Chicago or Indianapolis, or some other town, like New 
York, permitted a high appraisal, $1 million or more above the cost, 
or the amount that it should have been, and the rents were based uno1 
that higher amount, in your opinion it was a violation of the FHA 
regulations ? 

Mr. Corr. Yes. 

Mr. Simon. One other point: Isn’t it a fact that there was some 
7,000 section 608 projects in the United States ? 

Mr. Corr. That is true. 

The CuarrmMan. For total units of about 800,000? 

Mr. Corr. Yes. 

The CnatrmMan. In your statement you speak of 1,547. That leaves 
1,500 from 7.000, or 5,500. Does that mean you just haven’t yet 
gotten around to auditing the books of the other 5,000 ? 

Mr. Coir. Yes; that is true. Mr. Chairman, with this additional 
statement: The investigators believe that upon the basis of the infor- 
mation which they had with respect to all of the cases, that the 1,547 
cases were the apparent, obvious cases where there were windfalls. 
In practically all of the rest of them we have little information that 
would indicate to us that there may be windfalls, about which there 
would be any serious concern. 

The Cuamman. You are depending upon the records and figures 
given to you by the builders? 

Mr. Coir. Yes. 

The CHirrmMan. You haven't as yet sent out any certified account- 
ants to audit any of their books ? 

Mr. Corr. On those cases where an investigation has been con- 
ducted, Mr. Chairman, many of our investigators have examined 
books and records of the corporation, but no effort has been made to 
take all 7,000 of the cases, of the sponsors of section 608 projects, 
and investigate all of their books. 

Mr. Simon. In other words, you are talking about approximately 
1,500 out of 7.000? 

Mr. Corr. Yes. 
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Mr. Srmon. The other 5,500 you do not know what happened; is 
that correct ? 

Mr. Coir. We don’t know what happened, but we must say that we 
do not believe that all of them involve windfalls, of which there would 
be any concern. 

Mr. Simon. Do you have any reason to believe there may be wind- 
falls in some of them ? 

Mr. Cor. Yes. 

The CuHarrman. Thank you very much. You may proceed. 

Mr. Corr. How did this occur ? 

(a) This was made possible primarily by FHA cost estimates which exceeded 
normal costs of construction by wide margins. 

(b) These. estimates were based on inflated submissions by promoters and 
were supported-in a high percentage of cases by outright misrepresentatien. 

2. Rather than being applied to reduction of mortgage with consequent reduc- 
tions of rent, these windfalls were distributed to promoters as “profits.” 

The CuairmMan. It seems to me like you have been talking about 
windfalls, and you say up above of $10 million—that being the amount 
of the proceeds of the mortgage above the total cost of the projects. 

Mr. Simon. In 285 cases. 

The CuHarrMan. Out of 285 cases ¢ 

Mr. Coie. Yes. 

The Cuatrman. It seems to meas if the big windfall to these builders 
is the increased rents they are able to collect over a period of 30 years, 
which is a much greater sum than the difference between the actual cost 
of the project and the actual amount of the mortgage. 

Mr. Cote. It is certainly an inflated rent. 

The Cuatrman. If you get an inflated rent of 614 percent on a 
million dollars, that is $65,000 a year, and over a period of 30 years 
that is a couple of million dollars ; isn’t it ? 

Mr. Corr. Yes. 

The CHarrMan. So the people that are really getting hurt, or have 
gotten hurt, have been the renters, themselves; is that correct ¢ 

Mr. Core. That is my judgment. 

3. The distribution of windfalls is a violation of the corporate charter which 
only permitted distribution of earned income. 

Mr. Simon. Mr. Cole, did you know that Mr. Bovard, the general 
counsel of FHA, testified before this committee that he, too, thought 
it was unlawful for these windfall dividends to be distributed to the 
promoters ? 

Mr. Coir. That is my understanding. I was not present at the hear- 
ing. Iunderstand that is what he said. 

Mr. Srmon. He also testified that had they asked him, he would 
have given the legal opinion that it was unlawful to distribute those 
earnings, but that nobody ever asked him for his opinion, so that he 
didn’t give it. 

Mr. Core. I understand that is correct. 

Mr. Stmon. And he also testified that he didn’t think anybody in 
FHA knew that these dividends were being distributed, although we 

‘alled his attention to the fact that the sponsors were required to file 
annual statements each year, and the annual statements were in the 
files of FHA. He then testified that he knew the statements were 
there, and had they read them they would have learned of the distribu- 
tions, but that nobody had bothered to read them. 
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Mr. Coir. Yes. That is the substance of his testimony, as I recall 
it: yes, sir. 

Mr. Sraon. Thank you. sir. 

Mr. Coir (reading) : 

4. By use of leaseholds, FHA permitted promoters to gain additional “profits.” 


The Cuaiman. What do you mean by leaseholds / 

Mr. Cote. Senator, that was a procedure whereby certain sponsors 
of section 608 projects would purchase land and hold the title in a cor- 
poration owned by the sponsors. Then they would lease this land 
to the corpor: ation owned by them, also, on which to build the prop- 
erty. They would lease it, say, for 99 years. 

The land would be purchased at a given figure. It would be leased 
to the building sponsors, and to the owners of the building for 99 years 
at an inflated rental, thus providing quite a fat annuity for the owners 
of this leasehold land over the 99-year period. 

I don’t recall exact figures, but I can give you an Mustration of : 

case Where—if I may refer just a moment. 

The Cuamman. You may. 

Mr. Coir. I can get it more accurately. 

The Woodner case is one in point, although I may say that there are 
some in my judgment where the sponsors m: ade more money out of this 
leasehold arrangement than in the Woodner. 

The Cramman. We are interested in the pattern, and what vou 
mean by leasehold. 

Mr. Cone. The Woodners’ created an annuity for themselves in the 
form of a ground rent of $44,800 a year. 

The Cuamman. That is for how many years / 

Mr. Corr. For 99 years. Should the project go into default FHA 
has an option to purchase this land from the W oodners at $1,120,000, 
The public records show that Woodner, who is one of the sponsors 
of the Woodner project, entered into an agreement in 1949 to buy this 
land for $450,000, The FHA commitment was applied for in 1949. 

Ina number of instances the leased land augmented in value by the 
project development, has been turned into immediate cash when the 
promoter mortgaged it, and assigned the lease as additional collateral. 
In some cases, assuming no personal obligation to repay the borrowed 
money. 

The CHamman. Under a leasehold arrangement the Government, 
of course, would held the mortgage on this property, or, rather, guar- 
antee the mortgage—meaning if people do not pay the owners then 
come back to the Government for a check in full for the amount of the 
mortgage. Under the law you cannot repossess the building on a 
leasehold without the consent of a man holding the lease. 

Mr. Coir. That is right. 

The Cuamman. So if it goes into default, then the Government, of 
course, Cannot repossess, 

Did the Government in every instance enter into a contraet with 
the holder of the leasehold that in case they, the Government, had to 
repossess that they would have to pay the leaseholder a lot of money 
for the privilege of repossessing their own property, or what amounts 
to their own property / 

Mr. Corr. Yes, an inflated amount. 
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The CHairman. For example, a leasehold for 99 years, at a rental 
of $50,000 a year, and the Government had to repossess the building. 
They would have to pay the owner of that leasehold—haven't we 
are instances of where they might have to pay as much as $800,000 

$1 million, or more, before they ‘vy could repossess the building é 

"Mie Corr. That is correct, on land which may have cost the sponsor, 

say, $ 825,000 to $50,000 to $75,000, 

The Cuarrman. That system was prevalent in New York City / 

Mr. Coir. Yes. 

The Cuairman. I think in Baltimore and possibly somewhat in 
Philadelphia. 

Mr. Coir. Yes. 

The CiatrMan. How many cases have you found here in Chicago 
of leasehold ¢ 

Mr. Core. Mr. Chairman, I personally know of none. ‘That doesn’t 
mean there aren't any. I am not familiar with the specific details of 
the matter. 

The CuairmMan. Does anyone have any records on leaseholds in 
Chicago ¢ 

Mr. Simon. There are two, Mr. Chairman. 

The Cuarrman. Only two here in Chicago. In other words, it was 
not prevalent here in Chicago. 

Mr. Simon. That is correct. 

Mr. Cor (reading) : 

FHA failed to act when action was necessary to protect its own interests on 
defauited mortgages. 


6. Despite the extreme significance of its estimates of cost in the operation of 
the section 608 program, FHA allowed its cost estimating system to break down. 


7. FHA’‘s appraisal of land in the section GOS program was equally deficient. 
S. FHA abandoned its established plan of minimum architectural require- 


ments in the face of the pressures on the section 608 program. 

Parenthetically, may I say that occasionally an architect’s fee was 
included in the sponsor's statement of expenses, and while it was in- 
cluded asa part of the estimate, the architect was either never hired or 
the fee was much less than that shown in the estimate, and the proposal 
by the sponsor. 


It approved applications based on incomplete and sketchy plans and specifica- 
tions. This led to approval of projects that were inadequately designed. FHLA’s 
inspection Was inadequate to determine whether a builder was actually putting 
into a project the quality of materials, equipment, and workmanship upon which 
the insurance commitment had been based. 

Ill. Abuses similar to those in section 608 were also found in the cooperative 
housing program under section 213. In addition, FHA officials permitted the 
program to be exploited by builder-sponsors so that the cooperative Character of 
the enterprises was largely fictitious. 

IV. Some of the abuses found in section 60S were also found in the so-called 
Wherry Act program for military housing mortgage insurance under section 
VILL of the National Housing Act. 

V. FHA failed to enforce law that not less than prevailing wages should be 
paid to construction workers on rental projects. Because of this construction 
workers on FHA-insured rental projects have been underpaid by millions of 
dollars. 

VI. FHA has permitted insurance of large-scale rental projects under section 
205 which was designed for sales housing. In this way builders were permitted 
to avoid the requirements for the payment of prevailing Wages, and also the 
control of rents, capital structure, and related matters. While not against the 
law, the use of section 203 for large-scale rental housing seems to circumvent 
congressional intent, 
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VII. 1. FHA failed to stop the wholesale victimization of home owners by 
salesmen and dealers who abused the credit facilities afforded to them by the 
title I property improvement loan program. These abuses included the following 
high pressure and fraudulent selling technicques: 

(a) Model homes. 

(bv) Cost rebates. 

(c) Fake completion certificates. 

(d) False credit applications. 

2. FHA perverted the property improvement loan program by its failure to 
restrict the program to essential home repairs and improvements. FHA per- 
mitted loans on luxury items and those peculiarly susceptible to abuse. These 
included barbecue pits, patios, tennis courts, swimming pools, and television 
antennas. 

That, Mr. Chairman, is the summary of Mr. McKenna’s findings 
as Investigator. 

Again, may I in conclusion, with respect to that, pay a compliment 
to Mr. McKenna for his high regard for his duty, his objectivity, his 
fairness, and I believe this can be said without qualification: That 
facts which he has presented to our committee, and in this investiga- 
tion, have been not controverted. In other words, the facts presented 
by his investigation have been borne out as being true. 

The CyHarrman. Mr. Cole, you handed us this morning a list of 
what you term as— 
projects listed alphabetically by States, section 608 projects, of which FHA- 
insured mortgage loans exceeded costs, projects reviewed but not covered in 
report of June 4, 1954. 


I want to ask you, on page 2 of that report, you list Brookside 
Gardens, Inc., of Summerville, N. J.,in which you said: 

Paid-in capital stock, $30; mortgage loan, $3,018,500, reported cost of project, 
$2,642,900; a windfall of $375,600, and the amount of distribution of windfall, 
$626,000. 

Are you saying that these people got a $3 million mortgage; they 
had distribution of windfall of $626,000 on a $30 investment ? 

Mr. Coir. Mr. Chairman, I am saying to you that this is what the 
records disclosed ; that they had paid-in capital stock to that amount, 
and received that amount. 

The CuairmMan. On page 3 we find the Hill Development Co. of 
Bayside, N. Y., and the Springfield Development Co., of Bayside, 
N. Y., with the same owners, again with paid-in capital on these 2 
projects, each of $30, in which on one of them they made a distribution 
of windfall of $167,000, and on another one of $457,000, and the two 
mortgages in this amount amounted to about $6 million on $30 paid-in 
capital, or $6)—$30 each. 

Mr. Cote. That is what the records show. 

The CuairMan. The records show that ? 

Mr. Ccir. Yes. 

The CuHairmMan. That is almost unbelievable, isn’t it ? 

Mr. Corr. It isto me. certainly. Quite an operation. 

The Cuatrman. How possibly could an official approve a project, 
of nearly $10 million, with a paid-in capital in the 3 corporations 
of $90 from which they have taken out in distribution of windfalls 
$627,000, $167,000, and $457,000, or taken out more than a million 
dollars 





Mr. Stuon. One million and a quarter. 
The Cuatrman. A million and a quarter dollars on a $90 invest- 
ment. Are you certain of the figures? 
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Mr. Core. Mr. Chairman, this is the record of this corporation, 
developed by these investigators. I may say to you that, as L said 
a moment ago, the investigators’ records, their report of facts, have 
been shown to be accurate. My judgment is this is an accurate 
representation of the record. 

The Cuamman. I might say this committee uncovered windfalls 
where the investment was as little as $100 and $300, but we have never 
uncovered anything yet where it went down as low as $30. That is 
why I am wondering. 

Here is another one of $1,500, Franklin Terrace Corp., Flushing, 
N. Y., where the paid-in capital stock was $1,500. They got a $1 
million mortgage and took out $272,382 in windfall profit on a $1,500 
Investment. 

There are many of them. 

Here is one of $800—Country Club Homes Addition, Inc., Raleigh, 
N. C., in which the paid-in capital stock was $300, the mortgage, 
$790,000, and the windfall profit was $114,356, on a 3.00) investment. 

Without objection, we will make a part of the record this project 
listed alphabetically by States of section 608 projects in which FHA- 
insured mortgage loans exceeded costs, projects reviewed but not 
covered in report of June 4, 1954. 

‘The Cramman. Let me say this, Mr. Cole: Is this the first time 
this list has been released to this committee, or to the press ¢ 

Mr. Coir, That is correct. 

‘The Cuarrman. And it is subject, of course, now to being released, 
and to be given to the newspapers ¢ 

Mr. Coir. Yes. 

The Crairman. And this is a report that is based upon the audit, 
and by your committee / 

Mr. Coie. That is correct. 

The Cuairman. Working, | presume, with the Internal Revenue 
Service and other departments of the Government ¢ 

Mr. Corr. Yes. 

The Cramman. And this is part of the 1,500 and some projects 
that you were ti Uking about in your statement ? 

Mr. Core. That is right. 

Mr. Simon. Mr. (¢ ‘ole, I have one question I would like to ask: 

Is this a fair statement, that when an inflated mortgage was issued 
to a builder it nec cessarily « ‘arried with it the opportunity for the 
builder to charge the tenant a higher rent than should have been 
carried with that property had the regulations been followed ¢ 

Mr. Coie. Yes; that is correct. 

Mr. Srwon. And the tenant, I take it, is required to pay that 
higher rent only so long as we have a shortage of apartments, and 
he has no alternative place to move; is that a reasonable assumption @ 

Mr. Coir. I think so. 

Mr. Simon. When the day comes, which we hope won't be too dis- 
tant, where a tenant has an opportunity to choose between the apart- 
ments he wants to live in, is it reasonable to assume that he will find 
lower rents in apartments that do not have to carry a watered, or 
inflated mortgage, or that competition among landlords will deny the 
owner of a building with an inflated mortgage the opportunity to 
charge a rent based on the carrying charges required by an inflated 
mortgage ? 

50690—54—pt. 3 
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Mr. Cote. Yes; that is very possible. 

Mr. Simon. When that d: iy comes is it more than likely that a good 
many of these properties which require the income of excessive rents 
to carry the inflated mortgages, will be unable to carry themselves and 
may default ? 

Mr. Coir. I think so, without question. 

Mr. Simon. Then the conclusion, if it is fair to say, that in these 
properties with inflated mortgages, either the tenant must pay an in- 
flated rent to pay the mortgage, or the property will default and the 
Government will have to take it over? 

Mr. Core. That is true, assuming that the market does arrive at the 
condition which you express, and under our system of competitive op- 
erations, free enterprise, We assume that people will continue to build, 
and that the comparable rents will possibly change. 

Mr. Simon. And in all the cases we are talking about the builder 
has already taken out far more than his total investment, so that he has 
no investment in the property ? 

Mr. Coir. Yes. The cases which we are talking about, that is true. 

Again, Mr. Simon, in all fairness, as I said in the beginning, some 
of these 7,000 are not, may not be in that category. 

Mr. Srmon. That is right. We are talking only about cases with 
inflated mortgages. 

Mr. Core. ‘That is right. 

Mr. Simon. In those cases the builder has no risk and the risk will 
be borne either by the tenant or the Government ? 

Mr. Core. That is right. 

I think also in fairness I must say this: There are same cases where 
there were builders who were what are known as efficient builders, who 
were able to build their property at less than the estimated costs. 
Those are not the type of builders, however, that I was discussing here 
when I said that the section 608 ‘windfalls ‘ame about by reason of, 
(1) gross negligence, FHA being responsible through gross negli- 
gence, or (2) through misrepresentation. It makes a lot of difference. 
even without the misrepresentation or even without the gross negli- 
gence, vet the tenant would pay more money on any amount of wind- 
fall, whether it is legal or illegal. 

Mr. Stuon. Of course, you ‘know when C ongress passed the Housing 
Act in 1942 it prov ided the mortgage merely “could not exceed 90 per- 
cent of the commissioner's estimated cost. 

Mr. Core. That is right. 

Mr. Simon. But in 1947 the Congress, as you know, amended the law 
to provide that the commissioner’s estimate of cost should be as close 
as possible to the actual cost of efficient builders. 

Mr. Ccrr. That is true. 

Mr. Stuon. As far as you know, did FHA pay any attention to that 
amendment of the act / 

Mr. Corr. Apparently not. I see no evidence of any real effort, 
determined effort, to follow that procedure. 

May I quote Mr. McKenna’s statement here, which I think is 
important in that regard. 

On page 5 of his report, the last paragraph: 


The story of the corruption of FHA’s postwar apurtment construction pro- 
gram from 1946 to 1550, is largely the story of the reign of Clyde L. Powell. 
Lesser ligares, such as the Grace brothers in New York, and relatively minor 
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contributors around the country, merely capitalized on the immunity that flows 
from the vulnerability of top command. 

I think, Mr. McKenna has pinpointed the important thing with 
respect to ‘this i mv estigation in that sentence. 

The Cuaimman. This list that you handed us, that I hold in my 
hand, of section 608 projects—you went through 7,000 of them in 
the U nited States, and you talk in your statement ae 1,500 some 
of them, in which there has been millions of dollars mortgaged out— 
who was the man in Washington completely 100 percent in charge of 
this depar tment ? 

Mr. Cote. Mr. Powell. 

The CHairman. Who was the man that could say “Yes” or “No?” 

Mr. Coir. Clyde L. Powell. 

The CHamman. Is that the same Mr. Powell that twice has refused 
to testify before this committee, has hidden behind the fifth amend- 
ment / 

Mr. Corr. That is correct. 

The Cuamman. Thank you, Mr. Cole, unless there are further ques- 
tiois. We appreciate very much your giving us this report today, 
and coming out here. 

If you will stand by we might have some more questions a little 
later, if you will, please. We appreciate your cooperation. You have 
done a fine job. 

Mr. Coie. Thank you very much. 

The Cuamman. So has your staff, and we know that you are anx- 
ious to clean this whole matter up, as everybody is. 

1 think we ought to say this, and I know you would like to have 
us say this: That not all of the people connected with this business, 
of course, have dealt in irregularities. 

Mr. Cour. I think it is important that you say it, and I say it. It 
is true. 

The Cuamman. By far the great majority of them have been good 
honest fellows. 

Mr. Corr. Absolutely, and I believe FHA is a very important Gov- 
ernment facility of America to help the people of America obtain 
good housing. 

The CHarrmMan. The next witness is Mr. Frederick A. Van Pat- 
ten, of the Mayflower Corp., Norfolk, Va., former assistant FHA com- 
missioner, zone II. 

Mr. Van Patten, will you please be sworn ¢ 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God? 


TESTIMONY OF FREDERICK A. VAN PATTEN, MAYFLOWER 
APARTMENTS, NORFOLK, VA. 


Mr. Van Patten. I do. 

The Cuamman. Thank you, sir. 

The CuarrmMan. Will you be seated and give the reporter your full 
name and address. 

Mr. Vaw Parren. Frederick Alfred Van Patten, Virginia Beach, 
Va. 

Mr. Simon. Mr. Van Patten, were you formerly employed by the 


Federal Housing Administration 
Mr. Van Parrten. I was. 
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Mr. Srwon. During what period of time ? 

Mr. Van Parren. From February 1938 to June 30, 1948. 

Mr. Stuon. What was your position on June 30, 1948 ? 

Mr. Van Parren. I was zone commissioner of zone IT. 

Mr. Simon. What area did zone IT embrace 4 

Mr. Van Parren. Zone I] embraced Virginia, Kentucky, Tennessee, 
Oklahoma, including Texas, and all of the States bordering the 
Atlantic seaboard, including Puerto Rico. 

I think there were approximately 13 States. 

Mr. Simon. Roughly, the southeast quarter of the United States? 

Mr. Van Parren. That is correct. 

Mr. Simon. As zone commissioner you were the immediate superior 
of the State director for each of those States, and immedi: itely under 
the assistant commissioner in Washington ? 

Mr. Van Parren. That is correct. 

Mr. Stuon. How long were you zone commissioner for zone II? 

Mr. Van Parren. I was first zone commissioner in zone III, which 
as I recall was from January 1944, and I perhaps went in zone II the 
latter part of 1944, or it could have been part of 1945. 

Mr. Simon. And you were zone commissioner of zone II, then, from 
that period until you resigned on June 30, 1948 ¢ 

Mr. Van Parren. That is correct. 

Mr. Simon. And the following day, which I believe was July 1, 
1948, did you become associated with W. Taylor Johnson, with a view 
to constructing the Mayflower Apartments / 

Mr. Van Parren. I was associated with W. Taylor Johnson on July 
1, 1948. But at that time it was the purpose of promoting and 
de ‘veloping some housing, but we did not at that time have the May- 
flower in mind, due to the fact that section 608 legislation had expired 
on June 30. 

Mr. Simon. Now, you did go to work for W. Taylor Johnson on 
July 1¢ 

Mr. Van Parren. That is right. 

Mr. Simon. I hold in my hand a contract between yourself and 
Mr. Johnson, which relates to the construction of a rental housing 
project under section 608, and the typewritten agreement says: “This 
agreement made this first day of July, 1948, by and between”—J ohnson 
and yourself ¢ 

Mr. Van Patren. That is true. 

Mr. Simon. Then in pen and ink the word “July” is crossed out and 
the word “September” is written” ¢ 

Mr. Van Parren. That is correct. 

Mr. Simon. Does that mean that you originally made the deal in 
July, but it was held up pending seeing what happened to section 608 7 

Mr. Van Parren. No. That agreement was drawn some time in 
January or February of 1949. It was backdated to September 1. 
At. the time I went to work with Taylor Johnson I was to receive a 
salary of $1,000 a month, but in consideration for me getting 48 percent 
of the stock of the Mayflower C orp., he wanted to recover the salary 
that he had paid me, and put it in the form of an advance. That is 
the reason that the contract was dated September 1. 

Mr. Simon. Then your actual ultimate contract with Taylor John- 
son was that you were to receive without the payment of any cash com- 
pensation 48 percent of the stock in the company 4 
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Mr. Van Pavren. That is right. 

Mr. Semon, And a drawing account of $1,000 a month, beginning 
July 1, 19484 

Mr. Van Parren. September 1, 1948. 

Mr. Simon. September 1, 1948 / 

Mr. Van Parren. That is right. 

Mr. Simon. You received nothing for July and August ¢ 

Mr. Vaw Parren. Yes, he paid me $1,000. 

Mr. Simon. Then you did receive $1,000 ¢ 

Mr. Van Parren. That is right, which went as salary for perform- 
ing personal work for him. 

Mr. Simon. Now, how many applications were filed with FHA for 
au mortgage commitment on the Mayflower Apartments? Do you 
recall whether it was some 7 or 8 applications that had to be filed 
before you got the commitment ¢ 

Mr. Van Parren. No, 1 don’t think so. 

Mr. Simon. How many were there? 

Mr. Van Parren. | think on our first application we received a 
commitment, That commitment was revised on several occasions, due 
to the fact that the original application, we only owned half of the 
property, which we later acquired the other half of the block. Then 
the original application called for a 14-story building. Each of these 
changes caused a revision in the application. 

Mr. Simon. How big was the final commitment that you got from 
FHA? 

Mr. Van Parren. The final commitment, as I recall, was around 
$2,575,000, 

Mr. Simon. Were there two commitments ¢ 

Mr. Van Parren. There was an increase in the final commitment. 

Mr. Srwon. Didn't you finally get, Mr. Van Patten, about $5 mil- 
lion of FHA-insured mortgages / 

Mr. Van Patren. Oh, no, indeed. 

Mr. Simon. Do you have your balance sheet there / 

Mr. Van Parren. No; I don’t. The final mortgage, including the 
increase, as I recall was $2,575,000, It was a few-odd-hundred dollars 
in there. 

Mr. SIMON. You personally handled all the negotiations with FHA ? 
Mr. Van Parren. Through the First Mortgage Corp. in Richmond. 
Mr. dl When was the project completed ? 

Mr. Van Parren. As I recall, it was probably some time in March 
April 1951. 

Mr. Simon. 1951? 

Mr. Van Patren. 1951. 

Mr. Simon. At the completion of the project did you and Mr. 
Johnson give a party to celebrate its completion ? 

Mr. Van Parren. That is right. 

Mr. Stmon. Do you recall the date of that? 

Mr. Van Parten. Well, now, that party was when the buildings 
were substantially completed, and that was at a cornerstone laying. 

Mr. Stmon. Cornerstone laying? 

Mr. Van Parren. That is right. That was on August 19, 1950. 

Mr. Simon. August 19, 1950, was the date of the party? 

Mr. Van Parren. ‘That is right. 

Mr. Stuon. Do you recall what day of the week it was? 


or 
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Mr. Van Parren. It was ona Friday. 

Mr. Sraon. Was Clyde Powell one of the guests at the party ? 

Mr. Van Parren. That is correct. 

Mr. Stuon. What time did the party start ? 

Mr. Van Parren. Well, the cornerstone laying was, as I recall, at 
noon. 

Mr. Sturon. That is Friday noon? 

Mr. Van Parren. Friday noon. 

Mr. Stwon. Was there a luncheon after the cornerstone laying ? 

Mr. Van Parvren. That is right, which was probably approximately 
2 o'clock in the afternoon at the Cavalier Beach Club. 

Mr. Stwon. The luncheon was at the Cavalier Beach Club? 

Mr. Van Parren. That is right. 

Mr. Sraron. And what time did the luncheon meeting break up ? 

Mr. Van Parren. I think the luncheon meeting probably broke up 
sometime between 4 and 6 o’clock that afternoon. It may have been 
earlier. 

Mr. Srmron. And from 2 o’clock, when the luncheon meeting started, 
until it broke up, as you say between 4 and 6 o’clock, was there drinking 
going on? 

Mr. Van Parren. There was some drinking at the luncheon, but not 
to any great extent. 

Mr. Simon. Was there a dinner party that evening? 

Mr. Van Parren. As T recall, I had dinner at Taylor Johnson’s 
house that evening, and Clyde Powell was there. 

Mr. Sraon. Tle was a dinner guest ? 

Mr. Van Parren. That is right; there was some drinking prior to 
dinner. 

Mr. Simon. There was some drinking? 

Mr. Van Parren. In his home. 

Mr. Strwon. At whose home? 

Mr. Van Parren. At Mr. Johnson’s home. 

Mr. Sraon. What time was the dinner party? 

Mr. Vaw Parren. I would say we sat down to eat probably 8:30 or 
9 o’clock that evening. 

Mr. Stuon. How long did the dinner party last ? 

Mr. Van Patren. Until we left there to go to the Dunes Club, which 
was probably 11:30 or 12 o’clock that evening. 

Mr. Simon. From 2 o’clock when the luncheon meeting started until 
11:30 or 12 o’clock when you left to go to the Dunes Club, had Mr. 
Powell had any substantial amount to drink ? 

Mr. Van Parren. I wouldn’t say that Clyde Powell had too much 
to drink. 

Mr. Stmon. What is your yardstick of too much? 

Mr. Van Parren. Well, of course, there are different individuals, 
you know. One can drink more than the other, but Clyde didn’t ap- 
pear to me that he had had too much to drink at that time. 

Mr. Stuon. What is your best estimate of how many drinks he had 
that day ? 

Mr. Van Parren. I would say probably 4or5. It was over a period 
of time. 

Mr. Stuon. What time did you get to the Dunes Club? 

The CuHarrman. What is the Dunes Club? 
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. Mr. Van Parren. The Dunes Club is a night club at Virginia 
Beach. 
The Cuarrman. A night club? 
a Mr. Van Patren. Yes. 

The Cuairman. It isa gambling hcuse, isn’t it ? 

: Mr. Van Parren. Of course gambling in Virginia is not legal. 

Mr. Srmon. Whether legal or not, the Dunes Club was a gambling 
house, wasn’t it ? 

Mr. Van Parren. That isright. It was running wide open. 

Mr. Srmon. Asa gambling house ? 

Mr. VAN Patten. That is right. 

Mr. Stmon. You and Clyde Powell and Taylor Johnson arrived 
there at what time? 

Mr. Van Parren. I would say around 11:30 or 12 o’clock that 
evening. . 

Mr. Simon. Just the three of you in your party ? 

Mr. Van Patren. Just the three of us. 

Mr.S mon. How long did you stay there? 

Mr. Van Partrten. I got home the next morning about 8: 30. 

Mr. Simon. What time did the three of you leave the Dunes Club? 

Mr. Van Parren. Between 8 and 8:30. We did not leave there 
together. 

Mr. Simon. Who was the first to leave? 

Mr. Van Patren. I am not able to say because I have been thinking 
it over and trying to refresh my memory since the private hearings 
that we had in Washington, and, as I recall, Taylor Johnson called 
his home and asked that they send a car over 

The CuAmman. This is 8:30 in the morning? 

. Mr. Van Parren. This is between 8 and 8:30 in the morning. 
‘ The CHarman. You were there all night? 
Mr. Van Parren. That is right. 
The CHirrman. From 12 o’clock until 8: 30 in the morning ? 
Mr. Van Patren. Yes. 
The CuHamman. My God, weren’t you exhausted? 
‘ Mr. Van Parren. I went to bed as soon as I got home. 
The CHarrman. Was that a common practice for you and Mr. 
Powell to do that as FHA employees? 
Mr. Van Parren. No. I was not an employee, Senator. 
‘Vhe CHamrMan. You were a former employee. 
Mr. Van Parren. That is right. 
Mr. Stwron. Were you all three there until roughly 8 or 8: 30? 
Mr. Van Patren. That is correct. 
i> Mr. Srmon. During that period of time what did Mr. Powell do? 
Mr. Van Partren. Well, Mr. Powell spent most of his time at the 
* crap table. In fact, I would say 100 percent of his time at the crap 
table. 
Mr. Strmon. When he first approached the crap table did he take 
out of his pocket a roll of bills? 
q Mr. Van Patten. Yes; he did. 
‘ Mr. Srmon. Will you describe that roll of bills to the committee, 
please ? 
Mr. Van Patten. Well, when we arrived, there were probably 15 
or 20 people in the gameroom, and I was standing by Clyde Powell 
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when he made his first bet, and I had noticed that he had a roll of 
money. 

Mr. Sraon. What denominations were the bills in the roll? 

Mr. Van Parren. The ones that I saw were all $100 and $50 bills. 

Mr. Simon. What is your best recollection as to the amount of money 
in the roll? 

Mr. Van Partren. I have estimated on several occasions that. it 
could not have been Jess than $2,000. It could have been more. 

Mr. Stuon. Now, Mr. Powell played craps from midnight until 
roughly 8 inthe morning / 

Mr. Van Parren. That is correct. 

Mr. Simon. Do you know whether he won or lost 

Mr. Vaw Parren. He lost. 

Mr. Simon. Do you know how long it took him to lose the roll you 
have just described ¢ 

Mr. Van Parren. No. I don't recall how long it took him, but I] 
do recall that when he lost all the money he had on his person there 
were just the three of us in the gameroom, and T remember the princi- 
pal gambler there going over to Taylor Johnson and asking Taylor if 
he would guarantee his credit, which Taylor said “Yes, I will guar: 
antee it up to $3,000.” 

Mr. Simon. Now, do you have any recollection of what time that 
was / 

Mr. Van Patrren. Well, the other guest, 1 would say, left around 2 
o'clock, so it was some time between 2 and 8 in the morning. 

Mr. Staon. Do you have any recollection whether it was 2:30 or 
7:30! : 

Mr. Van Parren. I just couldn't say. It was early hours of the 
morning. 

Mr. Simon. Was there drinking going on at the gambling house, 
also ¢ 

Mr. Vaw Parren. Yes, but I don’t recall seeing Clyde Powell take 
a drink in the gambling house. I think that he was too busy, too much 
occupied shooting er: aps to take a drink. 

Mr. Stwon. As IT understand it, Mr. Taylor Johnson played rou- 
lette; isthat right ? 

Mr. Van Parren. He played roulette, he would walk over to the 
crap table, watch Clyde Powell shoot, and vice versa. I did the same 
thing. 

Mr. Stuon. At 8 or 8:30 the three of you left the gambling house ; 
is that right ? 

Mr. Van Patrren. That is right. 

Mr. Srmon. You went to your home? 

Mr. Van Patren. That is right. 

Mr. Sruon. Where did Clyde Powell go? 

Mr. Van Patren. Clyde Powell went home with Taylor Johnson. 

Mr. Sruon. Do you know whether when they got to T avlor John- 
son’s house they went down to the basement because they had had so 
much to drink Taylor Johnson didn’t want either one of them to go 
upstairs? 

Mr. Van Parren. I don’t know whether that was the case or not. 
I think that Taylor’s usual place of entertaining was in the gaine- 
room at his home. 

Mr. Simon. Even at 9 o'clock in the morning ? 








a roll of 
850 bills. 
of money 
s that it 


re. 
eht until 


» roll you 
im, but I 
son there 
1e princi- 
Taylor if 
vill guar: 
time that 
around 2 
; 2-30 or 
rs of the 


ig house, 


well take 
too much 


vyed rou- 


er to the 
the same 


ig house ; 


Johnson. 
lor John- 
id had so 


em to go 


seoor not. 
he gaine- 





FHA INVESTIGATION 2121 

Mr. Van Parren. Yes. Johnson has quite a family of young chil- 
dren, and I think they would probably be less conspicuous in the base- 
ment rather than being up in the formal part of the house. 

Mr. Simon. If he had a guest for breakfast at 8 or 9 o'clock in the 
morning why should ne want to avoid being conspicuous 4 

Mr. Van Parren. I don’t know that he had breakfast at 8 or 9 
o clock in the morning ? 

Mr. Simon. When did you come back to the house / 

Mr. Van Parren. [received a phone call about 4: 30. 

Mr. Simon. About 4:30 Saturday afternoon ¢ 

Mr. Van Parren. Saturday afternoon. I was in bed asleep. My 
wife came and called me and said, “Taylor wants you on the tele- 
phone.” So I got up and answered the telephone and Taylor said 
that “Piggy? "he calls me “Piggy,” he says, “Come over here and 
get this s. o. b. of Clyde Powell and get him out of my house.” He 
said, “I never want to see him again, "He said, “Tod: iv he asked me 
to give him $38,000." He said, “He would not accept my check,” and 
he said, “I had to send my yard boy down to the bank and get the cash 
to give it to him.” 

Of course, that was the telephone conversation that Taylor John- 
son gave me. 

Mr. Simon. Did you go over to the house after that 

Mr. Van Patten, Oh, yes. I got up, got dressed, went over. 

Mv. Semon. Where were they when you got there ? 

Mr. Van Patren. When I got there Taylor met me by his front 
gate, and we went into the gameroom. Clyde Powell was sitting 
there at the table with his hand up to his head, asleep, with ham and 
eggs in front of him, which I assume was his breakfast, so T know he 
didn’t eat his breakfast. say, at 9 o’clock in the morning like you first 
suggested. 

Mr. Simon. This was 4:30 in the afternoon é 

Mr. Van Parven. That was 4:30 in the afternoon, or shortly there- 
after. 

Mr. Simon. Did he wake up after you got there ? 

Mr. Van Parren. Yes: a few minutes later he did. 
how long he had been asleep. 

Mr. Simon. Did you 

The CHamman. Was he asleep with his clothes on ¢ 

Mr. Van Parren. He had his coat off and his hand up to his face. 

The Ciamman. Generally speaking, he was dressed / 

Mr. Van Parren. That is right. 

The Cuairmman. That was 4:30 in the afternoon, and he had ar- 
rived at the Johnson home at 9:30 and was still there at 4:30 / 

Mr. Van Parren. That is right. 

The CHaiman. Was this a working day ? 

Mr. Van Parren. A Saturday. 

Mr. Simon. Did you have any conversation with Taylor Johnson 
when you got to his home? You said a moment ago he met you at the 
gate. 

Mr. Van Parren. That is right. 

Mr. Simon. What was the conversation ¢ 

Mr. Van Parren. Apparently it was “Come over here and get. this 
s. 0. b., get him away from here.” 

Mr. Suwon. Was there any more conversation ? 


T don't know 
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Mr. Van Parren. None that I recall. 

Mr. Srmon. Did he say anything about the $3,000? 

Mr. Van Patren. No; no mention was ever made of that, at that 
time. 

Mr. Sumon. What happened? Did Clyde Powell go? 

Mr. Van Parren. Clyde, in a little while, got himself together. 

The CHarrMan. Got himself together ? 

Mr. Van Parren. That is right, and I carried him over to the 
Princess Anne Club. 

The CuairmMan. Carried him, you say ? 

Mr. Van Parren. Well, in my automobile. I didn’t have to lift him 
bodily. 

The CuatrMan. You don’t mean physically ? 

Mr. Van Parren. No. 

The Cuairman. You drove him over in your car? 

Mr. Van Parren. That is right, and I carried him around through 
a rear entrance to get him in. 

The CuarrMan. In your home? 

Mr. Van Patren. No; at the Princess Anne Club. 

The Cuarrman, Is that a gambling club? 

Mr. Van Partren. No; a private club. 

Mr. Simon. Why did you take him in the rear entrance? 

Mr. Van Parren. I was a little embarrassed to carry him in an 
entrance where I knew a lot of people. 

The CHarrMan. Was he drunk at the time? Would he walk? 

Mr. Van Patren. Yes; he would walk. 

The Cuairman. Did he stagger? 

Mr. Van Partren. No; he was just in such a shabby-looking 
condition. 

The Cuarrman. He looked like he had been up all night? 

Mr. Van Parren. That is right. 

Mr. Stmon. This $3,000 he got from Mr. Johnson, was that to pay 
the gamblers? 

Mr. Van Parren. I don’t know. 

Mr. Simon. Do you know whether he did pay it to the gamblers? 

Mr. Van Patten. On the following Monday, the gamblers came 
to see me at the office. They said they had not talked to Taylor, but 
wanted to know how they were going to get their money. 

Mr. Stmon. What money? 

Mr. Van Patren. That was one by the name of Ferguson. 

The Cuatrman. The man that talked to you; his name was 
Ferguson ¢ 

Mr. Van Patren. That is right. 

Mr. Sion. What was the other man’s name? 

Mr. Van Parren. The other man was called Andrews. 

Mr. Simon. Do you know their first names ? 

Mr. Van Patren. Ferguson, we call him “Spot” Ferguson. I never 
did know his real name. 

Mr. Siaon. What was Andrews’ first name? 

Mr. Van Patten. Carl. 

Mr. Simon. Were they the operators of the gambling house? 

Mr. Van Patren. They were operators of the gambling house. 

Mr. Srwon. What was the conversation on Monday morning? 
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Mr. Van Parren. They wanted to know how they could get in 
touch with this fellow that was over at the gambling house on Fri- 
day night, and owed them $3,000, and I told them as to how they 

could locate them—his name and how they could locate him. 

The CuHatrMan. Were they talking about Mr. Powell ? 

Mr. Van Parren. They were t talking about Mr. Powell. 

Mr. Srwon. Did they tell you that C lyde Powell owed them $3,000 
for gambling losses ¢ 

Mr. \ VAN Patten. Oh, yes. 

Mr. Suwon. And had lie paid them the $3,000 he got from Taylor 
Johnson ? 

Mr. Van Parren. At that time, on Monday, so the gamblers said, 
he had not paid it, and I know for several weeks after that, they 
would call me from time to time, telling me about their conversation 
that they had had with Clyde Powell. I do recall that in one of these 
conversations that they said, at least Andrews said, that he had made 
a trip to Washington, had talked to Clyde Powell, and Clyde Powell 
tried to get him to compromise on the $3,000, which he had refused 
to do. 

Some time after that I was in Washington, and by accident I met 
Carl Andrews in the airport, while waiting for a plane to go back 
to Norfolk, and he told me that he had met Clyde Powell that day 
at the Ambassador Hotel. They had lunch together, and Clyde 
Powell paid him the $3,000 that he owed. 

Mr. Simon. How long after the night of August 19 was this? 

Mr. Van Parren. I am not sure, but to the best of my knowledge 
it was probably 3 weeks. 

Mr. Simon. Going back to Saturday, August 20, the $3,000 that 
Taylor Johnson said he gave Clyde Powell, was that through cash- 
ing a personal check of T aylor Johnson? 

Mr. Van Parren. That is correct. 

Mr. Simon. The following Monday did Taylor Johnson draw a 
check on the apartment project to reimburse himself for that $3,000? 

Mr. Van Parren. He did. 

Mr. Srmon. And in the books of the apartment project how did 
that $3,000 show up ? 

Mr. Van Parren. That was carried either as broker’s fee or as a 
financing. It was charged to the financing account. 

Mr. Simon. Char ged to the financing of the mortgage ? 

Mr. Van Patren “That i is right, the finance account. 

The CHAIRMAN. Tt increased the cost of the mortgage by $3,000? 

Mr. Van Parren. In other words, the cost to obtain the mort- 
gage— 

The CHarrmMan. Would be $3,000 greater ? 

Mr. Van Parren. That is right. 

The Cuamman. Asa result of this gambling debt ? 

Mr. Van Parren. Yes. It is one thing that I would like to 
say 

Mr. Sruon. Did you and Mr. Johnson consider this $3,000 as one of 
the costs of obtaining the mortgage? 

Mr. Van Parren. I never did; no, sir. 

Mr. Stuon. Do you know whether Mr. Johnson did? 

Mr. Van Parren. Why, I think he must have. Now, it is one thing 
that is going through my mind about that $3,000 that Johnson said 
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that Clyde Powell asked him for $3,000. Now, knowing Johnson 
as I do, I wouldn’t put it beyond him, say, the next morning at his 
home, that he wouldn't say “Clyde, I want to pay your gambling debt. 
I will give you the money to pay your gambling debt,” but, on the ‘7 
other hand, he told me that Clyde asked for it, which leaves me to be- 
lieve that it would be his justific ation to charge it to the apartment ° 
job. I don't know. That is just a conclusion I have come to. 
Mr. Simon. Regardless of whether Clyde asked him for it or he 
olfered it 
Mr. Van Parren. He got the $3,000. . 
Mr. Simon. Which you don’t know because you weren't there, Clyde 
did get the $3,000, and it was charged to the construction job 4 
Mr. Van Parren. That is right. 
Mr. Simon. Do you know how close the total costs of this project 
were to the amount of the mortgage ? 
Mr. Vaw Parren. As I recall, when we completed the project, we 
were approximately $70,000 short of paying off all costs. 
Mr. Simon. Do you have the financial report ¢ 
Mr. Van Parren. No; I don't. 
Mr. Stuon. Mr. Johnson testified, with the financial reports, that 
— you completed the costs were just $3,500 more than the mort- 
vage, including the $3,000 that Clyde Powell got. 
Mr. Vaw Parren. $3,500 4 
Mr. Simon. Yes. 
The CiratrMan. You understand we have listened to Mr. Johnson 
in executive session, and will hear him in public session in Washing- 
ton the first week in October. 
Mr. Van Parren. I have had a complete audit made of the May- 
flower, and my auditors have gotten up those figures. . 
Mr. Summon. Do you have them with you? ° 
Mr. Van Parren. No: I don’t. Iam sorry. 
Mr. Simon. Was it in connection with that audit that you found 
that this $3,000 had been charged to financing expense / 
Mr. Van Parren. That is correct. 
Mr. Simon. Prior to that time you didn’t know about it; is that ee 
correct 4 
Mr. Van Parren. That is correct. 
Mr. Simon. Do I understand correctly that you had that audit 
made because you and Mr, Johnson had reached some disagreement ¢ 
Mr. Van Parren. Well, it was just a question of a majority stock- 
holder trying to freeze out a minority stockholder. In fact, he didn't 
recognize my 48-percent interest in the corporation. 
Mr. Simon. You owned 48 percent of the stock and he owned 52 fe 
percent ¢ 
Mr. Van Parren. That is correct. . 


The Cuammanx. How much cash did you pay for 48 percent of the 
stock ? 
Mr. Van Pariren. My stock cost me S960, 
The Ciarmman. How much was the mortgage on the project / 
Mr. Van Parren. The total mortgage was 82,575,000. 3 
The Cuatrman. In other words, you own 48 percent of $2,575,000, 
for which vou paid $960 ¢ 
Mr. Van Parren. That is right. Our total paid-in capital was 
S2.000. 





Mson 
it his 
debt. 
n the 
‘0 be- 
ment 


or he 
Clyde 
roject 


Tt, we 


. that 
mort- 


Wson 
hing- 


May- 


Found 


; that 


audit 
nent / 
stock- 
lidn't 


ed 52 


of the 


5.000, 


] was 


t 


FHA INVESTIGATION 212: 


os 


The Cuamman. Your total paid-in capital was $2,000 on a $214 
million project ¢ 

Mr. Van Parten. That is right. 

Mr. Simon. When you and Johnson had a disagreement he bought 
your 48 percent out; is that right ? 

Mr. Van Parren. That is right. 

Mr. Simon. What did he pay you for the 48 percent / 

Mr. Van Parren. He paid $144,000. 

Mr. Simon. You got $144,000 for your stock ¢ 

Mr. Van Patren. That is right. 

Mr. Simon. In addition, you had been paid $1,000 a month; is that 
right ? 

Mr. Van Patren. That is true. 

Mr. Simon. When you say you paid $960 for your stock, isn’t what 
you mean that the stock had a value of $960, but you didn’t actually 
pay anything for it, did you? 

Mr. Van Parren. I paid for it in the way of services. Now, that 
$1,000 that Johnson advanced me per month, or the corporation ad- 
vanced me, that money was paid back to the corporation, or the part 
that he advanced was paid back to him before I received my stock. 

Mr. Simon. Right, but you put no money into it at all? You put 
services in, but no money ? 

Mr. Van Patren. $960. 

Mr. Sraon. Were they services 

The Caiman. Or was it cash? 

Mr. Van Parren. It was by check. 

Mr. Semon. You actually gave him a check for $960 ¢ 

Mr. Van Patrren. That is right. 

Mr. Simon. You did put in $960 in cash ¢ 

Mr. Van Parren. That is right. 

Mr. Simon. You got out of it $144,000 plus $1,000 a month for about 
} years; is that right 

Mr. Van Parren. Well, I received $1,000 a month for 21 months, 
I think. 

Mr. Simon. You started to get that July 1, 1948; is that right? 

Mr. Van Parren. That is right, until February 15, 1951. 

Mr. Simon. That would be 2 years and 8144 months, wouldn't it—2 
years 714 months, from July 1, 1947, to July 1, 1950, would be 2 years 4 

Mr. Van Parren. That is right, that is 24. 

Mr. Stuon. From July 1, 1950, to February 15, 1951, would be 714 
months ? 

Mr. Van Parren. That is right. 

Mr. Simon. So you got 3145 months at $1,000 a month, plus the 
$144,000 7 

Mr. Van Parren. That is true. 

Mr. Simon. Thank you, sir. 

The Caiman. Your testimony is you were formerly an FHA 
director of zone II 4 

Mr. Van Parren. Zone director. 

The Cuamman. That you resigned that position and went with 
Mr. Johnson and constructed the Mayflower Apartment or project in 
Norfolk or Virginia Beach ? 

Mr. Van Parren. Virginia Beach. 

The Cuainman, That you paid $960 for the 48 percent of the stock ¢ 
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Mr. Van Patren. That is right. 

The CHirrman. You later sold to Mr. Johnson for $144,000? 

Mr. Van Patren. That is right. 

The Cramman. You were ‘employed for 3114 months at $1,000 a 
month, and that Mr. Powell, who was the head of the section 608 
proiects—the top man of section 698 projects 

Mr. Van Patten. That is correct. 

The Cuatmman. He came down there to help you celebrate the 
finishing of this project ? 

Mr. Van Parren. No. It was a cornerstone laying. We had a 
number of the bankers in Norfolk and prominent people. 

The Crain. It was a big affair. They were laying the corner- 
stone for this $214 million project ? 

Mr. Van Parren. That is right. 

The Crmman. That wason F riday ? 

Mr. Van Parren. Friday, August 19. 

The Cuatrman. That night Mr. Powell proceeded to get drunk, go 
to the Dunes Club, a gambling establishment, and lose considerable 
money / 

Mr. Vaw Parren. That is right. 

The Crvreman. At least $5.000, you think? 

Mr. Van Parren. That would be my guess. 

The Cuaman. And he received $3,000 from Mr. Johnson, who 
owned £2 percent of this Mayflower Apartment: i is that correct ? 

Mr. Van Patten. That is correct. 

The Crairman, And you think Powell lost at least $2,000 of his own 
money / 

Mr. Van Partrn. Thatisright. <A total of $5,000. 

The Cramaen. The $5,000 that Mr. Johnson advanced to Mr. 
Powell to pav his gambling debt was charged up as an expense item 
against the project ? 

Mr. Van Patren. That is right. 

The Cramman. To the extent of $3,000 ? 

Mr. Von Patren. That is right. 

The Cnarman. Thereby increasing the mortgage for $3,000. 

Mr. Vaw~ Parren. I didn't sy it was increasing the mortgage, but it 
was taking $3 090 out of the corporation. 

Mr. Sten. It increased the cost. 

The Cratmman. It increased the cost by $3,000? 

Mr. Van Patren. That is right. 

The Craimin. And later, the man running this establishment, 
gambling establishment, told you in the airport in Washington, D. C., 
that he had had lunch with Mr. Powell that day at the Ambassador 
Hotel and Mr. Powell had paid him the $3,000 debt; is that your 
testimony ? 

Mr. V+w Patten. Yes, sir. 

“ty Kenney. Conld T esk a couple of questions? 

The Cnamman. Mr. Kenney wants to ask a question. 

Mr. Kenney. During the section 608 program you were in the top 
management level in Washington ? 

Mr. Vaw Parren. I was zone commissioner. 

Mr. Kenney. Up to 1948? 

Mr. Van Patren. That is right. 
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Mr. Kenney. You were familiar with policies of the Federal Hous- 
ing Administration ? 

Mr. Van Patren. That is correct. 

Mr. Kenney. Do you have any explanation for the looseness in the 
section 608 program ? 

Mr. Van Parren. I don’t know whether I could explain looseness 
in the section 608 program. I knew it was in there. 

The Cuamman. You knew the looseness was in there ? 

Mr. Van Parren. Yes. And the thing that I was surprised about 
was in 1951, the latter part of 1951, to see that looseness get in sec- 
tion 207 of the National Housing Act, where Congress, in setting up 
section 207, required economic soundness. The w ay that program was 
being administered in Norfolk, on three projects, it is my opinion 
that ‘they forgot all about economic soundness. 

I believe Lam somewhat familiar with the underwriting procedures 
of section 608 and 207 projects, and, as I recall, and as I say, this is 
my opinion, because I do not have access to the reports of the office, 
and I haven’t seen the project analysis, and it is just what I have 
been told. 

In setting up these projects, and issuing commitments, the criteria 
for developing your project expenses, when it comes to taxes, you 
are to give consideration to not only the present, but to the future 
taxes. ‘Tf annexation is proposed or do you think it is going to be 
annexed in any future years, that would affect the mortgage, to take 
these matters into consideration. 

Mr. Kenney. Are you talking about section 608 now ? 

Mr. Van Patren. No; I am talking about section 207. 

Mr. Kenney. Let us confine ourselves to section 608 for the time 
being. 

Had the requirement for economic soundness in the section 608 pro- 


gram been eliminated ? 


Mr. Van Parren. Well, under section 608, it was not required to 
have economic soundness. 

Mr. Kenney. Was that required in other sections of the National 
Housing Act—section 203? 

Mr. Van Parren. Section 203, economic soundness was required, 
But section 608 was never. 

Mr. Kenney. The requirement for economic soundness had been 
eliminated ? 

Mr. Van Parren. It was never in title VI. 

Mr. Kenney. Were there any other relaxations made by top man- 
agement? For instance, the minimum construction requirements for 
these buildings; had the requirement for meeting these minimum con- 
struction requirements—had that been mod fied in any way? 

Mr. Vaw Parrten. It had not been modified that I recall up to the 
time I left the FHA. Now, there were things in section 608, such as 
architect fees and builders’ fees. There was never, as I recall, writ- 
ten instructions to go out to the various offices, to tell them to set up 
architect fees allowed by AA. It just become a common practice 
to allow 5 percent to the architect. 

The Craimman. Even though they didn’t spend it? 

Mr. Van Parren. That is right. 

The Ciamman. They allowed 5 percent knowing they were going 
to spend 1 or 114 percent ? 
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Mr. Van Parren. That is right. I do not think that ever went 
into written instructions, but I think it went out by word of mouth. 

Mr. Kenney. Had the FHA been requested by President Roose- 
velt to make every effort to procure housing to meet the critical short- 
age of housing during the war period / 

Mr. Van Parren. Well, during the war period both those instruc- 
tions came from Mr. Blandford, who was head of the National Hous- 
ing Agenc y.- 

Mr. Kenney. Did they originate in — White House, do you know ? 

Mr. Van Patren. They could have; I don’t know. 

Mr. Kenney. What were the instructions ¢ 

Mr. Van Parren. I recall a meeting they had in the Lafayette Hotel, 
back in 1940, when they called in all the directors and chief under- 
writers, and they gave instructions tc go ahead and get this housing 
and get it quick, and let nothing stand in the way of getting it. 

Mr. Simon. When was that? 

Mr. Van Parren. As I recall, that was in 1940, 

The Cuatrman. Are you saying, then, the Government itself down 
there was applying pressure to this general irregularity that occurred 
through virtue of the ict they wanted to push out housing, you say, 
regardless of the cost, or what ? 

Mr. Van Parren. No. They gave us instructions in 1940 to get this 
housing, go the limit with them on cost. They did not say go over- 
board, but we could make commitments up to 90 percent of the actual 
necessary cost and, of course, in those days we had to limit it to maxi- 
mum mortgage on single-family housing. It could not exceed $4,000 
per unit. 

Mr. Stwon. Is there any reason why all the big mortgaging out? 
When I say big mortgaging out I mean 4, 85, 36 million on one 
project. Much of the corruption that we have uncovered in the com- 
mittee occurred in the years 1949, 1950, and 1951. Those seem to be 
the vears where the greatest number of irregularities occurred, Is 
there any explanation for that? 

Mr. Van Parren. To tell you the truth, I just don’t know. I have 
often thought during that time that there were a lot of irregularities 
going on. 

Mr. Simon. They seemed to reach their height in this 3-year period. 
I wondered if there was any reason for that ? 

Mr. Van Parren. I just don’t know. 

The Cuamman. Tell us about the other times that you were with 
Mr. Powell when he gambled. 

Mr. Van Parren. Well, Senator, as I recall, 1 went to the Laurel 
Racetrack one day, I think with Clyce Powell, Frank Richards, and 
4 or 5 others. 

The Cuatrman. Who was Frank Richards? 

Mr. Van Parren. Assistant Commissioner of FHA. 

That was a Saturday afternoon. We would pool our money on a 
82 ticket or $5 ticket, or something like that, a normal custom for a 
person going to a racetrack. Clyde Powell was with us. What Clyde 
Powell did at the track, I haven’t any idea 

The Cnairman. Other times you spent with him in these gambling 
houses, tell us about those. 

Mr. Van Parren. I don’t recall ever being in another gambling 
house with him. 
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The Cratmman. Was it common knowledge around there that 
Powell did gamble, and did get money from the builders? 

Mr. Van Parren. No. I never heard that, but I can tell you some- 
thing, that is rather amusing—at least it was to me, and I don’t know 
why Clyde didn’t resent it more than he did, but I do reeall being in 
his apartment in the Wardman Park several years ago—I was out. of 
the FHA—and Nicholas C. Wright, of Norfolk, was “with me. 

The Cnairman. Who was Mr. Wright, a builder? 

Mr. Van Parren. No. Well, Mr. Wright is a prominent citizen in 
Norfolk. 

The Cuamman. A prominent citizen of Norfolk? 

Mr. Van Parren. Yes, Of course, his principal business is in the 
automobile business. He owns the Norfolk Paint Co., and he owns a 
lot of land. He developed a lot of land, and he has built, or been part- 
ners with others under section 608, but we were in Clyde Powell’s apart- 
ment one morning, I would say around 11 or 12 o'clock, and a bookie 
came in. 

The CHarrMan. om bookie ? 

Mr. Van Parven. Yes, and he gave Clyde a racing form, and Clyde, 
after looking it ov cies he said “Put $1,500," or $2,500, or something like 
that “on this horse.” 

The CHarrMan. $1,500 or $2,500 ¢ 

Mr. Van Parren. Yes. I don’t recall the exact amount. 

The Caairman. On a specific horse 4 

Mr. Van Parren. Yes, I don’t remember the horse, I don’t know 
the track, 

The Cuamman. You just overheard him give those instructions to 
his bookie? 

Mr. Van Parren. Right inthe presence of Mr. Wright and myself. 

The CuHarrMan. Inthe presence of Mr. Wright and yourself ? 

Mr. Van Parren. Yes, to place this amount of money on the horse. 
He turned to Mr. Wright and said, “Now, this is a sure bet today. 
Don't you want to put some money on this horse?” and Wright said, 
“No.” He said to the bookie, “All right. That is all.” So the bookie 
went out. 

Mr. Suwon. When was that, Mr. Van Patten ? 

Mr. Van Patten. That was about 2 vears ago, I think. 

Mr. Simon. Do you know what the horse did? 

Mr. Van Parren. T haven't any idea, but I will tell you what Mr. 
Wright said when the bookie left the room. He said, “Clyde.” he 

said, “T know your racket, you want me to put $1,500 on this horse that 
you are betting on.” He said, “You take half of it and the bookie 
would take half of it.” and he said “I am not going to have anything 
to do with any of your horses.” 

The Cuamman. That is the general pattern that is developing, I 
might say.in respect to Mr. Powell throughout the country. 

Mr. Simon. What did Mr. Powell have to say to Mr. Wright after 
that? 

Mr. Vaw Parren. T was surprised he had so little to say. Tf aman 
had said that to me TI think T would have punched him in the nose. 

The Coamman. You wouldn't have if it was the truth, would you / 

Mr. Vaw Patrren. I don’t know. 

Mr. Simon. What did he say, if anything? 

Mr. Van Parren. I don’t recall right off. 


50690—54—pt. 8-24 
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The CHatrman. Was this a working day, Monday, Tuesday, 
Wednesday. Thursday, Friday ? 

Mr. Van Patren. I think it was on a Saturday. 

The CHarrman. It was in Mr. Powell’s apartment at the Ward- 
man Park and you and Mr. Wright were present, Mr. Wright is a 
prominent citizen of Norfolk, Va., participating in a number of sec- 
tion 608 projects? 

Mr. Van Patren. Yes. 

The Cuamman. What was the purpose of the visit with Mr. Powell ? 

Mr. Van Parren. I don’t recall. We had had dinner together the 
night before. 

The Carman. I see. 

Mr. Van Patten. But Mr. Wright and myself were in Washing- 
ton at that time trying to get a certification through the Navy De- 
partment ? 

The CHamman. Through the Navy Department ? 

Mr. Van Patren. That is right. 

The CuHamrMan. For a militarv housing project? 

Mr. Van Parren. That is right. 

The CHimman. You were not with FHA at that binned 

Mr. Van Patten. No. 

Mr. Stuon. Was this a title VIIT project ? 

Mr. Van Parren. No, it was at the time of the rollback, when they 
reduced the section 207 commitment of 90 percent to 83 percent, but 
under military, if there was a need, and you had certification, the 
Commissioner had a right 

The CuarrmMan. You had dinner with Mr. Powell the night before 

his apartment and visited him the next day, at which time this 
occurrence took place of the $1,500? 

Mr. Vaw Parren. That is right. 

The Cuatrman. Do you think this man who came in and said he 
was a bookie, was really a bookie? 

Mr. Van Parren. He could have been. I don’t know. 

The Cnaiman. But you did hear this conversation ? 

Mr. Van Patren. Yes. 

The Crairnman. Now, tell us about the other times. 

Mr. Vaw Parren. I don’t know whether there were other times or 
not, Senator. 

The CuatrmMan. But there could have been ? 

Mr. Van Parren. There could have been. 

The CuamrmMan. You knew Mr. Powell quite well? 

Mr. Van Patten. Yes. 

The Cuatrman. How often did you visit with him in the Wardman 
Park Apartment ? 

Mr. Van Parren. That was the first time since I have been out of 
the FHA. 

The Crarrman. When you were with FHA I presume you visited 
with him quite often? 

Mr. Van Patrren. No: I wouldn't say quite often. 

The Cuatrman. Mr. Powell bet, vou say, $1,500 on this 1 horserace 
that day. His salary as the FIA director was that, something like 
eight, nine, ten thousand dollars a vear? 

Mr. Vaw Parren. I think his salary was either ten or twelve thou- 
sand dollars. 
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The Cuairman. Yet he bet $1,500 on 1 horse at 1 time? 

Mr. Van Parren. That is right. 

The Cuairman. That is good if you can do it. 

Mr. Van Patten. Yes. 

The Cuamman. Any other questions? 

Mr. Kenney. I have one more. 

Do you know how many houses or how many residential units were 
constructed under the section 608 program ? 

Mr. Van Parren. I haven’t the slightest idea. 

Mr. Kenney. Would it be fair to say it is in excess of 1 million 
residential units? 

Mr. Van Parren. It could easily have been a million units. 

Mr. Kenney. Do you know of any specific instance in which Mr. 
Powell did accept a fee, to your knowledge ? 

Mr. Van Parren. No. 

Mr. Kenney. For any service? 

Mr. Van Parren. None whatsoever. 

Mr. Kenney. Do you have reason to believe that from the informa- 
tion that you had that it is possible that he did receive fees, that. you 
didn’t actually know about ? 

Mr. Van Parren. That is pretty hard to say. 

Mr. Kenney. Do you have any final statement that you care to 
make ¢ 

Mr. Van Parren. No, but I will be very glad, anything that I can 
do to cooperate with the committee. I w ould be very happy to do so. 

The Cuarrman. Thank you very much, sir. We appreciate your 
testimony. 

You might stand by. We might want you a little later today. 
When do you want to return, today ? 

Mr. Van Parren. I want to return this afternoon at 4 o’clock. 

The Cuatrman, I think you may return. If we need you further 
we will contact you from Washington. 

Our next witness will be Mr. Sorgatz. 

Are you present, Mr. Sorgatz? 

Mr. Sorgatz, will you please be sworn: 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 


God? 
TESTIMONY OF WILLIAM D. SORGATZ, WILMETTE, ILL. 


Mr. Soreatz. I do. 

The Cramrman. Thank you, sir. 

Will you please be seated and give your name and address to the 
reporter, please ? 

Mr. Sorcatz. William D. Sorgatz. 

Mr. Stmon. Your address, Mr. Sorgatz? 

Mr. Sorcatz. 2237 Thornwood Avenue, Wilmette, Il. 

Mr. Stmon. You are an architect ? 

Mr. Soreatz. Yes, sir. 

Mr. Sron. Were you the chief architect of the Chicago office of 
the Federal Housing Administration ? 

Mr. Soreatz. Yes. 

Mr. Simon. During what period of time? 
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Mr. Sorearz. I was chief architect from 1938 until August of this 
year. 

The CHairman. 1938 until August of this year? 

Mr. Sorearz. Yes, sir. 

Mr. Srwon. You resigned August of this year? 

Mr. Sorearz. The 13th. 

Mr. Simon, August 13th of this year you resigned ? 

Mr. Sorcatz. Yes. 

Mr. Srwon. What are the duties of the chief architect in a district 
oflice of FHA? 

Mr. Sorearz. Generally are in connection with section 608s. 

Mr. Stwon. Generally ? 

Mr. Sorcarz. Generally, general supervision of the technical per- 
sonnel, having to do with the physical structure, 1 would say. 

Mr. Stwon. Is it a fair statement to say that the chief architect 
and those who work under him in the architectural staff have the re- 
sponsibility for approving all of the architectural plans and drawings 
for structures that are insured by FHA mortgages? 

Mr. Sorcarz. I would say they have the responsibility for recom- 
mending approval of those plans. 

Mr. Simon. Who approves the plans? 

Mr. Sorearz. The chief underwriter, by his acceptance of the re- 
ports, actually approves them. 

Mr. Simon. The chief underwriter actually approves the applica- 
tion ? 

Mr. Sorcarz. That is right. 

Mr. Simon. Isn't he required to rely on the chief architect for the 
architectural plans ¢ 

Mr. Sorcarz. That is right. 

The CHairnman. And the engineering specifications ? 

Mr. Sorcatrz. That is right. 

Mr. Stwon. During the time you were chief architect did you do 
work on the side for—that is, architectural work on the side for build- 
ers on plans which were subsequently submitted to FHA for their 
approval 

Mr. Sorcarz. I was a member of a firm that did work in the early 
staves. 

Mr. Simon. Is that Kastrup & Sorgatz ? 

Mr. Sorcatrz. Yes. 

Mr. Stwon. Did you also do the architectural work for some single- 
family houses that Patrick Warren built ¢ 

Mr. Sorecarz. I was consultant on that. The work was actually 
done largely by other men. 

Mr. Stuon. How much did Mr. Warren pay you / 

Mr. Sorcarz. Well, individually, I received 

Mr. Sruon. How much did Mr. Warren pay you? 

Mr. Sorcarz. Mr. Warren gave me 2 checks, 1 for $1.500 and 1 for 
$1.000. 

Mr. Srwon. A total of $2,500? 

Mr. Sorcarz. That is right. 

The Cnamman. Was that while you were emploved by FHA as 
chief architect / 

Mr. Sorcarz. That is right. 
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Mr. Simon. Were those plans for single-family houses ? 

Mr. Soreaiz. Semidetached. 

Mr. Simon. Were those duplexes or semidetached houses financed 
by FHA commitments? 

Mr. Sorcatrz. Yes. 

Mr. Stmon. So that as FHA chief architect you had to pass on these 
plans? 

Mr. Sorevrz. Well, no. The responsibility, the actual responsibility 
for passing on those plans was delegated to another person in the 
office. 

Mr. Simon. You mean one of your subordinates ? 

Mr. Sorcarz. That is correct. 

Mr. Simon. But you were his superior ¢ 

Mr. Sorcarz. That is right. 

Mr. Srmon. You couldn't obviously do all the work yourself, but you 
were responsible for the department ¢ 

Mr. Soreatrz. That is correct. 

Mr. Simon. As I understand it from you, you hired somebody else 
to help you with these plans / 

Mr. Sorcarz. Not only help but to do practically all the work. 

Mr. Stuon. To do practically the work ? 

Mr. Sorcarz. That is right. 

Mr. Simon. You paid him about $2,000 a kept about $500; is that 
right ¢ 

Mr. Soreatrz. That is approximately right. 

Mr. Srwon. If someone else had to do practically all the work, why 
didn't Mr. Warren hire somebody else to start with instead of hiring 
vou and have you farm it out 

Mr. Sorcarz. | believe the reason was that there were not too many 
architects at that time interested in doing that kind of work. 

Mr. Simon. Who was the man you farmed it out to? 

Mr. Sorearz., Well, Perkins and Will actually prepared the 
drawing. 

Mr. Simon. Why couldn't Mr. Warren have gone to Perkins and 
Will? 

Mr. Sorcarz. He could have, but he didn’t want to. 

Mr. Stmon. Because he wanted to go to the chief architect of FILA; 
is that right ¢ 

Mr. Sorcarz. IT think so; yes. I believe so. 

Mr. Stwon. In addition to that $2,500 fee from Warren, did you 
receive through the partnership of Katsrup & Sorgatz a total of about 
$8,000 in fees? 

Mr. Sorcarz. That is the nearest I could come to it this morning 
when I was asked to add it up. I wouldn't guarantee that, but that 
is In the vicinity of the amount. 

Mr. Simon. Your best recollection is that you got 88,000 out of this 
partnership / 

Mr. Sorcarz. It wasn’t a matter of recollection. I hurriedly went 
over what records I have of it. 

Mr. Simon. That was your share? 

Mr. Soreatrz. That is right. 

Mr. Simon. Kastrup got something in addition 4 

Mr. Sorearz. That is right. 
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Mr. Stwon. And that was for architectural work on plans and . 
specifications for buildings that were financed by FHA mortgages; ‘ 
is that right? 

Mr. Sorcarz. I would say a better portion of it, not entirely; some. . ; 

Mr. Simon. But the majority of it? sta 

Mr. Sorearz. I would think so; yes. I haven’t any record of that. » Th 

Mr. Stwon. Thank you, sir. tal 

The Cuarmrman. Any questions, Mr. Kenney ? 

Mr. Kenney. Yes; I have. fo) 

The CuarrMan. Go ahead. . bu 

Mr. Kenney. In doing this outside work have you applied for and 
received permission to do this work from your superiors ? Mi 

Mr. Sorcarz. Yes. My statement as to outside activities indicated 
that a partnership with Mr. Kastrup, an a limited basis—I don’t “ii 
remember the exact wording, but it was fo 

Mr. Kenney. Did your superiors know you were being paid for | 
work on plans which were ultimately being submitted to FHA? th 

Mr. Sorearz. Yes. | 

The Cuairman. Which superior? 19: 

Mr. Sorearz. I don’t believe anybody in town knew it. 

The Coairman. Who was the head FHA Director when you received bu 
this $2.500 from Mr. Warren ? ga 

Mr. Soreatz. There were a number of them. 

The CHatrman. Who was the head Director ? | 

Mr. Soreatz. It was either Mr. Gil Sullivan or Mr. Kelley. 

The CHarmman. Did Kelley or Sullivan know you received the ! 
$2500? M 

Mr. Soreatrz. Mr. Sullivan asked me to do the work. 

The CHamman. Sullivan asked you to do the work / 4 

Mr. Soreatrz. That is right. . ons 

The CHArrMan. Do you think Mr. Sullivan likewise received pay : 
from Mr. Warren? 

Mr. Sorcarz. No; I do not. 

The Cuarrman. Why would Mr. Sullivan want you to do work for oe 
an FHA builder who was doing business with FHA and whom you « | 
would have to approve of the plan? * sul 

Mr. Sorcarz. He wanted me to do it because he was very anxious | 
to have the housing built down there, and Mr. Warren thought that | 
unless someone who knew the rules, at least had something to do with to 
the plans, that he would not go ahead with it. do 

The Cuarman. Are you testifying now that your superior, Mr. | 
Sullivan, Gil Sullivan, who was FHA director here, knew that you th 
were doing business and taking money from builders that were doing if 
business with FHA? lie 

Mr. Sorcatz. Yes, sir. . De 

The CuarrMan. Did he give you permission to do it, Mr. Sorgatz, 
in writing? 

Mr. Sorcarz. He didn’t give me permission in writing, but I con- on 
firmed it in writing to him and he didn’t say anything else about it. 7 est 


I confirmed the request. 

The CuatrMan. Was it common practice in the office here for FHA 
employees to do work for builders and have the builders pay them 
a fee for doing it?) Were you the only one that did it? 

Mr. Sorcatz. No; I don’t think so. 
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The Cuairman. What others did it? 

Mr. Soreatz. I just don’t know. 

‘The CuairMAn. It was common practice, you think ¢ 

Mr. Sorearz. I think there was some work done, yes, in the early 
stages. I don’t think we considered it anything out of the way. 
Those plans were actually all the officials’ actions on the plans, were 
taken by others in the oflice. 

‘The CHaAairMAN. Are you testifying that it was common practice 
for FHA officials, such as yourself, to accept gratuities or fees from 
builders that were doing business with FHA ¢ 

It was common practice in this office, under Mr. Sullivan and under 
Mr. Kelley, and under the others? 

Mr. SoxGarz, No. I hate to say it was common practice, but this 
continuation or this formation of the partnership and its continuation 
for a few years was not objected to. 

Mr. Simon. Did you form this partnership with Mr. Kastrup at 
the same time you went to work for FHA ¢ 

Mr. Sorcarz. No; I think it was about a year later. I started in 
1935 and IJ believe that we started this some time in 1936. 

‘The Cuairman. Did you start it for the specific purpose of doing 
business with builders that were receiving guaranteed KHA mort- 
gages¢ Was that the purpose of it? 

Mr. Sorcatz. Well, that would be part of the business, surely. 

‘Tne CuHairMaAn. You had no conscience against that sort of thing? 

Mr. Sorearz, No. That wasnt considered irreguiar at that time, 

The CrairmMan. You say it wasn’t considered irregular because 
Mr. Sullivan and Kelley were participating in it and knew about it # 

Mr. Sorcarz. They didn’t participate in it. They knew about it. 

Mr. Kenney. Did you disqualify yourself in handling any of the 
cases when they came in for processing ¢ 

Mr. Soreatz. Yes, sir. 

Mr. Kenney. How did you disqualify yourself? 

Mr. Sorcatrz. By refusing to athx my signature to any of the docu- 
ments. 

Mr. Kenney. But the people who did process them were your 
subordinates / 

Mr. Sorcarz. That is right. 

The Cuamman. Did anyone in Washington ever give you authority 
to participate in outside activities and draw money from builders 
doing business with this FHA office? 

Mr. Sorcarz. Not any specific instructions on it, but they accepted 
the affidavit. It was an inactive part. 

Mr. Kenney. There is a project called Michigan Shores. I be- 
lieve you were chief architect at the time that was processed in 1949. 
Do you recall that ? 

Mr. Sorcarz. Yes. 

Mr. Kenney. It has come to our attention that the estimate of the 
cost by the sponsor of this project is some $800,000 under the FHA 
estimate of cost. 

(Discussion off the record.) 

Mr. Kenney. Do you recall that? 

Mr. Sorcatz. It has been brought to my attention recently. 

Mr. Kenney. You knew at the time there was this difference in 
cost ¢ 
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Mr. Sorcarz. No; L did not. : F \ 
Mr. Kenney. Wasn't it called to your attention at that time, at the 1 
time of processing 4 Th 
Mr. SorGarz. Someone else has asked me that. I can't say that I - - \ 
knew it at the time. Now, actually, we weren't too concerned in our ’ 
cost estimates at that time as to what the builder said his building » \ 
was going to cost. It didn’t effect any of our architectural processing, : 
nor did we give it nuch credence. a 
Mr. Kenney. Where there was such a wide difference in cost you you 
were on notice that somebody had made a mistake, either you or the - pee 
builder had made a mistake, generally‘ Isn't that true/ — 
Mr. Sorcarz. Well, we actually didn’t bother to compare those Y 
figures at that time. A good many times it would be only incidental. - 
It wasn't a part of the procedure at all because at that time figures me 
varied so widely that all we could do is use our own system of arriving 1 
at costs, recheck it, and expect to have it as nearly correct on the basis \ 
of our own estimates. ie 
The Cuairman. Was your question about Mic higan Shores / ” 
Mr. KENNEY. That is right. FH 
The Cuaiman. That is in Chicago ¢ \ 
Mr. Kenney. That is right. 1 
The Cuamman. Who is the owner of that? Who is the builder / 
Mr. Kenney. It is Ferdinand Kramer, I believe. se 
The Cuairman. Is that the Kramer project ? the 
Mr. Kenney. That is right. ie 
Mr. Sorcarz. There is a group there. . 
The Ciairmanx. You were the chief architect of that job‘ ° 
Mr. Sorcarz. Yes, sir. = 
The Cuatrman. And the commissioner's appraisal on that job was iv pre 
about SS8.600.000 4 | 
Mr. Sorcarz. I don’t know the figures. , bale 
The Cuairman. You wouldn’t know it? vel 
Mr. Sorcarz. No, sir. shame 
Mr. Simon. Mr. Sorgatz, do you know how the FHA estimate of ne 
cost was arrived at in that case / be A 
Mr. Sorearz, No. T don't know for sure. We had two methods, ’ — 
us you may know, N 
Mr. Simon. What were the two methods / ~~ 
Mr. Sorcarz. One involved a rather lengthy determination of Dui 
quantities, and applying certain unit prices to those quantities. 7 
Mr. Simon. You mean by that you would see how many yards of \ 
sand you needed, and how m: iny board-feet of lumber / aoe 
Mr. Sorcarz. That is right. is ve 
Mr. Simon. You would compute the prices / \ 
Mr. Sorcarz. As examples, but we didn’t do actually that. ° 1 
Mr. Simon. What was the other way / " N 
Mr. SorGarz. The other way was to arrive at estimated cost by \ 
using square-foot and cubic-foot prices. E 
Mr. Simon. You mean you would say it cost so much a cubic foot 4 ws * 
for a building, and multiply the number of cubic feet by the cost / p dia! 
Mr. Sorcarz. That is right, making certain adjustments between ih 
the basie structure that was used for the development of those costs, re 
and adjusting those differences and arriving at a new square-foot and a 
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Mr. Simon. Which of those methods would be most accurate ? 

Mr. Sorcarz. The one using—taking off the quantities is by far. 
The other one is not considered accurate. 

Mr. Simon. Is not considered accurate / 

Mr. Sorearz. That is right. I mean generally. 

Mr. Simon. This is a $7 million project, one of the very biggest, if 
not the biggest, you had in Chicago, excluding Park Forest. Wouldn't 
you use the accurate method on a big job‘ 

Mr. SorGarz. No: we were under such a rush of business, the lim- 
ited personnel, that the size of the project did not—— 

The Craiman. Wait a minute. You say such a limited personnel. 
Yet you just testified that vou had time enough to earn $11,000 work- 
ing for FHA builders 

Mr. Soreatz. [am sorry—— 

The Cuamman. What do you mean by limited time ¢ 

Mr. Sorcarz. The times do not coincide. What we are talking 
about terminated in 1940 or 1941.) It was prior to section 608, 

The CiarMan. You had time enough to earn $11,000 working for 
FHA builders, didn’t you? 

Mr. Sorcatrz. Well, prior to that time, but during—— 

The Cuamman. T have heard a number of witnesses for the last 2 
months say that “We were short of help.” We find in most all of 
these offices they likewise were doing work for builders that were pay- 
ing them on the side for projects. Tam getting, frankly, a little bit 
fed up on that kind of testimony. 

Mr. Sorearz. I just wanted to draw to your attention the fact I 
am not talking about the period of time for the section 608’s. It was 
prior. 

The CHatrmMan. I am getting a little fed up on testimony that you 
were short of help: therefore, these things happened and yet it de- 
velops 10 minutes later they were doing outside work for builders 
and receiving extra fees for it. IT have been listening to it now for a 
couple of months. Tam getting a little tired of listening to it. 

Mr. Simon. Mr. Sorgatz, there was relatively little section 608 busi- 
ness in the Chicago office, wasn’t there? 

Mr. Sorcarz. 1 don’t know the volume, but the numbers ran up 
Into ZOO or so. 

Mr. Stuon. We have been told the total volume of section 608 units 
built in the Chicago office was about 14,000 or 15,000 units. 

Mr. Sorcarz. Yes; that is my recollection. 

Mr. Srwon. In New York, for example, they have got 6 or 7 build- 
ings which by themselves 

Mr. Sorearz. By comparison, Chicago is small. 

Mr. Stuon. Six or seven of their projects exceed your total in the 
whole. 

Mr. Soreatz. That is right. 

Mr. Simon. Wouldn't that have given you plenty of time to work 
on them? 

Mr. Sorcarz. I don’t believe that we would get much of any place 
trying to discuss the personnel problems that existed in 1942, when we 
don’t have all the facts, but it is true that the fellows were wor king 
night and day, things were piled up, and we couldn't do the work in 
the time that we felt that we should do it. 
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Mr. Simon. Getting back to this Michigan Shores, do you know Yi 
whether that estimate was on the accurate or inaccurate basis? . 
Mr. Sorearz. I do not know. vc 
Mr. Simon. Did you look at the sponsor’s estimate of cost before . OM 
vou made your estimate ? accu 
Mr. Sorcarz. No. » that 
Mr. Simon. You never even looked at them? T 
Mr. Sorcarz. In passing, you might look and have a laugh, but that adie 
is why. a 
The Cuamman. Why ? 4 deli 
Mr. Sorcarz. Because we didn’t feel that they represented an ac- ao 
curate cost. , M 
The CHatrmMan. Here is a case, Michigan Shores, where this office es ; 
said it would cost $8,600,000 in round figres. They, Michigan Shores, a 
said it would be $7,100.000. Do you mean to tell me you just simply T 
said to those people “We don’t pay any attention to your $7,100,000”? lea 
Mr. Sorcarz. Yes; and I will tell you why, if you would like to M 
know. T 
The Cuatrman. Why didn’t you take his word for it and say this 
$7,100,000? ae 
Mr. Soreatz. That would be an inaccuracy, also. aM 
Mr. Stuon. Why wouldn't you see why he was so far off from we ¢ 
yours? beca 
Mr. Sorcarz. We tried that earlier. T) 
Mr. Srmon. It happens in this case, Mr. Sorgatz, that the sponsor vo te 
came out right on the button, the actual costs were what he said they was 
would he. F M 
Mr. Sorearz. That could be. He had a good estimator. deve 
Mr. Simon. You knew, | take it, that your estimate of cost was ' T 
the basis for computing the rents, didn’t you ? . M 
Mr. Soreatz. Surely. , . mate 
Mr. Simon. If you were off a million and a half dollars on the high TI 
side, that would mean $100,090 a vear extra rent, wouldn’t it? that 
Mr. Soreatz. Well, I haven't figured it out. It would be a higher M 
rent. « T! 
Mr. Suwon. Six and a half percent of a million dollars is $65,000 . M 
a vear, isn’t it? ad 
The Cuamman. And as a result of being one-million-some-six-hun- Pa 
dred-and-fifty-thousand dollars high on this particular project Michi- ataw 
gan Shores, the renters out there are paying $100,000 a year more in ™M 
rents than they would have paid. If they do that over a period of woul 
30 vears that is over $3 million. TI 
Mr. Sorcatz. You stopped me—— M 
The CratrMan. Is that a true statement that I just made? r ers. | 
Mr. Soreatz. Well, I supose, though, discounting rent raises that ° aed 
are justified in the light of increased operating costs. daw: 
The Cuamman. The rent is based on 64% percent of the costs, plus do t 
maintenance. low 
Mr. Sron. The estimated cost. i* TT 
The CratrMan. Estimated cost plus maintenance expenses. You was 
estimated that project would cost $8,600,000. That is, this office did. 5 M 
Mr. Sorearz. Yes. TI 
The CuarrMan. The builder said $7,100,000. That is almost on mort 
the button what it cost, and yet the rents are based on $8,600,000, M 
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which is an extra hundred thousand dollars a year that they are receiv- 
ing from their renters out there, that they wouldn’t have received had 
you been more accurate in this office, in your estimates ? 

Mr. Soreatz. I don’t believe you can blame an oflice for being in- 
accurate. Of course, that is a considerable amount, I have to admit 
that, but those estimates could not possibly be any 

The Cuarmman. You had before you an application for a mort- 
gage. I don’t have it here, in which they themselves said this project 
is going to cost $7,100,000. Here it is right here. Yet this office 
deliberately said, “No. you fellows don’t know what you are talking 
about, it is $8,600.000.” 

Mr. Sorcatz. That is exactly what we thought in those cases, that 
they did not know what they were talking about, and would run into 
extra costs. 

The CHarrman. When you got all through why didn’t vou reduce 
the rents to correspond to the $7,100,000 instead of $8 600,002 

Mr. Soreatz. That is not my coneds I had nothing to do with that. 

The CiamrMan. Do you mean to say when this sponsor handed you 
this and it said $7,100,000 on it you just completely ignored it and 
said it would be $8,600,000 2 

Mr. Soreatrz. That was the policy; I don’t say on this one. I say 
we did not give any credence to the figures that were submitted to us, 
because if I can go back 

The Cuamman. Why were they submitted, then? Why did you 
go to the trouble of asking these people to submit these? What good 
was it? 

Mr. Sorcarz. Because they have to have some figure in there to 
develop the total costs of the project. 

The Cuairman. You just said you paid no attention to it. 

Mr. Sorcatrz. They have to have that figure to arrive at their esti- 
mate of operating expenses and cost, and so forth. 

The Crarmman. You had a printed form, FHA in those days had 
that printed form. 

Mr. Soreatz. That is right. 

The CrarmMan. They must have intended it for some purpose. 

Mr. SorGatz. They had to set up their opinion of the way the 
project would work out. 

The CHairman. You said you paid no attention to it in this in- 
stance. 

Mr. Sorcarz. I said we didn’t pay any attention to the cost they 
would put in there, and if I can still say one word about it 
The CHAIRMAN. ‘Oh, sure. All we want are the facts. 

Mr. Sorcatz. We analyzed a good many estimates of cost by build- 
ers, or we attempted to find out; if we did in this instance, I don’t 
know, but say we did. We would ask the builder to bring in a break- 
down of these costs, showing how he arrived at that cost. We might 
do that either because we thought he was too high or he was too 
low. 

The Cuatrman. Did you know, of course, that the statutory limit 
was $8.100 per unit ? 

Mr. SorGarz. That is right. 

The CuatrMAN. Therefore, that was what governed the amount of 
mortgage in this instance? 

Mr. Sorcarz. We were aware of that. 
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" a 
The CHatrMAN. Do you think there was any connection between wa. 
the $8,600,000 figure this office came up with and as a result, with wh 
that figure, they. would get an additional S100000 rent which over acc 
a per iod of 30 years woul be $3 million 4 = h 
Mr. SorGarz. I don't think so. . thi 
The CuarMan. You don’t think there is any connection at all? ; » wa 
Mr. Sorearz. No. We tried to arrive at what we considered a fair } 
answer on those estimates. ! 
The Cuamman. Why would you be so far wrong and have a ; 
$7,100,000 estimate, when the sponsor himself said it was $7,100,000 4 > Wil 
Why would you insist it was $8,600,000, put it through on the basis of he 
88,600,000, set the rents on the basis of 88,600,000, which increased the offi 
rents to those people in this project S100,000 a year, which is a lot no 
of money / ] 
Mr. Soreatz. Because we, using our methods, we thought that is i 
what the building would cost. That was our estimate of cost. rer 
The CuarrmMan. You understand these people in this instance of ] 
yours have no windfall profit. In fact, they put about Ss8C0.,000 of : 
their own money in it. it? 
Mr. Sorcarz. Yes. ] 
: The CHatrmMan. As a result of this $8,600,000 arrived at by this the 
office they have been able to collect an additional S100.000 in rents, 4 
and will during the life of the mortgage, which is about 30 years 4 ins 
Mr. Sorcarz. Somewhere in there. ] 
The Ciaran. So from a rental standpoint, receiving rents, they the 
are going to get a windfall of what may run over $3 million. In rents, 
not in the mortgage. The cost of the mortgage, or cost of the project, 10 
equals the amount of the proceeds of the mortgage. But increased 
rents over a period of 30 years will run about $3 million. And you ’ 
cannot explain it ? ~ 7e 
Mr. Sorcarz. Well, my explanation—— 4 
The Cuamman. At least to my satisfaction. 
Mr. Sorcatz. My explanation is that we thought that we had a more SOI 
accurate cost estimate than the sponsor had presented, which is no 
different than in all of the others. - | 
The Cuamman. You knew at the time that if you used $8,600,000 pre 
that the rents would be $100,000 more every year ¢ a 
Mr. Soreatz. Yes. That is right. Ho 
The Cuatrman. And the sponsor himself in his application—and , 
he made an honest application, because his actual costs were prac- . 
tically $7,100,000-—— th: 
Mr. Sorcatz. That is a very rare instance where they come out . 
exact. is wa 
The Cuairman, In this instance it did, and as a result of this office’s | 
action the renters out there are paying $100,000 a year more than they ™ qu 
should. 
Mr. Stmon. Mr. Sorgatz, you said you had two methods of figuring 
these. One was quite accurate and one rather inaccurate, and you é fre 
don’t remember which one you used here ¢ ; 
Mr. Sorcarz. Yes. The one that is not quite accurate—it is more ° 
accurate than the other, let’s say. Co! 
Mr. Srwon. The thing I don’t understand is how you could tell 
Senator Capehart that vou feel your method of computing the costs 
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was more accurate than the sponsor’s method if you don’t remember 
whether you used the method which you said admittedly isn’t very 
accurate ? 

Mr. Sorearz. I was giving him the general opinion. I don’t know 
this. If I could see the file I could tell you what kind of an estimate 
was made, if you had the complete file. 

Mr. Simon. Will the project analysis help you any? We have that. 

Mr. Soreatz. No. I have to have the file. 

The Cuamman. We are talking about a case where there was no 
windfall profit on the building of the project by the builder. In fact, 
he put some $800,000 of his own money in it, but as a result of this 
office insisting that the cost would be $1,650,000, or some such figure 
more than it actually was 

Mr. Soreatz. That was our opinion at that time. 

The Cratrman. The windfall came through virtue of increased 
rents. 

Mr. Sorearz. That was our opinion at that time. 

The Cuarrman. You don't think there was anything unusual about 
it ¢ 

Mr. Soreatz. I think it is unusual that the difference is so great, but 
that is the only thing I know of that could be unusual. 

The CHamman. You certainly cannot blame the builder in this 
instance because he tried to tell you it would be $7,100,000. 

Mr. Soreatz. No. That is right. We had many instances where 
they were too low. They were too low. 

Mr. Kenney. In this particular case there is a variance of about 
10 percent, isn’t there, in the cost estimates 4 

Mr. Sorearz. Well, you have the figures. I don’t remember them. 

Mr. Kenney. Let us say, for the sake of argument, it is 10 percent. 

Mr. Stuon. Twenty percent. 

Mr. Kenney. $800,000 or $8 million. 

Mr. Simon. $1,600,000, THis estimate was $8,683,464. The spon- 
sor’s estimate was $7,202, 787, and the difference is $1,481,000. 

Mr. Kenney. That is in excess of 10 percent. 

Did you frequently have variances as high as that in your 
processing ¢ 

Mr. Sorcarz. Yes. Anyone who is familiar with building opera- 
tions of that size knows that estimates vary more than that. 

Mr. Simon. Up to 20 percent ? 

Mr. Sorcarz. Each way, surely. You will get bids on a job like 
that, and you will have that variation. 

Mr. Srwon. Are you saying FILA estimates varied 20 percent either 
way ¢ 

Mr. Sorcarz. I am not talking about FHA. He is asking me a 
question about estimates. 

Mr. Kenney. Is that unusual? 

Mr. Sorcarz. It is an unusual difference in the estimates of cost 
from one cost estimate or to another. That is what you mean, isn’t it ? 

Mr. Kenney. That is right. 

Mr. Sorcatrz. That is; here are 2 men figuring, and will their figures 
come out 1) percent apart, occasionally or frequently ? 

Mr. Kenney. That is right. 

Mr. SorGarz. I would say yes. 
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The Carman. I can well understand that, but here is the sponsor 
himself said $7,100,000, and was happy and satisfied with it, and built 
the project. 

Mr. Sorearz. Yes. 

The Cnairman. And yet in spite of that you insisted that he was 
all wrong and it ought to be one-million-some-six-hundred-thousand 
dollars more / 

Mr. Sorcarz. In a good many cases, that same thing came up and 
we found cut our figures were right, and the builders’ were wrong. 
I think probably as many that way as, or probably more. 

Mr. Staron. Do you know of any other cases where your estimate 
was 20 percent over the actual cost ? 

Mr. Sorcarz. No; I don’t know that. 

Mr. Stwron. His estimate was $7,202,787, and the actual cost was 
S7.148,898, so he was $54,000 under his estimate. 

Mr. Sorearz. Yes. 

Mr. Sivon. That is, the actual cost was $54,000 under his estimate, 
but the actual cost was $1,540,000 under your estimate. Was it rou- 
tine for FILA to be that far off on actual cost ? 

Mr. Sorcarz. No. I think generally we were much closer than that. 

Mr. Sixron. Of course, you knew that under the law your estimate 
was to be as close as possible to the actual costs of an efficient builder ; 
is that right ¢ 

Mr. Sorcarz. No. I don’t believe there was any language about 
an efficient builder in it. 

Mr. Stuon. No requirement for an efficient builder? 

Mr. Sorcarz. No. I think we were obligated to determine what we 
considered the actual cost of that par ticular builder. That would vary 
with builders. 

The Cuairman. We will be back in a minute and quote you the law. 
It is strange that you, the head architect of this FHA in Chicago, the 
second lar gest city in the United States, would not know the law. We 
are going to read it to you. 

Mr. Sorearz. That is always refreshing. 

Mr. Kenney. While we are waiting, have there been any of these 
projects foreclosed? There was a total of some 231 units. Any fore- 
closures ¢ 

Mr. Soreatz. No. 

Mr. Kenney. Any delinquencies as far as you know? 

Mr. Soraarz. About delinquencies, I have no knowledge, but not 
foreclosures. 

Mr. Stmon. Tam reading you from the act ef Congress of December 
17, 1947, amending the National Housing Act. It provides, and I 
quote: 

In estimating these current costs for the purpose of said title, the Federal 
Housing Commissioner shall therefore use every feasible means to assure that 
such estimates will approximate as closely as possible the actual costs of efficient 
building operations. 

Is that something new to you? 

Mr. Soreatrz. Well, it has been a little while since I looked at it. 
T sunpose T read it at one time. Actually that was the thought. Nat- 
urally, we are not going to figure cost for the builder who uses a high 
estimate figure nor do we use one we would consider inefficient. 

Mr. Simon. Did you know the law required that 
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Mr. Sorearz. I had forgotten that part of it. 

The CuarrmMan. Thank you very much. We appreciate it. 

I see it is quarter after 12. Maybe we had better recess until 2 
o'clock. 

We are about ready to recess until 2 o’clock. Our first witness this 
afternoon will be Mr. William F. Byrne, former FHA employee of 
Chicago, and Mr. Harry S. Nagin will be our second witness, and then 
we will have some other witnesses here this afternoon. 

We will now stand in recess until 2 o’clock this afternoon. 

(Whereupon, at 12:15 p. m., a recess was taken until 2 p. m. of 
the same day.) 

AFTERNOON SESSION 


The Cuarrman. Mr. William F. Byrne. Will you be sworn, please: 
Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God ? 


TESTIMONY OF WILLIAM F. BYRNE, CHICAGO, ILL. 


Mr. Byrne. I do. 

The Cramman. Thank you, sir. 

Will you be seated and give your name and full address to the 
repor ter? 

Mr. Byrne. William F. Byrne, 7200 Coles Avenue, Chicago, II. 

Mr. Srmon. Mr. Byrne, were you an employee of the Chicago FHA 
office # 

Mr. Byrne. Yes, sir. 

Mr. Stuon. During what period of time? 

Mr. Byrne. From October 1938 to March 1, 1947, when I resigned. 

Mr. Suwon. What were your duties in the FHA office? 

Mr. Byrne. Chief mortgage credit examiner. 

Mr. Stmon. Chief mortgage 

Mr. Byrne. Credit examiner. 

Mr. Stmon. What were the duties of the chief mortgage credit 
examiner 4 

Mr. Byrne. To pass on all credits involving loans that were pre- 
sented, or applications that were presented to the FHA. 

Mr. Srwon. In other words, you passed on the credit responsibility 
of the man who wanted to borrow the money ? 

Mr. Byrne. That is correct. 

Mr. Simon. Who was your immediate superior ? 

Mr. Byrne. The chief underwriter would be the immediate 
superior. 

Mr. Srmon. And in connection with a mortgage application, did one 
man figure the cost of the project, another man figure the value of the 
land, and then you figured the credit responsibility of the borrower, 
and all of those went to the chief underwriter for his final determina- 
tion; is that right? 

Mr. Byrne. That is correct. 

Mr. Staton. Do you recall the Frank-Lon Homes, Inc., project ? 

Mr. Byrne. I do 

Mr. Simon. That is F'-r-a-n-k-L-o-n Homes, Ince. ? 

Mr. Byrne. That is correct. 

Mr. Srmwon. Where was that project located ? 
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3 
Mr. Byrne. I don’t remember. It has been quite a while ago. It »* notu 
was either in Mount Prospect or Franklin Park. 3 a 
Mr. Suaon. Those are both suburbs of Chicago? : fae ad 
Mr. Byrne. That is correct. iy the cl 
Mr. Simon. Did you approve the financial position of the borrower ¢ , that ¢ 
Mr. Byrne. I did not. » Sig 
Mr. Simon. Why didn’t you approve it? W. 
Mr. Byrne. I didn’t think that they had enough working capital. Mi 
I didn’t think it was a proper credit to approve. Mi 
Mr. Stmon. In other words, you didn’t think that the borrower had - Mi 
the proper credit responsibility for this mortgage ? Mi 
Mr. Byrne. That is right. Vi 
Mr. Simon. What was the name of the man who was seeking to to ca 
borrow this money ¢ Mi 
Mr. Byrne. The sponsor of the corporation was an Axel Lonquist. M 
Mr. Suwon. L-o-n-q-u-i-s-t ? Mi 
Mr. Byrne. I guess that is right. cou] 
Mr. Simon. He was the builder? " Mi 
Mr. Byrne. That is right. M 
Mr. Simon. What happened when you refused to approve his thro 
credit ¢ M 
Mr. Byrne. When I refused to approve his credit I got a written M 
memorandum in the form of a directive from the chief underwriter. My 
Mr. Simon. Do you have a copy of that with you 4 Mi 
Mr. Byrne. I do, sir. M. 
Mr. Stuon. Would you read it, please? shows 
Mr. Byrne. I haven't got my reading glasses. Could you read it? Mi 
The CHamman. We will read it for you. Hand it to us. TY 
Mr. Simon. Is it dated January 28, 1947, on the stationery of the TY 
Federal Housing Administration ¢ %, De 
Mr. Byrne. January 28. “3° ‘hat 
Mr. Stmon. 1947? M 
Mr. Byrne. That is correct. 
Mr. Stmon. And it is to William F. Byrne, Chief Mortgage Credit TE 
Examiner, from Carl A. Jackson, Chief Underwriter. C 
Mr. Byrne. That is right. ee 
Mr. Simon (reading) : TI 
Subj ct: Frank-Lon Homes, Inc., case Nos. 412—-10884—421-10844-579, and 10835, pl as 
Chicago Terminal National Bank, mortgagee. My 
GENTLEMEN; I have—— M 
Mr. Byrne. Does that say “gentlemen”? M: 
Mr. Simon. That is what it says here. M: 
Is that right, Senator ; ; of M 
The Cuainman. This one doesn’t say “gentlemen.” M: 
Mr. Stwon. I am sorry. The copy I have here has “gentlemen” ° Lon 
which is not in the memorandum. M 
Mr. Byrne. That is a personal memorandum to me. it di 
Mr. Simon. It is to you from Jackson @ M 
Mr. Byrne. That is right. * builc 
Mr. Simon (continues reading) : " M 
I have examined the credit file which has been built up in connection with the cause 
inortgavees’ application for firm commitments in the above cases, and after anot 
discussing this matter with the mortgagee it is my belief that they will, without had 
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not under any obligations to endorse mortgages for insurance until properties are 
completed, and it is my opinion that this will develop into a project that will 
produce a lot of needed veterans’ housing. I therefore direct that you process 
the above cases for firm commitments, and sign the mortgage credit reports for 
the chief underwriter. I will appreciate your prompt attention to this matter so 
that commitments may be issued promptly. 

Signed *Carl A. Jackson, Chief Underwriter.” 

Was that memorandum given to you? 

Mr. Byrne. That is correct. 

Mr. Simon. Did you comply with the memorandum ? 

Mr. Byrne. I did not. 

Mr. Siuon. Why? 

Mr. Byrne. IT didn’t think that the sponsors were financially able 
to carry through the project. 

Mr. Stuon. As a result of that did you resign from the office? 

Mr. Byrne. I did. 

Mr. Srmon. Do you know whether the sponsor was able—first, do 
you know whether the applications were approved ? 

Mr. Byrne. Lassumethey were. I understand they were. 

Mr. Simon. Do you know whether the sponsor was able to carry 
through ? 

Mr. Byrne. I don’t think he was. 

Mr. Simon. Do you know? 

Mr. Byrne. Do I know? 

Mr. Simon. Yes. 

Mr. Byrne. I know from hearsay that he was not able to carry it 
through. 

Mr. Simon. Thank you, sir. 

The CHarman. Will you step aside just a moment, please. 

Thisis Mr. Bonthron. Will you be sworn, Mr. Bonthron / 

Ido you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God ? 

Mr. Bontnron. Yes, sir. 


TESTIMONY OF E. HERBERT BONTHRON, CHIEF VALUATOR, 
CHICAGO, ILL.. FEDERAL HOUSING ADMINISTRATION 


The CHammMan. Give your full name and address to the reporter, 
please. 

Mr. Bonrnron. E. Herbert Bonthron, 7800 Kuclid Avenue, Chicago, 

Mr. Simon. You are the chief valuator in the FHA office in Chicago / 

Mr. Bonruron. Yes, sir. 

Mr. Simon. How long have you held that position ? 

Mr. Bonruron. Since 1943. 

Mr. Simon. I appreciate you didn’t personally handle this Frank- 
Lon Homes project, but are you familiar with it ? 

Mr. Bonrnron. From discussions in the office. T did not handle 
it directly. 

Mr. Simon. What is your understanding of what happened to the 
builder in that project ? 

Mr. Bontnron. The builder was unable to complete the project be- 
cause of the lack of funds, and the Chicago National Bank called in 
another builder to build—to complete the buildings for them, as they 
had a mortgage on the land and also on the buildings. 
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Mr. Simon. What was the name of the builder who was financially , Relia 
unable to complete the project? ohne 
Mr. Bonturon. Axelrod Lonquist. Th 
Mr. Simon. What was the name of the builder that the bank had 4 state 
to hire to finish it? aay 
Mr. Bonruron. Percy Wagner. > 
The Carman. Thank you. 
We would like to have both you gentlemen report here at 8:30 to- . 
: : : = erpm 
night for an executive session. You, too, Mr. Byrne. Both of you II, a 
report here at 8:30 tonight. “ hous: 
Thatisalltoday. You may have this file. 2. 
Our next witness will be Mr. Harry Nagin, of Reliance Homes, of ae 
Lester, Pa. triad 
Mr. Nagin, will you please be sworn: tion 
Do you solemnly swear that the testimony you are about to give prev: 
will be the truth, the whole truth, and nothing but the truth, so help pate 
you God? | techs 
earry 
TESTIMONY OF HARRY NAGIN, RELIANCE HOMES, LESTER, PA., a 
ACCOMPANIED BY JOHN S. COWING, AUDITOR, AND NORMAN S. oe ; 
ALTMAN, COUNSEL a 
Mr. Naacrn. Yes, sir. me 2 
1p Y : j indu: 
Phe CHamman. Are these gentlemen your lawyers? 2. 
Mr. NaGix. One is my auditor and one is my lawyer. its s 
The CHAmman. Give us your name, please. Also, 
Mr. Cowinc. John S. Cowing. —o 
The CHairman. Will you be sworn: that 
Do you solemnly swear the testimony you are about to give will be rj gaine 
the truth, the whole truth, and nothing but the truth, so help you » enac' 
God ¢ ; 4. 
. tical 
Mr. Cowina. I do. tacts 
The Ciaran. And this gentleman is your attorney / thea 
Mr. AtrMan. Yes. and « 
The Cuamman. If you will give your name and address. — 
Mr. Aurmanx. Norman S. Altman, 1025 Vermont Avenue, Wash- , "ae 
ington 4, D.C. hous 
Mr. Chairman, following the executive session at which Mr. Nagin then 
appeared, we prepared and submitted to the committee on a voluntary —— 
basis a long sworn statement indicating what we knew to be the facts writ 
in the case. We would like to request that that affidavit be identified acter 
and be made part of the transcript. mad 
The Cnamman. Do you have it here? ’ = 
Mr. Atrman. We gave the copies to the committee. It is in the seta 
comunittee’s files, 1 am sure. . Loar 
The CHairman. Without objection, the information and the affi- heca 
davits that vou referred to which have been given to the committee oe 
will be made a part of the record at this point. ae 
(The information referred to follows:) , tn th 
billic 
AFFIDAVIT OF HARRY S. NAGIN RE RELIANCE Homes, INc. ie ai 
This affidavit is being furnished to the Senate Banking and Currency Committee 
(FHA investigation) to cover matters not fully developed at the special inter- 
view in executive session held July 14, 1954, at 11:40 a. m., with respect to 6. 
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Reliance Homes, Inc. As indicated by the transcript, limitations of time pre- 
cluded the completion of the interview and the presentation of all the facts. 

The undersigned, Harry S. Nagin, being first duly sworn, on oath deposes and 
states that the following facts are true and correct to the best of his knowledge, 
information, and belief: 


A. LEGISLATIVE AND OTHER BACKGROUND 


1. Reliance Homes, Ine., was established as a direct consequence of the Gov- 
erpment’s program to meet the housing crisis which existed after World War 
II, and the legislative programs enacted to encourage industrial production of 
housing and the use of new materials in order to achieve lower housing costs. 

2. In a report dated January 12, 1948, on the high cost of housing, a subcom- 
mittee of the Joint Committee on Housing of the 80th Congress concluded that 
the housebuilding industry needed to be reorganized and put on a modern indus- 
trial basis; that Congress should make every effort to encourage factory produc- 
tion of houses; and that this was one of the basie solutions to the high costs 
prevailing in housing. Accordingly, it was recommended that Congress should, 
through loans or insurance, take the initiative in facilitating and encouraging 
those who are able and willing to break new industrial paths and introduce new 
techniques. As a result of this report, Congress enacted special legislation to 
‘arry out these recommendations. This legislation appears in section 102 of 
Public Law 901 of the 80th Congress, known as the Housing Act of 1948. There 
had previously been enacted a program of FHA insurance of bank loans to hous- 
ing manfacturers which provided production financing on factory-produced houses 
comparable to construction financing on houses constructed conventionally. This 
FHA-insurance authorization was provided in section 609 of the National Hous- 
ing Act: while intended as a means of accomplishing the objective of housing 
industrialization, the 609 legislation proved to be an inadequate tool. 

3. After the passage of this legislation, it was amended to broaden and extend 
its scope as a means of further encouraging technological progress in housing. 
Also, Presidential messages to Congress called attention to the fact that, while 
the accomplishments of the program had heen below expectations, the potentia 
benefits from the development of new housing-production methods was so great 
that further limited investments of funds, building upon experience already 
gained, would vield good results. Pursuant to such recommendations, Congress 
enacted amendments to broaden and extend previous authorizations. 

4, This national policy was formulated in recognition of the fact that prac- 
tically all other products had been successfully produced by mass-production 
techniques, with resulting low costs, and that the Government should encourage 
the application of these techniques to housing. Accordingly, Government financing 
and other aids were offered to induce people with know-how to enter the housing 
field and to apply the same mass-production techniques that had succeeded in 
other fields. 

5. We were urged to participate in this national program, because the Reliance 
house was one which could be mass-produced and involved materials that lent 
themselves to the techniques of industrial production. The Government-lending 
programs recognized that the loans for such industrial production and tooling 
were not of a bankable character (without Government insurance or under- 
writings). Accordingly, unlike the other statutory lending authorizations en- 
acted by the Congress, section 102 did not require that loans for this purpose be 
made only if there was such security as would assure repayment of the loans. 
It was recognized that in making these loans, the Government would have to 
assume certain risks in starting this new industry, risks which are not normally 
taken with respect to other types of Government or private lending operations. 
Loans of this character were necessary if the new industry was to be encouraged 
because of the problems and hazards connected with the development of such 
a new industry. These risks were taken because it was recognized that tre- 
mendous benefits could accrue to the American people if mass production could 
succeed in lowering housing costs, it being estimated that a 10-percent saving 
in housing costs would mean an annual reduction in housing costs of three-quarter 
billion dollars, 


B. ORGANIZATION AND INVESTMENT IN RELIANCE HOMES, INC, AND DEVELOPMENT OF 
RELIANCE HOUSE 


6. Before any Government help was obtained by Reliance Homes, Inc., we 
spent onr own money in developing the house and proposed techniques for its 
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production. As businessmen, we were assured that if private capital were in- & . 12 
vested in engineering and development to a point where it could be demonstrated i How 
that a house of sound quality could be manufactured by mass-production tech- f ing 1 
niques, the Government would provide financial assistance so that a volume of for « 
low-cost homes would be available to veterans and others in need of housing at $217 
low prices. But long before this time, however, large sums of money had been ; A 
spent by Reliance Steel Products Co. (of McKeesport, Pa.) and its stockholders . » soul 
in developing the Reliance house and meeting the requirements for Govern- for : 
ment approvals of the house from a technical and production standpoint. The : 14 
Reliance house was the result of this long period of development and engineering : 
and large investments. Many designs were prepared and many tests conducted 
before Government approvals were obtained. ~ 
7. About the middle of 1946, negotiations were undertaken by the undersigned, z 
Harry S. Nagin, and by M. Pincus, representing Reliance Steel Products Co, on 15 
the one hand, and Messrs. McCloskey and MeShain, on the other hand, nationally s Inc.. 
known builders and contractors. Messrs. McCloskey and MeShain were inter- 
ested in the house developed by Reliance and agreed to participate in establish- : Har 
ing a corporation to build and sell these houses on certain conditions. <Ac- Max 
cordingly, by agreement dated July 31, 1946, Messrs. McCloskey and McShain Jace 
agreed to subscribe to the capital stock of Reliance Homes, Inc. Their capital Micl 
investment was to be approximately $1,000,000. In addition, Messrs. McCloskey 
and MecShain agreed to make available to the company loans in the aggregate B 
total of $5 million or to arrange for the company to obtain credit in this sum, if hold 
needed. Messrs. McCloskey and McShain were to receive one-half of the voting 1¢ 
stock of Reliance Homes, Inec., and the stockholders of Reliance Steel Products Ae 
Co. the remaining one-half of voting stock. Aut! 
8. Thereupon, Reliance Homes, Inc., a Delaware corporation, was established $210 
on August 3, 1946. At the executive session, I stated that I believed the corpora- ~ (i 
tion was a Pennsylvania corporation. This belief was incorrect. Pursuant to 20,0) 
their agreement, Messrs. McCloskey and MeShain paid into the company on : (« 
account of their subscriptions the sum of $250,000 in cash. shat 
9. The Office of the Housing Expediter subjected the Reliance House and the Ir 
company to rigorous examinations as to the quality of the product, method of : key 


manufacture, and probable marketability of the house. Exhaustive tests were 
made by the National Bureau of Standards and by Penn State University. On 
the basis of all these tests, the Office of the Housing Expediter approved the house r, 17 
and the company for a market guaranty contract. Actually, the Housing 


Expediter was prepared to enter into a contract with Reliance Homes, Ine., guar- P 
anteeing the market for 31,000 homes, at various prices, totaling over $160 million. The 
This, I believe, was one of the largest market guaranty contracts offered to any 4 pe 
company. Reliance Homes, Inc., did not accept the contract and go into pro- on t 
duction because of its inability at that time to secure the very large financing late: 
needed for such an enterprise. re The 
10. The FHA also approved the house in 1946 from an engineering and struc- i» mad 
tural standpoint, issuing an engineering bulletin dated September 26, 1946. Act 
Thereafter, substantial improvements were made in the house, as a result of con- "48 
tinuing work by the company’s engineers and architects, and revisions in the Tar 
engineering bulletin were issued from time to time. The FHA engineering bulle- Hou 
tin dated November 6, 1947, was applicable throughout the United States on the amo 
engineering and technical features of the homes. It became effective after the esti 
FHA observed and approved the actual fabrication and erection of a house in wer 
the field. the 
11. In November 1946, Messrs. McCloskey and McShain decided to withdraw Nov 
from the company, because it was my understanding that they did not feel satis- uv actu 
fied that financing would be made available to the corporation in sufficient amount tne 
and on satisfactory terms. Messrs. McCloskey and MecShain asked for the return > of f 
of the $250,000 which they had invested. Following negotiations, it was agreed of h 
that Messrs. McCloskey and McShain would sever all connections with the com- fron 


pany in consideration of their relinquishing to Reliance Homes, Inc., approxi- y be a 
mately $60,000 in cash. The balance of the funds which they injected was *) 2G. > 
returned to them. ’ exte 

12. The company did not obtain any loans or insurance from the Government seve 
until after it had spent large sums of money in developing and testing the house ” of h 
and the industrial processes for its production. After the house and proposed 
production techniques had been developed, and after large cash investments had 


been made in the company, the company requested and secured financial assist- 1M 
ance from the Government. These private investments indicated the faith of | iw 


the sponsors and investors in the essential soundness of the enterprise. 
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18. Substantial cash investments from private sources were made in Reliance 
Homes, Inc. As indicated above, $60,000 in cash was left in the company follow 
ing the withdrawal of Messrs. McCloskey and McShain. Substantially cash paid 
for common and preferred stock of the corporation amounted to approximately 
$217,000. 

Accordingly, there was injected into Reliance Homes, Inc., from private 
sources, cash of about $277,000, which appears on the balance sheet as payment 
for stock or capital surplus. 

14. The following were the officers of the corporation: 

President: Harry S. Nagin 
Vice president : Leon Nagin 
Secretary : Samuel A, Blank 
‘Treasurer: Charles Brait * 

15. The following were the principal common-stock holders of Reliance Homes, 

Inc., with substantially the following holdings: 


Percent 
Harry and Dorothy P. Nagin a il ea i a tah cha Rasalan bach cai 24. 1 
Nes Ge CCRUOICR BORN i os he eee ee eee wbG Saitek, See 
SOCOM RIOPrOGe Orel os ol es eho eee bee —S 8.8 
RERUN TUNE AS 5S sh ch ges Ween cic ew Wee eek dD. 7 


Balance of common stock (87.9 percent) was distributed among 49 stock- 
holders, no 1 of which held as much as 5 percent. 

16. The capital stock structure of the corporation was substantially as follows: 

(a) Preferred stock, 5 percent noncumulative, par value $100 per share: 
Authorized, 30,000 shares; issued, 2,500 shares; less in treasury, 400 shares— 
$210,000. 

(b) Class A common, voting, par value $10 per share: Authorized and issued, 
20,000 shares: less in treasury, 5,150 shares—$1,3S85. 

(c) Class B, common nonvoting: Authorized, 180,000 shares; issued, 80,000 
shares; less in treasury, 24,600 shares—$5,540. 

In addition to the foregoing, $60,000 in cash had been injected by Mr. MeClos- 
key and Mr. McShain and was not represented by any outstanding capital stock. 


C, GOVERNMENT LOANS OR INSURANCE 


17. The first REC loan obtained by Reliance Homes, Ine., was to finance the 
purchase of additional machinery and equipment for tooling a leased plant, and 
for certain operating purposes. This loan was aprpoved September 20, 194s. 
The authorized amount of the loan was $375,000 and the rate of interest was 
4 percent. At the time that the second RFC loan was obtained, the maturity 
on this loan was extended to August 14, 1950. The loan was secured by col- 
lateral consisting of inventory, machinery, and equipment which were pledzed. 
The total aetual disbursements under this loan were $857,000. This loan was 
made under section 102 of Publie Law 901, SOth Congress, known us the Housing 
Act of 1948. 

18. Reliance Homes, Inc., obtained a loan from the County Trust Co. of 
Tarrytown, N. Y., which was insured by FHA under section 609 of the National 
Housing Act. The authorized principal amount of the loan was $949,440. The 
amount of this loan was based upon 90 percent of the necessary current cost (as 
estimated by FHA), exclusive of profit, of manufacturing the houses which 
were the subject of the purchase contracts assigned to secure the loan. Actually, 
the loan was at the rate of $4,128 per manufactured house. The loun was made 
November 26, 1948, and bore interest of 4 percent. The maximum amount 
actually disbursed under the loan was $762,530. Two purchase contracts, each 
for 115 manufactured houses, were pledged as collateral for the loan. The use 
of funds was limited for the purpose of meeting the cost of the manufacture 
of houses sold pursuant to the pledged purchase contracts. Assigned proceeds 
from the sale of houses were required to be transmitted to County Trust Co. to 
be applied on the loan. The original maturity date of the loan was Noveraber 
26, 1949. Under the law, however, the FHA Commissioner was authorized to 
extend section 609 loans up to 1 year. The maturity of this loan was extended 
several times for short periods. The loan was paid in full from the proceeds 
of house sales by the fall of 1950. 


a 


1Mr. Brait was replaced by Thomas A. McCosker, who became comptroller pursuant 
to the requirement of the resolution that a person be designated to fill this position satis 
factory to RFC. He was also elected treasurer of the company. 
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19. It had been found that the loan made by a bank, insured by FHA under oe 
section 609, did not adequately meet the needs of financing an industrial pro- ka 
duction for a variety of reasons. Thus, the unit loan values represented 90 Z tive : 
percent of the average cost of production per housing unit. However, it was prod 
found that these average costs could not be achieved by any housing manufac- * vesto 
turer usine mass production methods until the volume of production and distri- aid f 
bution achieved a break-even or profitmaking level. Moreover, there were large - » faith 
starting up costs which had to be made up over a longer period of operation. hazar 
It was in recognition of these needs that Congress enacted section 102, and that weetii 
Reliance Homes requested and secured a loan under that section, ; a res 

20. The following information is furnished with respect to the second RFC inten 
loan to Reliance Homes, Inc., under section 102 of the Housing Act of 1948 (Pub- + chance 
lic Law 901, SOth Cong.) : ; tions 

(a) Resolution authorizing loan adopted by RFC on June 27, 1949. of the 

(b) The maximum authorized amount of the loan Was $3,838,786, Almost all and ti 
of this was disbursed. loans 

(c) Interest rate: 4 percent. mass 

(7) Maturity: 24 months following date of first disbursement. ards : 

(e) Loan proceeds were to be used for production and delivery of manufac- (h) 
tured houses and, with certain limitations, for the acquisition of additional tests | 
machinery and equipment. ing co 

(f) The loan was secured by mortgages on all real estate, machinery, equip- offere 
ment, and other personal property. size. 

(7) REC retained the right to receive the proceeds from all sales, except to the period 
extent that such proceeds ha’? been previously assigned. of con 

(h) All inventory and raw materials and manufactured houses (unless sched- have } 
uled for immediate shipment) were to be warehoused in an independent field (ec) 
warehouse, and RFC was to receive the warehouse receipts on them. requir 

(i) RFC reserved the right to require management satisfactory to itself; no experi 
dividends or distributions could be made to shareholders while the loans were operat 
outstanding: 51 percent of the common stock of the company was pledged to from | 
RFC: and all salaries of $7,500 per annum or more had to be approved by this ec 
the RFC, produ 

(7) Under the loan, 10 monthly disbursements were scheduled. These were the vo 
conditioned upon the borrower meeting specified standards with respect to pro- of the 
duction and delivery of houses and remittances to the cash collateral account ry (d) 
held by RFC. » many 

(i) Under the loan, certain disbursements were authorized from the cash necess: 
eolliteral account. a fact 

(7) A new comptroller and treasurer satisfactory to RFC was designated. purcha 
RFC stationed its representative in the plant so it could be fully informed of builder 
day-to-day operations. Monthly financial statements were furnishel, as well as mits, @ 
monthly reports on production, sales, deliveries, and collections on houses. tinance 

? and. to 
PD. REASONS FOR FAILURE that tl 
The na 

21. Having outlined the facts about the company and ifs leans. T wish now to below. 
tell the story of why the company was eventually forced into bankruptcy. It fast as 
has been a bitter disappointment to me that we failed to achieve the dream of solutio 
developing a new industry for the mass production of housing. The realization plant. 
that the Government, as well as friends and associates, lost large sums of money month 
in this venture has also been a bitter pill for me. IT have pondered many hours improv 
whv we failed in our goal and what we might have done to change the result. operati 

22. From the stendnoint of the committee, the following questions would seem : (e) 
to present the foundamental issues: when ¢ 

(a) Why did the FHA insure a loan and the RFC make loans to Reliance - tion op 
Homes. Tne., in the first place? produe 

(b) Why did the RFC continne to make disbursements under its loans even ing cev 
thouch the financial statements of the corporation showed that the company was the firs 
losing money ? certain 

(c) Why did the FHA approve extensions of the section 609 loan? profits, 

(dq) Why was the operation eventually unsuccessful so that Reliance Homes, of the 
Tne.. was foreed into hankruntey ? . stantial 

The answers to these questions also explain why substantial sums of money profit nm 
invested hy private peonle in the company fall of which money was lost) and tion ex} 
why builders continned to hny houses from the factory and erect them, even tion anc 
though they too were snffering substantial losses. ization 
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2%. The answers to these questions may be found in the following pvints: 

(a) There was a strong policy of the Government, reflected in specilic legisla- 
tive programs, to encourage and assist in the production of housing by imass 
production, factory methods, as fully set forth above. Just as the private in- 
vestors, including such outstanding builders as Messrs. McCloskey and MeShain, 
had faith in the house, its production and future, the FHA and the RFC had 
faith in the ultimate suecess of the house. While they were aware of the 
hazards of starting such a new industry and producing housing through new 
methods, and marketing houses with new materials and new designs, they felt 
a responsibiilty to carry out the policy and purpose of the special legislation 
intended to encourage the start of this new industry. They recognized that the 
chances for success were sufficient to warrant Government assistance. The ques- 
tions which nrose under those loans were viewed and considered in the light 
of the purpose of the law to develop the potential of new production methods 
and technology in order to reduce housing costs. It was recognized that these 
loans had a Government policy behind them to encourage the achievement of 
Inass production in housing. and that they were not subject to the usual stand- 
ards and requirements applicable to business loans generally. 

(1) In fact, the Reliance house proved to be a quality product. Not only 
tests but also experience demonstrated that if was based on sound manufactur- 
ing concepts and engineering. The house was well designed architecturally and 
offered maximum livability and durability, for a home of modest price and 
size. While the modern architectural design of the house was advanced for that 
period, the house found consumer acceptance. Since that time one-story ramblers 
of contemporary design have greatly increased in popular demand, so that resales 
have been at very attractive prices. 

(c) In fact, the manufacturing process proved itself after we obtained the 
required machinery and after we improved production techniques based on 
experience and test runs. ‘This tooling-up and perfecting of the mass production 
operation required large sums of money, which could only be repaid in full 
from profitable business operations, because the liquidating value of much of 
this equipment would be relatively small, since it consisted of special jigs and 
production lines designed for this house. We were able to produce houses in 
the volume required for profitable operations. The engineering and economies 
of the production program were demonstrated to be sound, 

(d) While the consumer demand for these houses kept constantly increasing, 
Inany serious obstacles developed in getting the house to the consumer with 
necessary finaneing. Unlike an automobile or many other industrial products, 
a factory-made house is not purchased as a package by the consumer, but is 
purchased fully erected on a site. The consumer can only buy the house after the 
builder has solved all the local problems of zoning, building codes, building per- 
nits, and community acceptance. In addition, the builder must find a way to 
finance the construction of these houses in sufficient volume to achieve low costs 
and to provide satisfactory mortgage financing for the consumer. It is here 
that the most serious obstacles arose to successful operations of the business 
The nature of these problems and the progress toward their solution is discussed 
below. Due to these problems, the company was not able to distribute houses as 
fast as it had to produce them in order to avoid losing money. Pending the 
solution of these problems in different areas, the houses were piling up in the 
plant. However, as indicated below, progress was being made from month to 
month in overcoming these obstacles, so that the prospects were constantly 
improving toward achieving a rate of house distribution sufficient for profitable 
operations. 

(ec) A further reason why RFC disbursements were continued during the period 
When the company was losing money is inherent in the nature of a mass-produc- 
tion operation. Such operations necessarily involve losses until the volume of 
production and distribution is built up to a level to absorb the costs of engineer 
ing Cevelopment and starting-up operations. It had always been anticipated that 
the first units would not cover the cost of producing them, and that only when a 
certain volume of both production and distribution was reached, could there he 
profits. One of the major reasons for the section 102 loans was the recognition 
of the fact that Government financing would be necessary because of the sub 
stantial costs involved before a housing manufacturing business could achieve a 
profit making level of business. These costs included engineering and reproduc- 
tion expenses, starting-up costs, costs of opening up markets, obtaining construe- 
tion and consumer financing, besides the costs represented by the necessary organ- 
ization expenses and plant overhead during the initial stages when only limited 
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production and distribution were possible. Actually, such costs represent 
deferred charges or assets Which are customarily paid from later volume produc- 
tion and sales. 

24. The company never lacked for builders who were enthusiastic about the 
houses and wished to purchase them. These builders ordered houses and incurred 
substantial expense for site acquisition and the purchase and erection of the 
houses. The builders were confronted with zoning problems. Local authorities 
questioned the house, which was of novel design and material. These zoning 
problems were not insurmountable, but they caused delays. The local authorities 
also raised questions before they were prepared to issue building permits. The 
builders had problems in overcoming building code objections. The builder, with 
the help and cooperation of the factory, was compelled to carry on an extensive 
educational program. Code authorities had to be shown engineering computa- 
tions proving that the steel frame of the house was substantially stronger than 
the customary wood framing. They had to be shown that the novel features of 
the house, by performance standards, were superior to the requirements of the 
code, The builders were increasingly successful in overcoming these objections 
and delays, so that their outlook and prospects continued to improve. If the 
operation had sufficient resources to continue, these obstacles would all have been 
overcome. 

25. Builders who purchased these houses were unable to take deliveries at the 
rate required for continuous mass production because they were unable to get 
adequate financing to finance large-scale development of projects consisting 
of these houses. The following are among the obstacles which made it impossible 
to achieve mass distribution at a pace which was geared to mass production 
required for successful operations: 

(a) When Reliance Homes, Inc., commenced production, its purchaser-builders 
could obtain only limited numbers of conditional FHA commitments for the 
houses, This meant that FHA would insure a mortgage if and when a suitable 
purchaser for the house were found. With these conditional commitments, how- 
ever, builders had difficulty in obtaining adequate financing which would enable 
them to pay for the house upon delivery and handle the erection thereof at the 
site. Financial institutions expressed doubt as to the market for these houses : 
in some cases, they were not prepared to provide construction financing at all: 
in other cases, the amount of available financing was so small that the size of 
operations of the builder had to be severely curtailed. 

(0) Since FHA would not issue firm commitments to enable large-scale econ- 
omy onerations at the site on factory-produced houses, the distributor of manu- 
factured houses was placed at great disadvantage in comparison with conven- 
tional builders. The distributor of manufactured houses had to proceed on a 
small-scale basis so that the rate and economies of industrial production were 
not matched by large-scale site erections. 

(c) The methods of financing mortgage applications involved long delays and 
unnecessary costs, considering the fact that a basic and identical product was 
involved. Processing in the field office was not adjusted to meet the special 
problems of a manufactured house that was produced for a national market. 

(7d) The FHA and VA appraisals of the houses were too low to permit large- 
scale profitable operations. There was a low valuation of the houses due to 
new materials such as steel and aluminum, and due to the new methods of house 
production and the modern architectural design. Low VA appraisals meant low 
ceiling prices. Low FHA appraisals meant unreasonably high downpayments 
in comparison with smaller downpayments on conventionally produced houses. 
Builders often had to sell these houses as erected on the land for much less than 
they cost. Yet today, after the houses have proved themselves in livability and 
marketability, they are selling at much higher prices, which recognize their full 
value. 

(e) But, as the house proved itself in the market, FHA insuring offices gave 
evidence of becoming willing to provide larger numbers of conditional commit- 
ments, and in some cases even a few firm builders commitments. Also the finan- 
cial institutions hegan to be impressed with the strong consumer demand for 
these houses, and became less apprehensive about providing construction finane- 
ing, where conditional FHA commitments were outstanding. The builders, the 
RFC, and the others, were all encouraged to feel that success was achievable 
once the logjam was broken. Everyone recognized that distribution was not 
being achieved on schedule but the reasons for this were clear, and solutions 
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were being developed for these problems. This likelihood of eventual success 
is an important reason why builders were prepared to go forward with the 
purchase and erection of houses (even though they were losing money) and why 
the REC was prepared to make advances, even though Reliance was operating 
ata loss. Therefore, the REC recognized that to cut short the program would 
not only be contrary to the basic statutory policies but would result in substan- 
tial losses upon forced liquidation, 

26. The Senate Banking and Currency Committee, after considering the prog 
ress of industrinlized housing, stated its conclusion that the development of this 
industry was being held up by difficulties of marketing and distribution due to 
lack of necessary builder and consumer tinancing. This couclusion was stated 
in its report on the Housing Act of 1950, as follows: 

“Section 102 of the Housing Act of 1948 (Public Law 901, SOth Cong.), anthor- 
ized RFC to make loans to business enterprises to assist the production of pre- 
fabricated houses and housing Components, or to assist large-scale modernized 
site construction. Section 102 loans to manufacturers have been effective in 
overcoming actual production problems. However, the development of indus- 
trialized housing is being held up primarily by difficulties of marketing and 
distribution. One of the major obstacles is caused by delays in obtaining 
financing for the purchase and erection of houses and in obtaining consumer 
financing. Because of the nature of the production and distribution of prefabri- 
cated houses, any delay for an appreciable period of time at one stage of the 
distribution process affects other stages. This overcomes the advantages which 
might be derived from mass production and often results in additional cost for 
storage and overhead.” 


E. PROPOSED REORGANIZATION AND ADDITIONAL PRIVATE INVESTMENT 


) 


27. Pursuant to statutory amendments adopted to section 102 to authorize 
financing to aid in the marketing and distribution of manufactured houses, an 
application was filed with REC for financing for a Reliance Acceptance Corp. All 
RFC advances would be made against the pledge of mortgages on the erected 
houses and the sites on which they were located. The financing would have 
filled the gap so far as the need for builder financing on large-scale operations 
with manufactured houses, as well as for adequate consumer financing. Such 
mortgage financing proved necessary to achieve the marketing and distribution 
of houses at the rate required to sustain mass production at profitable levels in 
the factory. The REC declined to extend the additional financing. 

2S. Even after the petition in bankruptcy had been filed, private investors 
were prepared to inject $250,000 in cash as part of a reorganization plan to go 
forward with the Reliance house. Such a plan was proposed to the Housing and 
Home Finance Agency and was rejected by that Agency. Part of the proposed 
reorganization involved Government financing of a Reliance Acceptance Corp. 
to assist in the mass distribution of the houses. This had been the major obstacle 
to the achievement of success because, while the company was able to produce 
houses in volume, it had not been able to distribute them at a pace which would 
keep up with the mass-production operations required for a profitable level of 
business, 

29, In the liquidation of Reliance Homes, Ine., the Government failed to 
recover a large portion of its loans. All of the money invested by private in- 
vestors was lost, and builders who purchased and erected Reliance houses also 
suffered large losses. 

F. FINANCIAL STATEMENTS 


30. There has been raised a question as to the March 31, 1949, balance sheet 
of Reliance Homes, Inc., filed as part of the application for the second REC loan. 
All financial statements involved were prepared by Main & Co. The certified 
financial statement of July 51, 1949, reported a substantial reduction in the 
inventory figure. Attached hereto are extracts from the balance sheets of the 
company of March 31, 1949, April 30, 1949, May 31, 1949, June 30, 1949, and 
July 51, 1949, relating to “Inventory.” It is clear from these extracts that full 
disclosure was made at all times as to the actual inventory picture of the com- 
pany, and the manner in which the inventory figure was calculated or determined. 
This was fully explained at the executive session by Mr. Cowing of Main & Co. 

ol. I have furnished the facts to the best of my knowledge and ability, but I 
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have not had access to precise dates and amounts and other data in the records 
of the company, since these records were turned over to the trustee in bankruptcy. 


Harry S. NAGIN. 
Commonwealth of Pennsylvania, 
County of Philadelphia, ss: 


Sworn to and subscribed before me this 20th day of July 1954. 
[SEAL] ANN E. REINKE, 
Notary Public. 

My commission expires February 2, 1957. 

The CHamman. Is this the document you speak of ¢ 

Mr. Arman. It looks like it. May I look at it for a moment, sir? 

The CHarMan. Yes. 

Mr. AurmMan. Yes, sir. 

The CuarrMan. Without objection, the document headed “Aflidavit 
of Harry Nagin, Reliance Homes, Inc.,” will be made part of the record 
at this point. 

I will hold it temporarily and give it to the reporter. 

Mr. Spon. Mr. Nagin, will you give the reporter your full name 
and address, please ¢ 

Mr. Nacrx. Yes, sir. Harry 5. Nagin, 50 Marion Road, Marion, 
Pa. 

Mr. Suwon. What is your business? 

Mr. Nagin. I am an executive. I am the vice president of the 
Reliance Steel Products Co. 

Mr. Stuon. How long have you been associated with the Reliance 
Steel Products Co. 4 

Mr. Nacrx. Since 1934. 

Mr. Stuon. What is the business of Reliance Steel Products Co. ? 

Mr. Nacrx. Reliance Steel Products Co. manufactures steel prod- 
ucts, gratings, bridge floors, and during the war—during the Second 
World War—we were manufacturing airplane landing mats and 
ponton bridges. 

Mr. Sruon. Is it a profitable business? 

Mr. Nacin. At times, it is. Just at present, it isn’t. 

Mr. Simon. Are you a stockholder ? 

Mr. Naatn. Yes, sir. 

Mr. oer Who are the principal stockholders ? 

Mr. Naaix. I am one of them. The principal stockholders, a man 
by the name of Mr. Max Pincus. 

Mr. — Max Pincus? 

Mr. Nacin. Yes, and I am one of the stockholders, one of the prin- 
cipal stockholders. 

Mr. ~~ Do you have a brother interested in it? 

Mr. Nacixn. No. Ihave no brothers. I have two sons there running 
the business that have some small stock interest. 

Mr. Simon. Do you and Mr. Pincus control the company ? 

Mr. Nacin. Together, we probably do, yes. 

Mr. Srmon. In 1948 did you cause to be incorporated a company 
called Reliance Homes, Inc. ? 

Mr. Naain: No, sir: it was in 1946, sir. 

Mr. Stmon. In 19464 

Mr. Nacrn. That is right. August 1946. 

Mr. Stvox. Who were the stockholders of Reliance Homes, Inc., 
when it was incorporated ? 
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Mr. Nagin. When it was incorporated the stockholders were—I be- 
lieve I have the answer. I can give it to you exactly. 

Originally 

Mr. ence That isn’t the first. 

Mr. Nagin. When it was first organized the principal stockholders 
were Matthew McC loskey, John McShain, both of them well-known 
builders 

Mr. Simon. Do you mean John McShane? M-c-S-h-a-n-e? 

Mr. Naan. That is right. 

Mr. AurMan. <A-i-n. 

The CHamman. That is the John McShain Construction Co. of 
Philadelphia, Pa.? 

Mr. Naar. That is right, and also Mr. McCloskey. Then there 
was Max Pincus, Harry Nagin, and a few others, ieciidien of the 
Reliance Steel Products Co. 

Mr. Stwon. How much stock did McCloskey and McShain own at 
the start ? 

Mr. Naan. They owned 50 percent of the common stock. 

Mr. Srmon. How much did they pay for it ? 

Mr. Naan. They were supposed to pay $1 million. 

Mr. Simon. How much did they pay for it ? 

Mr. Nactn. They paid a deposit of $250,000, and on November 7 
they withdrew. 

Mr. Simon. November 7 of what year? 

Mr. Naotn. Of 1946. 

Mr. Sruon. Let me—— 

Mr. Nacin. The day after election. 

Mr. Simon. Let me get this clear: McCloskey and McShain were 
supposed to put up a million dollars for half the common stock ? 

Mr. Naatn. That is right. 

They also were supposed to get preferred stock, $1 million. 

Mr. Simon. $1 million of preferred stock ? 

Mr. NAGIN. Th: at is right. 

Mr. Simon. You and your associates were to get the other half of 
the stock ¢ 

Mr. Naarn. The other half of the stock; yes. 

Mr. Stwon. Common stock? 

Mr. Naan. Yes. 

Mr. Stuon. How much were you to pay for that ? 

Mr. Naar. We were to pay for that, first of all we had some cer- 
tain machinery and equipment. I mean in all the development; we 
were working- 

Mr. Simon. Hlow much in cash were you going to pay ¢ 

Mr. Narn. Just the price of the common stoc k. 

Mr. Srwon. What was that? 

Mr. Naarn. Not any more than they paid, 10 cents a share. 

Mr. Sisron. How many shares? 

Mr. Naaix. That would have amounted to at that time—let me see 
if I can find it from these Reures—S5,000 for the common. We were 
supposed to pay, [ believe it was about $5,000 for the common stock. 

Mr. Suton. Did you pay $5,000 in cash ¢ 

Mr. Nacinx. Yes, between all of us, and McCloskey and MeShain 
were supposed to pay about the same amount for the common stock. 

The Ciaran. Five thousand dollars / 











© ee ee 
; 


2156 FHA INVESTIGATION 
Mr. Naatx. Let me check it, will you, please / : + 
Mr. Avureman. May I help him on it? ] 
The Ciaran. Yes, you may help him on it. sen 
Mr. Avrwan. The capital structure, as [understand it, Senator, was } 
that the common stock—the capital structure of the corporation was q } 
such that you had common stock and preferred stoe k, and McCloskey : ‘ we 
and MeShain would put $5,000 up to acquire 50 percent of the com- thr 
mon stock, and the Reliance group would put up $5,000 to acquire the leg 
balance of the 50 percent. We 
The Cuamman. Of the common stock? if we 
Mr. Aurman. Yes. of ¢ 
The Cuainman. Were they goimg to put up money for preferred all 
stock / wit 
Mr. Aurman. As a condition for permitting the McShain interests con 
to get into the corporation they would have to buy not only common a 
stock but preferred stock which would amount to a commitment of a Me 
million dollars. and if TL understand correctly they put up about N 
S250,000 in tot: al. bor 
Mr. Nacin. As a deposit. ‘I 
The Crairman. You say they later w ithdrew it? h 
Mr. Nace. They later withdrew it. T 
Mr. Siaron. When the company was started the cash money was a the 
quarter of a million dollars of MeShain and McCloskey money for y 
prefe — stock ? trac 
Mr. Narn. That is right. hon 
Mr. Susie Five thousand of their money for common stock and mac 
$5,000 of your money for common stock ? ther 
Mr. Nagin. That is right. I don’t remember the exact figures for The 
common stock. It is approximately correct. ; men 
Mr. a In addition, you put in some plans and drawings? ” M 
Mr. Nagin. And patents, and some houses that we had built up, 4 coul 
some sample houses. M 
Mr. Simon. And these were steel, prefabricated houses; is that M 
right ? you: 
Mr. Nactn. I wouldn't like to call them prefabricated. It was a J M 
manufactured home. The entire home was in 6 or 7 parts. It was a > M 
three-bedroom house. M 
The Crairnman. We will call them manufactured houses. Sept 
Mr. Staion. These were manufactured homes, manufactured in your M 
plant and carried to the place where they were to be erected ? M 
Mr. Nagin. That is correct. M 
. Mr. Sruox. Sometime in 1946 MceShain and MeCloskey withdrew; nanc 
isthat right ? , M 
Mr. Nagin. That is right. , M 
Mr. Simon, And when they withdrew how much of their money did - the ] 
did they get back ? M: 
Mr. Nagin, They left $60,000. M 
My. Simon. Does that mean they got back—— M 
Mr. Nacrn. $190,000. Ol 
Mr. Simon, $195,000? Mi 
Mr. Nacrx. Something like that. . M1 
Mr. Simon. Why did they withdraw ? sect ie 
Mr. Nactx. Their contention was that there wouldn’t be sufficient a 
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Let me tell you how this thing came about: At that time we pre 
sented our house to the Administrator, to the Housing Administrator. 

Mr. Simon. Who was the Housing Administrator at the time ¢ 

Mr. Nacin. The Housing Administrator was Wilson Wyatt. When 
we gave it over to them they made us go through fioures and tests, 
through the Bureau of Standards, through Pennsylvania State Col- 
lege, and FHA had made several tests, before they would approve it. 
We had spent quite a bit of money to make all these tests, and when 
we had them ready and McCloskey and MeShain were in the picture, 
of course we discussed the possibility at that time of financing because 
all we had was $1 million, and they promised—part of the agreement 
with MeShain and McCloskey, which was they were to loan to the 
company $5 million if and when necessary. 

Mr. Sion. Mr. Nagin, would you confine it to why McShain and 
McCloskey withdrew ¢ 

Mr. Nacin. That is what I am coming to. They had expected to 
borrow quite a bit of money from the Government. 

The Cuairman. MeShain had ? 

Mr. NAatn. McCloskey and McShain. 

The CHairmMan. They had expected to borrow a lot of money from 
the Federal Government / 

Mr. Naan. That is right, because of the fact they offered us a con- 
tract. They offered us the lar gest kind of home could be offered, 31,000 
home contract running over $60 million. Actually, that order was 
made out to us, and they wouldn't sign it because they didn’t think 
there was sufficient money to go through with that kind of a contract. 
They had expected to be able to borrow the money from the Govern- 
ment, and the Government refused at that time. 

Mr. Srmon. MeShain and McCloskey withdrew because they 
couldn’t get Government financing ? 

Mr. Naery. That is right. 

Mr. Simon. You did get three loans from the Government; didn’t 
you! 

Mr. Nagin. That is right. 

Mr. Stwon. What was the date of the first one ? 

Mr. Naan. The date of the first one, the first loan was approved 
September 20, 1948, for $375,000. 

Mr. — Is that the FHA loan? 

Mr. Naoin. $375,000. That is a loan from the RFC. 

Mr. Ston. Was that guaranteed by the Housing and Home Fi- 
nance Agency ? 

Mr. Nacrn. I don’t think so. 

Mr. Sraon. Do you know whether it was made under title VI of 
the Housing Act? 

Mr. Nagin. Section 609. 

Mr. Stwon. Section 609 ? 

Mr. Naatn. Section 609. 

Oh, no, excuse me; I am wrong about that. I am sorry. 

Mr. Srvon. Under what act was that loan ? 

Mr. Nactn. Iam sorry. This was under the act, law, Public 9901, 
section 102. 

Mr. Simon. What was the next Government loan you got ? 

Mr. Nagin. Incidentally, we never got the $375,000. “We only got 


ore 


$375,000 on that loan. 
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Mr. Simon. The rest of it was never disbursed ? 

Mr. Nagin. That is right. 

The second Joan was from the FELA, under section 609. The loan 
wasn’t actually from the FITA. It was insured by the FHA. We 
borrowed from the County Trust Co. of Tarrytown, N. Y., for an 
amount of $949,440. 

Mr. Simon. What was the date of that? 

Mr. Naery. That was on—the loan was made November 26, 1948, 
and that bore an interest of 4 percent. The maximum amount actually 
disbursed under that loan was $762.530. 

Mr. Stwon. What was the third loan? 

Mr. Nagin. The third loan was made—let me get this exactly—the 
third loan was made on June 27, 1949. That was the date when the 
loan was authorized. 

Mr. Stwon. How much was that loan? 

Mr. Naain. That was for $3,538,786. That was at the interest rate 
of 4 percent. 

Mr. Simon. How much of that loan was disbursed ? 

Mr. Naan. I don’t know exactly, because you know we haven't got 
the records. All of the records are left. 

Mr. Spon. My records indicate the total loan was disbursed. 

Mr. Nagin. I don’t think so. I don’t think the total loan was dis- 
bursed, but very close to that. I thought it was only a little over 
three million and a half. 

Mr. Suwon. There was 3760,000 repaid on it. But the total loan 
was disbursed, according to my record, and $760,000 repaid, and the 
balance of $3,035,000 unpaid. 

Mr. Nacrx. That is approximately correct. Well, if you have the 
record, it must be correct. 

Mr. Simon. When did the company go bankrupt? 

Mr. Nagin. The early part of 1951, 

Mr. Simon. The early part of 1951. Do you know any more ac- 
curately the date? 

Mr. Nagin. I thought it wasin January 1951. Involuntary petition 
for reorganization was filed in January 1951. 

Mr. Simon. Do you know the date in January? 

Mr. Nagin. I don’t have the date, sir. That was a petition for 
reorganization, but it was dismissed, and then the involuntary petition 
in bankruptey was filed on February 15, 1951. 

Mr. Suwon. As of today, Mr. Nagin—my paper here is dated March 
31, 1954—as of March 31 of this year was there still $3,035,868.19 
unpaid on the big loan and the full amount of $357,000 unpaid on the 
first loan ? 

Mr. Nagin. I don't know. IT thought the total was about $3 million 
unpaid. Out of all the borrowings of 85 million, there was only $3 
million that was unpaid. 

Mr. Simon. This record which the FHA has furnished to the 
committee shows $3,390,000 unpaid. 

Mr. Nacrn. It may be correct. I wouldn't know. I have no 
records, 

Mr. Simon. At the time MeShain withdrew from the company you 
had $60,000 of his cash in the company and $5,000 of your cash / 

Mr. Nagin. No. We had more than that. I mean we added up 
considerably more money after that to be able to borrow the money. 
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Mr. Stuon. What other money went in as capital / 
Mr. Naern. As actual cash 
Mr. Simon. No; capital. 
Mr. Naain. $217,000 in actual cash. 

Mr. Simon. When was that stock sold ? 

Mr. Naarn. That stock was sold the early party of 1947. 

Mr. Stmon. The early part of 1947. Who bought the stock ? 

Mr. Nagin. I can only tell you, the common-stock holders—let’s see 
if that is correct. Correct me, please, if you don’t think I am right. 

The following were the principal common-stock holders of Reliance 
Homes, with substantially the following holdings: Harry and Dor- 
othy Nagin—that is my wife and I—had 24.1 percent of the stock. 

Mr. Simon. How much did you pay -for that 24.1 percent ? 

Mr. Nactn. Well, we had invested—— 

Mr. Stmon. In cash? 

Mr. Naan. In cash: IT know it was over $10,000 in cash. 

Mr. Simon. How much over $10,000? 

Mr. Naarx. Plus what I originally paid for the common stock. I 
don’t know, over $10,000. 

Mr. Simon. Do you mean by that between $10,000 and $11,000? 

Mr. Naarn. Something around there; yes. 

Mr. Simon. And you paid how much for the other stock? For the 
first. stock, that. is. 

Mr. Nagin. Maybe a thousand or two thousand dollars. Maybe 
that. I don’t know the exact figures. 

Mr. Simon. You had between $11,000 and $13,000 invested: is that 
right ? 

Mr. Naarn. That is right. 

Mr. Sraron. You owned 24 percent of the company / 

Mr. Naarn. That is right. 

Mr. Stuon. Who else was the principal ? 

Mr. Nactn. That was just the common stock. 

Mr. Stuon. How much preferred stock did you own? 

Mr. Nagin. The preferred stock, T own as much as PT paid tn in 
cash. i it was around $10,000, that would be about as much as I 
owned, because anvone that bought preferred stock got, to the best 
of my recollection, for every share of preferred stock for S100, they 
got 1 share of common stock A and 4 shares of common stock B.A 
was the working stock. 

Mr. Srvwon. The total amount of cash you put in was between 
$11,000 and $13,000 ¢ 

Mr. Nagin. Something like that. 

Mr. Simon. For that vou got that amount of preferred stock plus 
24 percent of the common stock ¢ 

Mr. Naan. That is right. 

Mr. Sron. All right. 

Now, who are the other principal stockholders ? 

Mr. Nagin. Mr. and Mrs. Pincus. 

Mr. Simon. How much did they have? 

Mr. Nagin. 2714 percent. 

Mr. Simon. How much did they put in in cash ? 

Mr. Nagin. I would have to figure it out, but it would be somewhere 
around the same amount. Somewhere around 10. I don’t know the 
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exact figures. I have not got it. I can furnish that information if 
you want me to. I haven't got it now. 

Mr. Simon. Is this reasonably accurate, that you and Mr. Pincus 
together put in about $25,000 in cash, and you got $25,000 of preferred 
stock and 5114 perce nt of the common stock ? 

Mr. Nacrx. Well, the common stock we owned before, you under- 
stand. You know when McCloskey and MeShain had left we had a 
certain amount of stock. We didn’t put it in at this time. 

Mr. Simon. T understand. You owned 511% percent of the common 
stock ? 

Mr. Nagin. That is right. 

Mr. Sruon. The total amount of cash that the two of you had put 
In was about $25,000. 

Mr. Naerx. That is right. The balance was invested by other 
stockholders. 

Mr. Simon. Were those largely employees of Reliance Steel 
Products? 

Mr. Naoin. No. 

Mr. Stuon. Who were they? 

Mr. Nacrn. A few of them, outsiders that bought preferred stock 
at the same price that we paid for it, $100 a share, and the common 
stock at the same price that we paid for it. 

Mr. Stuon. Did Reliance Steel Products sell merchandise to Re- 
liance Homes, Ine. 4 

Mr. Naarx. Yes. 

Mr. Stuon. About how much business did Reliance Steel Products 
dow o Reliance Homes during the entire period of its existence? 

Mr. Nace. Not very much. They only did the labor for them be- 

cause Reliance Homes purchased the steel themselves and deposited 
it in the Lawrence warehouse, in the plant of Reliance Steel Products 
Co. They didn’t buy this stock except for occasional small pieces 
when they were missing, but very small. 

Mr. Sruox. How much work was done by Reliance Steel Products 
for Reliance Homes? 

Mr. Nagin. The total? 

Mr. Simon. Yes. 

Mr. Naeuy. T don’t think—I don’t know. I know it is not very 
much. It included just labor, and that was only for a limited time, 
heeause later on when they got their machinery from back—vou see, 
originally Reliance Steel Products Co.—you asked before what we 
have invested. In addition to the investment in cash we have invested 
many hundreds of thousands of dollars, not only engineering develop- 
ments 

Mr. ee Tn cash ? 

Mr. Nagin. Of course, how could we invest not cash. We have in- 
vested many hundreds of thousands of dollars. 

Mr. Simon. Who put the cash in? 

Mr. Nagin. Reliance Steel Products Co. and stockholders. Let me 
show vou how. 

Mr. Simon. Who put how much cash in, now 2 

Mr. Nacix. Reliance Steel Products Co. 

Mr. Simon. Reliance Steel Products put many hundreds of thou- 

sands of dollars in cash ? 

Mr. Nagin. Yes. Let me tell you how. 





ie 





Mr. 
Mr. 
for mi 
Mr. 
as an 
of wo1 
Mr. 
eXampy 
Mr. 
Mr. 
lot of 
is wec 
Mr. 
liance 
Mr. 
Mr. 
ance I 
Mr. 
The 
liance 
Mr. 
The 
Feder 
Mr. 
The 
Mr. 
The 
Mr 
Th 
Mr 
Th 
some 
Mr 
Th 
Mr 
becau 
Mr 
the F 
Mi 
cash. 
Th 
abou 
your 
asset 
M 
ever 
M 
pare 
M: 

Tl 

M 

TI 

M 


lian 





nif 


Neus 
rred 


der- 
id a 


non 


put 
ther 


teel 


cock 
non 


Re- 


acts 


be- 
ited 
aets 
Ces 


iets 


ery 
me, 
see, 

we 
sted 


lop- 


in- 


me 


fOU~ 


’ 


oe ne 


fa} 


nn 


FHA INVESTIGATION 2161 


Mr. Simon. When? 

Mr. Nagin. Since 1935 we kept on working and designing a house 
for mass production. ‘That was one of our programs to do. 

Mr. Simon. You don’t mean Reliance Steel Products put as much 
as a nickel in cash in here. I take it that you mean they put a lot 
of work in on the house; is that right 4 

Mr. Nagin. No, I mean cash. Let me show you how in cash. For 
example, if you paid to one architect— 

Mr. Simon. We are talking about Reliance Homes, Inc. 

Mr. Naain. I am talking about Reliance Steel Products invested a 
lot of money in the first place. The way you have it in the record 
is we only put that money in. 

Mr. Simon. We are talking about Reliance Homes, Inc. Did Re- 
liance Steel Products ever put any cash in Reliance Homes, Inc. 

Mr. Naan. No. 

Mr. Simon. Did you and Mr. Pincus ever put any cash into Reli- 
ance Homes, Inc., other than about $25,000 ? 

Mr. Naat. No. 

The Cuarrman. Who was it borrowed this some $5 million, Re- 
liance Homes? 

Mr. Naain. Reliance Homes. 

The CHairman. And all of the money was guaranteed by the 
Federal Government ? 

Mr. Nagin. No, borrowed from them. 

The CuarrmMan. Borrowed directly or guaranteed by them ? 

Mr. Naetn. That is right. 

The CHarrman. $5 million? 

Mr. Nacin. That is right. 

The Crrarrman. Reliance Homes borrowed the money ? 

Mr. Nagin. That is right. 

The Cuamman. The only corporation assets behind it was this 
some $25,000 ¢ 

Mr. Simon. About $217,000. 

The CuHairMan. About $217,000 ? 

Mr. Nagin. Two-hundred-and-seventy-thousand-some-odd dollars 
because we also had money from MeShain and McCloskey. 

Mr. Stmon. With $270,000 assets you were able to + from 
the Federal Government about $5 million ? 

Mr. Naerx. Mr. Chairman, it all depends on what you mean by 
cash, 

The Cuamman. I am talking about capital stock. I am talking 
about the amount that is behind the loan, not moneys you loaned 
yourself and repaid, or anything of the sort. I am talking about 
assets, that in case of liquidation would go to pay debtors. 

Mr. Nacin. In case of liquidation, you are right. Other than what- 
ever they could get for machinery, say. 

Mr. Stuon. On March 31, 1949, did you have a balance sheet pre- 
pared for you by your auditors? 

Mr. Naarn. I didn’t mention also we had a lot of machinery patents. 

The CuatrMan. Reliance Homes owned them / 

Mr. Nagin. Yes. 

The CuairMan. Did you give them to them 4 

Mr. Nacin. Yes, Reliance Products Co. turned over those to Re 
liance Homes. 
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The Ciairman. And issued the stick? 

Mr. Nagin. That is why they issued the stock to Reliance Steel 
Products. 

Mr. Avrman. I think Mr. Nagin is having a little difficulty express- 
ing just exactly what he had in mind. What he meant was Reliance 
Steel Products Co. over the years had invested very large sums of 
money in developing this house and bringing it to the point where 
after tests it was approved. These were all made available to Reliance 
Homes, which was the borrower, so it had that, besides the cash. 

The Cruatrman. TI didn’t make mvself clear, but IT want to make 
myself clear. and that is why didn’t Reliance Steel Corp. borrow the 
money instead of setting up this new corporation, with some $217,000 
assets behind it? Why didn’t Reliance Steel Corp. borrow the money 
with all their assets ? 

Mr. Aurman. They turned over all the housing elements to the 
new corporation. 

The Cuamman. It is the same pattern. Organize a little company 
for $30 or $1,000 or $200,000, and go down to the Federal Government 
and get a million, 2 million, 5 million, with no equity particularly 
behind the corporation. It is the same pattern: it is no different 
than we have been oe all over the United States. 

Mr. Srwon. Mr. Nagin, is there a March 31, 1949, balance sheet 
of Reliance Homes, Inc. ? 

Mr. Naatn. Yes; there is. 

Mr. Sron. Are you familiar with that balance sheet ? 

Mr. Nacrx. I am familiar with it. I prefer that Mr. Cowing 
answer. T haven't personally prepared any of the statements. I pre- 
fer that Mr. Cowing explain. 

Mr. Simon. Was Mr. Cowing with Main & Co.? 

Mr. Cow1na. Yes. 

Mr. Sion. You prepared the balance sheet ? 

Mr. Cowinc. They were prepared under my general supervision. 

Mr. Sraon. Were those balance sheets. Mr. Nagin, presented to the 
Government in connection with the application for this loan ? 

Mr. Nacin. T presume so, sure. We were supposed to give them, to 
present those balance sheets to them every month. 

Mr. oe They were presented, weren’t they ? 

Mr. Nagin. That is right. 

Mr. Simon. Mr. Cowing, in this balance sheet there is an item under 
current assets, of inventories. Are you familiar with that? 

Mr. Cowrne. Yes, sir. 

Mr. Simon. As IT understand it, the amount of money opposite the 
word “inventories,” which is $715,000, on March 31, 1949, includes 
the cost to Reliance Homes of all the materials purchased, plus all 
of, its expenditures for direct labor and factory overhead: is that 
r icht ? 

Mr. Cowine. That is right. 

Mr. Simon. There was no effort made to put in the balance sheet 
the actual value of the inventory, but they merely considered as an 
asset the cost of the materials and the labor and the overhead on the 
materials: is that right ? 

Mr. Cowrnc. W ell, that use of the word “inventory”, is simply one 
word. It is not there by itself. There is a note 1 attached to the 
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balance sheet, and referred to opposite the word “inventory” in current 
assets. 

Mr. Srwon. That note 1 says that inventories are based on book 
records at March 31, 1949, consisting of the following: Two houses 
at sale price, materi: als purchased and pledged, materials purchased 
and not pledged, and then direct. labor and factory overhead prior to 
December 1948, December 1948, January, February, and March 1949; 
is that correct ¢ 

Mr. Cowina. That is right. 

Mr. Stwon. And that cost of materials and cost of direct labor and 
factory overhead is included as an asset ¢ 

Mr. Cowrna. That is right. 

Mr. Stmon. Is that normal accounting practice / 

Mr. Cowrne. I think it is normal accounting practice when you 
are starting a new project to cary as an asset the starting load costs, 
the excess cost of low production during the starting period. 

Mr. Staon. Do lenders normally loan money on that kind of an 
asset ¢ 

Mr. Cowrne. I am not a lender of money, so I am not in a good 
position to answer the question. 

Mr. Simon. Have you prepared balance sheets for borrowers to 
present to their lenders? 

Mr. Cow1na. Oh, yes. 

Mr. Stuon. Is that the customary way in which a lender operates? 

Mr. Cow1na. The type of expense referred to is carried as an asset. 
It may be carried under different terminology. We were restricted 
to the use of inventories in this case, because we did not have a cost 
system operating during this early period. The company was inter- 
ested in economy, kept its accounting statl to a minimum, and we had 
no way of segregating the value of the actual materials on hand, and 
the value of what you might call development cost, starting load costs 
involved in these early operations. 

We believed that with that note attached, everybody was on notice 
to what was contained under the heading of “Inventory,” and, there- 
fore, there would be nothing misleading about the statement. 

Mr. Srmon. I didn’t mean to infer it was misleading because cer- 
tainly you did point out how it was based, how it was computed. 

Mr. Cowina. That is right. 

Mr. Stmon. That isn’t the normal way of showing assets on a 
balance sheet 4 

Mr. Cowinc. Well, whenever a manufacturing industry starts a new 
product, even a new model, they have a tremendous amount of cost. 
It is an inventoriable item, whether you call it inventory or whether 
you call it deferred expense, which is to be charged over the expected 
produc tion in the future period. 

The Cirarrman, Let me say this: You might carry it as an asset, 
but you certainly don’t carry it as an inventory. You carry it as 
de velopme nt expense, but cert: ainly not as an inventory. 

Mr. Cowrna. The term “inventory” in a narrow way is restricted, 
of course, to pieces of material that vou can take hold of. 

The Crairman. I think the term “inventory” means just one thing. 
It means materials. It means goods. 

Mr. Cow1na. It is often used in a broader sense than that, Senator, 
to include types of expenses that are involved in getting these con- 
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tracts started. It was very common practice during the war when a 


contractor took a contract to produce something for the Government, 
and in the beginning they had a lot of costs in setting up machinery, 
ete., that was carried as the inventory of that particular contract, and 
by the c ompletion of the contract it was all charged off. 

The Ciratnan. There is no point in arguing about whether or not 
it is ordinarily carried as a development expense. I presume it could 
be carried as inventory. 

Mr. Simon. Mr. Nagin, vou are acquainted with Mr. Lubin? 

Mr. Naatn. Yes. 

Mr. Srwron. What is his first name / 

Mr. Naagry. Michael. 

Mr. Stuon. He sold a lot of these houses for you 4 

Mr. Naary. Not for us. He purchased these houses from us and 
sold them. 

Mr. Staon. He was vour principal distributor, wasn’t he, or would 
you ri — use customer than distributor / 

Mr. Nagin. T would say that he bought a substantial number of 
houses from us. 

Mr. Strwon. Was he the biggest individual customer ? 

Mr. Naarn. I don’t think so. 

Mr. Simon. Other than the Federal Government, did anybody 
buy more houses than he? 

Mr. Nagin. Yes. In Washington, or near Washington, there were 
about 200 houses, I believe, put up-by Reliance Homes of Washington, 
I believe. Wasn't that Reliance Homes of Washington ? 

Mr. Staron. Who were the owners of that company ? 

Mr. Nacrn. The present owner is Charles Lawrence. 

Mr. Staion. How many homes did Mr. Lubin buy ? 

Mr. Naar. I would say, I would guess about a half—about a hun- 
dred, or over a hundred. I mean he actually purchased more, but he 
didn’t take them out. 

Mr. Stmon. He purchased them, but a hundred was all he actually 
took delivery on? 

Mr. Naarn. That is all. 

Mr. Srvon. Were you present in Washington when he testified in 
executive session ¢ 

Mr. Naety. That is right. 

Mr. Srirow. How much did you charge him for these houses? 

Mr. Nacin. Well, originally they were houses that were sold at 
$5,500, and he only bought a few of them, Then we sold as high as 
$4,590. [believe that was the price, $4,590, 

Mr. Aurwan. You changed the model. 

Mr. Nacrn. We changed model. 

Mr. Sruon. THe had to pay for the transportation to the site, did he? 

Mr. Naarn. That is right. 

Mr. Staton. Then he had to buy the land? 

Mr. Naarn. That is right. 

Mr. Sturon. And he had to erect the houses? 

Mr. Naarn. That is right. 

Mr. Simon. And install sewers and water? 

Mr. Naqrx. That is right. 
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Mr. Simon. He testified that standing up—that is, erected on the 
lot the houses’ average cost to him was around $11,000 or $10,500 3 is 
that a" d 

Mr. Naan. I don’t know. I don’t know. He may have testified. I 
heard him testify. I don’t know what exact figures he gave, or I don’t 
know how true it is. 

Mr. Suwon. That is what he testified in your presence, isn’t it? 

Mr. Nagin. I think he testified some chin like that. 

Mr. Arrman. What page is that ? 

Mr. Simon. Page 2655 of the transcript. 

Then he also testified at that same time that when he tried to sell 
these houses the Veterans’ Administration, for VA loans, only valued 
the houses at from $7,900 to $8,900, completely finished; 1s the ut right 2 

Mr. Naary. I think I can see it now in the testimony; that is right. 

Mr. Simon. Page 2655, he said, and Lam quoting: 

VA put a valuation on it. They didn’t know anything about the houses. I 
don’t blame VA. It was something new, a revolutionary house at the time. They 
admitted they didn’t know its value, so in every location they put a different 
valuation. As far as I am concerned, they would value from $7,900 completely 
finished up to 88,900, and the houses were standing us about, averaging around 
$11,000, $10,500, but you couldn’t sell them. 

And then he was asked: 

“Cost to you?” and he said, “Absolutely, we would lose between 
$2,000 and $2,500 a house, ~ you coul In’t get a mortgage, and you 
had to sell at the VA mortgag 

Is that right? 

Mr. Nagin. That is right. That is what he said. 

Mr. Stmon. Is that the reason the company went bankrupt because 
the houses cost more erected than the Veterans’ Administration ap- 
praisers said they were worth? 

Mr. Nagin. No. That is not the reason. That is not my opinion 
at all. There is a very good reason why, the most important reason. 
The very most important reason why Reliance Homes failed is the 
fact that the builders were not able—the purchasers of these houses 
were not able—the builders who purchased the houses were unable to 
take delivery at the rate required for continued mass production. 

Mr. SIMON, Why were they unable? 

Mr. Naainx. Because they couldn’t get firm commitments from the 
FHA. Put it this way: They have to compete. While they were low- 
ering the price, originally, and a comparable conventional home—a 
conventional home the builder gets his construction financing through 
insurance of the FHA. When a builder wants to build a house he 
goes over to the FHA, the FHA gives him a firm commitment. He 
goes over to the bank with firm commitments, borrows money, and 
builds his house, but we were not able to get firm commitments. At 
first we couldn’t even get conditional commitments. We had just 
been able to get a few conditional commitments, which meant this: 
That even when the builder sells his house to a suitable customer, 
through the FHLA, they will insure it for a certain amount. Now, 
with all our ability to produc e the houses we just couldn't move them 
because the FHA wouldn’t give us firm commitments. 

Mr. Stuon. Are you saying that you couldn’t sell the house without 
getting a commitment from FHA in advance? 
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Mr. Nacrx. You could sell them, but they couldn’t take delivery. 
They couldn’t ace ent delivery. In other words, a builder would come 
ever and buy a certain number of houses from us. He would start 
foundations. He goes over to the FHA to get a commitment. FHA 
wouldn’t give it. 

Mr. Simon. Why wouldn't they give him a commitment? 

Mr. Naan. After everything I heard this morning here I would 
rather not. I cannot explain why, but they couldn’t get commitments. 
That was the tragedy of this whole thing. We went into this, Mr. 
Simon——— 

Mr. Simon. Are you saying one arm of the Government loaned you 
$5 million to build these houses, which you couldn’t sell unless ‘the 
other branch of the Government gave you commitments, and that 
branch of the Government wouldn't give you commitments ‘ 

Mr. Nacix. That is exactly right. "That is the great tragedy of the 
whole thing. 

Mr. Sruon. In 1949, which is the year you got these 2 big loans 
fr om RFC, you have written me a letter that that year you contributed 

3,000 to the Democratic National Committee. 

Mr. Nacin. That is right. 

Mr. Sumon. Did anybody suggest 

Mr. Nagin. That was after we were granted the loan. 

Mr. Stuon. Immediately after? 

Mr. Nactn. About 4 months later. 

Mr. Simon. Did anybody suggest to you that that would be an 
appropriate thing to do? 

Mr. Naain. No, sir. 

Mr. Simon. That was purely on your own? 

Mr. Nacix. Purely on my own, honest, and purely on my own 
because I never received any favors from any of the officials. At that 
time when we were granted the big loan I was jubilant 

The Cuarrman. Jubilant to the extent of $3,000 ? 

Mr. Nacin. Jubilant to this extent. I didn’t pay the $3,000 myself. 

The Cuairman. Who oT. 

Mr. Nacryx. I paid them, but then I sold tickets to the Jackson Day 
Dinner. I felt I should do something for the administration that 
helped me. 

The Cuatrman. Did you know Senator Flanders ? 

Mr. Naary. I beg your pardon? 

The Cuairman. Did you know Senator Flanders? 

Mr. Naain. Did I know him? 

The CrarrMan, Yes. 

Mr. Nagin. No; I never met him. 

The Crairman. Do you know why he would be interested in getting 
these loans for you? 

Mr. Nagin. I haven’t got the least idea why. 

The Cuarrman. The record shows that on May 25 he wrote the 
RFC requesting that they help you get these loans. 

Mr. Nae. Senator, so help me God, I never met Senator 
Flanders——- 

The Cuairman. Without objection, I will place into the record a 
report made up by one of our staff members on this whole matter, 
because we do not have time to go through it, and this will show who 
was interested in securing this loan for you. 
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Mr. Nagin. I have no objection, Senator. 
(The material referred to follows :) 


MEMORANDUM ON RELIANCE HOMES, INc., By W. I°. MCKENNA, COUNSEL, BANKING 
AND CURRENCY COMMITTEE, APRIL 22, 1954 


I am making this interim report on my assignment to check the files in the 
Reliance Homes, Inc., case. To date I have been able to review the so-called 
working files at HHI A, the correspondence files from the beginning of the case 
up to 1951, and a portion of the doucumeut file containing the original applications 
and accompanying exhibits. 

The purpose of this memorandum is to summarize certain of the information 
found bearing on the question of whether financial statements filed by Reliance 
Homes with the Government were fraudulent. This may serve as a basis for 
further investigation. 

1. The prime question raised by Senator Williams is the existence of fraud 
in the filing of financial statements by Reliance Homes. He noted that the 
March 381, 1949, financial statement indicated a claimed net worth of $253,947. 
Inventories in the statement were set at $715,900. This inventory item con- 
sisted of: 


2 houses codecs ees ; as o $11, 000 


Materials purchased (pledged ) — oars ee eaeeaea on, 
Materials purchased (not pledged ) sciacata aaa aaa ... 488, 498 
Direct labor and factory overhead__ a Se hte 230, 965 


a is ch a a itn serovar te ingame sta, ey Se 


From this subtract $99,000 representing the value of 18 undelivered houses, leav- 
ing a caleulated inventory value of $715,900 in round figures. 

In the July 51, 1949, balance sheet of Reliance Homes, total inventories 
amounted to only $825,074 and the net worth changed to a deficit figure of 
$974,718, including an operating deficit of $1,035,542. 

This drastic change in the financial condition of the company bears further 
investigation. This will probably require checking with those who prepared 
the financial statements involved. The March 31 statement, according to informa- 
tion in the tile, was prepared by Main Co., certified public accountants, Packard 
Building, Philadelphia, who stated that they did not attend a physical count 
of the inventory and did not mail confirmation letters. Therefore, they would 
not express an opinion on the statements in the financial statement as a whole. 
They stated they did make such other tests and investigations as they deemed 
necessary under the circumstances to establish the accuracy of the accounts. 

A memorandum dated August 11, 1949, from Loan Ageney Manager Kelley 
of the RFC Philadelphia Loan Agency to Chief Richard Dyas, Housing Branch, 
Office of Loans, RFC Washington office, discussed uncertiied statements of 
Reliance Homes dated May 31, 1949, and June 30, 1949. An explanatory note 
to the May $1 statement stated that the balance sheet figure of $851,098 for 
inventory was reached by charging to inventory all direct labor and factory 
overhead, regardless of the amount of inventory produced or on hand or the 
value of such inventory. He noted that the accountants were then in the process 
of completing a physical count of inventory as of July 1, 1949, with a view to 
adjusting the inventory figure to the physical count. He noted that the account- 
ants then estimated that the true inventory figure on the basis of cost or market, 
whichever is lower, as of May 31, 1949, would not exceed $500,000. Tle stated 
that this indicated that the inventory was overvalued by about $350,000. This 
indicates one reason for the difference between the March 31 and July 31 
financial statements noted by Senator Williams. But no explanation appears 
as to exactly why the inventory was overvalued to such an extent. Other 
items then noted by the accountants indicated that the May 81 statement set up 
$82,578 as deferred general and administrative expenses and that the machinery 
account Was written up $49,975. He noted that with the necessary adjustment 
the company would show a substantial deficit net worth and that its May 31 
operations to that date, May 31, 1949, would show an operating loss of at 
least $300,000 represented by the company’s accrued liabilities. He noted that 
the company probably sustained further losses during June and July. The 
July 31 financial sheet showing an operating deficit of $1 million bears out the 
forecast of Mr. Kelley. 
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The only material I found to date which attempted to explain this from the 
standpoint of Reliance Homes is a January 20, 1950, letter from David L. Krooth, 
counsel for the corporation, to Mr. Richard Dyas of RFC. He stated that prior 
to the first disbursement of the second loan to Reliance Homes, its financial state- 
ments specifically called attention to the fact that inventory included not only the 
purchase price of materiais but also all direct labor and factory overhead. He 
said it was indicated this was done pending a physical count of inventory and 
actual allocation of costs to work in process. He noted the April statement 
pointed out there was an overvaluation in the inventory figure and that it in- 
clnded make-ready expenses. 

The above information may serve as the basis for further investigation as to 
Whether any fraud was involved in presenting Reliance Homes financial state 
ments to REC as a basis for obtaining funds from RFC. A letter from Mr. 
Krooth to Mr. J. Morse of HHFA dated December 18, 1950, indicated that Mr. 
Harry Fries was then the accountant for Reliance Homes. In addition to a 
further check of the files in this case, it may prove desirable to interview Mr. 
Fries, Mr. Hl. S. Nagin, president of the company, and Mr. David Krooth, its 
counsel, and representatives of Main & Co. of Philadelphia. I understand 
Mir. Owen Kane of the Goneral Accounting Office has worked on some of this 
material for GAO in preparing replies to Senator Williams. 





MEMORANDUM ON RELIANCE Homes, INc.,. BY WiriniaM F. McKENNA, COUNSEL, 
BANKING AND CURRENCY COMMITTEE, MAy 10, 1954 


I. INTRODUCTION 


On April 22, T made an interim report on the results of my examination of a 
portion of the files in the case of the RFC loan to Reliance Homes, Ine. That 
particular report discussed the factors bearing on suspecion of fraud in certain 
statements filed with the RFC by Reliance Homes. 

This second phase of the report will comment on other factors under study. 
These factors are set forth for your information. Before any are made public, 
I would respectfully suggest that the particular factors disclosed be checked 
against this memorandum to see if they are set forth expressly in the files of the 
cuse. If not, I would assume those involved will be given an opportunity to ex- 
plain to you, the subcommittee, or the committee their participation in the events 
and the reasons for their actions, 

This memorandum attempts to distinguish between material set forth in the 
files and matters of my own opinion or conclusions. It is an attempt to reduce to 
writing for reference purposes information I have gained from examination of 
part of the files in the Reliance Homes, Inc., case. I was unable to go further 
with my study of this case because of other staff assignments. 


Il. GENERAL STATEMENT 


1. Arrangement of support for loans 


In general, I gained the distinct impression that in this case, some person or 
persons had made careful arrangements to marshal a showing of interest in the 
application by Reliance Homes for the second and larger RFC loan. The files 
contain letters from Members of the Congress, officers of national organizations, 
and from the staff of the Democratic National Committee at auspicious stages in 
the development of the two RFC loans to Reliance Homes. 

Only in one instance do these congressional communications request approval 
of 2 loan. That was made by a Congressinan from Pennsylvania. Others, how- 
ever, give the impression the writer has # distinct interest in the Reliance Homes, 
Ine., case. 


2, Leading proponents 


The files indicate that Attorney David L. Krooth, of the law firm of Krooth & 
Altman. Washington, D. C.. made most of the contacts with Federal officials in 
obtaining the two loans to Reliance Homes and following through on modifica- 
tion of the loan conditions in favor of Reliance Homes. 

Within the RFC, it was Mr. Richard Dyas, then Chief of the Housing Branch, 
who looked most favorably upon the various requests from Reliance Homes 
concerning the loan. Other officials in the RFC also agreed to go along with 
certain of the requests made by the borrower. 
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3. Nature of case 

The entire case shows considerable effort on behalf of Reliance Homes to have 
the two loans approved, followed by a series of requests by the borrower to relax 
loan conditions in its favor after the loans had once been authorized. These 
moves finally culminated in bankruptcy of Reliance Homes, Inc., with consider 
able loss to the Federal Government. 


}. Justification given 

The prime justification given for authorizing the second loan was the opinion 
expressed by Mr. Dyas of the RFC that the Congress meant to have the RFC 
encourage the unproved prefabricated housing industry even in marginal cases 
where “it must be expected from a credit standpoint that the loan will result in 
some loss.” He stated he believed the losses to be “justified by the prospect that 
the net effect of loans made under such section (102 of the Housing Act of 1948) 
may be to develop the techniques and processes for the successful mass production 
of housing at lower than conventional cost through factory production.” 


Ill. SPECIFIC PHASES OF STUDY 


i Having given this general discussion of the loan, this memorandum will pro 
} ceed to discuss phases of the study that may bear further checking and develo- 
i opment. 

1. Correspondence 
Among others, letters or inquiries from the following are in the files of this 
case from persons not in the employ of Reliance Homes. They are listed in 


chronological order. 

For reference purposes, it should be noted that the application for the first 
i Reliance Homes’ loan from RFC in the amount of $375,000 was filed July 27, 
{ 


1948; changed to an application under section 102 on August 16, 1948 (sec. 102 
having become law on August 10, 1948) ; and was approved by RFC on September 
9, 1948. 

The application for the second Reliance Homes’ loan from REC, originally in 
the amount of S82.797,000 and increased to $8,858,786, was filed April 26, 1949, and 
was approved by RFC on June 27, 1949. 











Sender date ge 
» f f Dat Digest 
1. Senator Flanders (Vermont) ---- May 25, 1949. Asks advice on RFC action on loan appli 
eation of Reliance, General Pane ], and 
New Jersey Permacrete Corp. 
2. Senator Sparkman (Alabama)... - May 27, 1949._.....| Refers to Senator Flanders’ May 25, 1949, 
letter. 
t 3. Senator Myers (Pennsylvania) June 2, 1949 Forwarded inquiry regarding loan appli- 
‘2 7 ae cation. : 
4. Congressman William T.Granahan  .... do... ...._- Hopes RFC will find it possible and proper 
Pennsylvani to take favorable action on the applica 
tion and keep him informed of develop- 
ments, 
5. Rt. Rev. Msgr. John O'Grady, Na- | June 13, 1949 Requests sympathetic consideration to ap- 
tional Conference of Catholic plications of Reliance Homes and New 
Charities Jersey Permacrete Corp. Disclaims any 
interest in either firm other than obtain- 
ing reasonably priced middle-class hous- 
neg. 
6. Senator Myers (Pennsylvania)......' June 23, 1949. Referral slip transmitting telegrams con- 
cerning the application 
7. Raymond C. Adams, business rep- | Jan. 12, 1950 Telegram to President Truman alleges 
resentative, Iron Workers Loesl RFC refusal to disburse on loan has 
No. 502, Philadelphia, Pa., and forced layoff of 400 men Asks him t 
° Arthur S. Lee, international repre- contact RFC to help men, families, and 
sentative, housing, 
8. William DT, Hassett, secretary to | Jan. 13, 1950 Referral slip transmitting Adams’ tele 
President Truman, gram ‘“‘for consideration and appropriate 
icknowledgment."’ 
9. Grey Leslie, assistant to chairman, | About Jan. 13, 195 Inquired of RFC regarding Reliance 
Democratic National Committee, Homes. 
Washington, D.C 
10. Senstor Myers (Pennsylvenia)_... Jen. 16, 1950 Enclosed telegram from R d Ad 
. 11. Senator Williams (Del.:ware June 23, 1950 Asks information about 1 





Reliance. 
See footnote at end of table. 
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Sender Date Digest 
12. Mrs. Cowert of Senator Myers’ | Oct. 10, 1950. Telephone ell for Senotor to le rn if RFC 
ottice.! hed any propos] involving releose of 


funds to p*y unsecured creditors of 
Reliince. The Sen tor had» phone ¢ I 
from 9 plumbing contrictor who was an 
unsecured ereditor, 


13. Joseph TT. Vereelli,  treesurer, Muar. 12, 1951 Request to be invited to bid on assets of 
Cherter Ook Construction Co., Reliance Homes. 
Inc., 525 Mauin St.. Hertford, 
Conr 

14. Congressman A. A, Kibicot? (Con- | Mor. 14, 1951 Enelosed copy of letter from Cherter Oak 

necticut), Construction Co, 

15. Senctor MeMahon (Connecticut Moar. 15, 1951. Co Us ¢ttention to Vercelli's interest in 
bidding on sssets of Reli nee Homes 
when sold under bankruptey proceed- 
ings. 

16, Senetor Sporkman (Alnbome Moar. 19, 1951 Notes interest) of Vercelli in’ Reli.nce 
flomes, 

17, Senotor Benton (Connecticut Mor. 23, 1951. Do. 

Is. Jo ph T. Vercelli, Charter Oak Ter, 24, 1954] App renthy repe ts interest in ce uiring 

Construction Co a‘sets of Relionce Homes 

1¥. Senator Benton (Connecticut Apr. 3, 1951 With further regard to iiiquiries by Charter 
O k Construction Co, as tos le of assets 
of Reli nee Homes, 

20. Senator Williams (Delaware May 19, i952 Asked REC for current information on 
loons to Reliance Homer 

21. Senator Williams (Delaware June 2, 1952 Asked HHEFA for current st tus of loins 
to Reliance Home 

1A file memorandum dited Oct. 11, 1950, by M 1. FL Morse, Jr., of HEF A, in referring to Senstor 

Myers, noted: **The Senator hos inquire | about this loin on sever | oce:sions althouga at no time hus he 

ende yored to influence the section tiken by REC in connection with it, other than to request that action 


be tiken as promptly as possible.”’ 


This many letters or inquiries I have become aware of in Connection with the 
loans to Reliance Homes, Inc., but I have not completed a check of all the cor- 
respondence files on this case. Therefore, it is possible there may still be other 
letters from persons not connected with Reliance Homes, Inc., in the files that 
I have not yet seen. 


2. Charge of donation to political fund 


One Reliance Homes, Inc., file contains a copy of a letter from Mr. Frank 
J. Daley, 27 Webb Avenue, Stumford, Conn., of the tirm of Daley & Ransome, 
122 keast 42d Street, New York 17, N. Y., to Senator Benton, of Connecticut, 
dated September 2S, 1950. Mr. Daley explained that his firm was appointed 
Connecticut agents for Reliance houses, but opposed any further assistance to 
the particular group who were then managing the affairs of Reliance Hoiues, 
Inc., because (1) management exceedingly bad and expensive; (2) Jack of 
honor and business judgment; (3) because they have borrowed approximately 
M,200,000 from Reconstruction Finance Corporation and “because their receiv- 
abies amount to Jess than $1,200,000 and inventory not over $700,000 * F * 3" 
ind (5) “because the story has been bandied around that Leon Nagin, president 
of Reliance Homes, Inc., was reported to have given S6000,00 (sic) to the Na- 
tional Democratic Committee so he could get REC loan cooperation, and that 
since this is an election period, the Government musi given (sic) tis organiza- 
tion More money, because another Lustrou would not be palitable (sic) to the 
taxpayers.” 

“That word is spread that Mr. IKrooth, of Altman & Krooth, 1225 Vermont 
Avenue, Washineton, D. C., was on the inside and could vet anything he wanted 
for Reliance, because he was on President Trumans (sie) Housing Commit- 
tec: > = >” 

Mr. Daley’s letter asked support for any new group who could show managerial 
ability and who would have some of their own funds to make the venture a 
successful operation. 

IT must vive one note of caution about relying on the statements made by Mr. 
Daley in his letter to Senator Benton. On the only items mentioned in the letter 
of which IT have personal knowledge, they were in error. These deal with a 
chargce that they, apparently referring to the management of Reliance Homes, 
Inc., “had sufficient influence with your office to get your support, and that of 
Congressman Abe Ribicoff, to introduce a bill (amendment) allowing the Home 
Finance Corp. to use SZO million for Camp Picket housing.” 
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“That they used Bill MelKkenna to carry the bill through the Banking and 
Currency Committee.” 

From June to November 1950, I was administrative assistant to Senator Benton, 
and the Bill McKenna mentioned in Mr. Daley's letter was I. The Reliance 
Homes, Inc., file contains a copy of my October 12, 1950, reply to Mr. Daley on 
this point. Stating that I took “strong personal exception” to his statement 
about me in his letter, I noted that the bill to which he referred, S. 4145, S1Ist 
Congress, never went to the Senate Committee on Banking and Currency but 
was passed by the Senate without being referred to committee. I also stuted 
in that letter that ‘no one from or on behalf of Reliance Homes, Inc., has ever 
spoken to me or communicated with me «about this bill, nor have I talked to or 
communicated with anyone connected with that concern about this bill.” I 
concluded: “I trust these facts are enough to show how unfounded is the story 
which is being bandied around insofar as it Concerns me.” 

The truth about the birth of S. 4145 was that as administrative assistant to 
Senator Benton, T was concerned about the lack of housing for the families of 
New England servicemen being called to active duty at Camp Pickett, in an 
isolated area of Virginia. My feelings about the plight of servicemen in this 
respect arese from my personal experience in the service in World War ITI in 
never being able to have my family living near me when I did happen to be 
on duty within the continental limits of the United States, after returning from 
17 months of overseas duty. Without being prompted to do so by anyone, I 
prepared a draft bill which Senator Penton decided to introduce. It is my 
recollection that the then chairman of the Banking and Currency Committee 
was absent from the country on official business toward the end of that session; 
and that after conferences with some members of the committee, the bill was 
passed by the Senate without being referred to committee at all. However, it 
did not pass the House and hence never became law. Later, a somewhat similar 
provision was contained in title IIT of the Defense Housing and Community 
Facilities and Services Act of 1951. 

As to this phase of the Daley letter, I can say categorically that my action 
on 8. 4145 was taken without any reference to Relinnce Homes, Ine. 

Consequently, the other statements made by Mr. Daley in his letter constitute, 
in my opinion, leads to be run down and proved or disproved, rather than 
facts per se. 

This is true of the political donation charge, too. Mr. Dalev refers to Leon 
Nagin as nresident of Reliance Homes, Inc. Information in the files indicates 
that Mr. Harry S. Nagin was president of the corporation and that Leon Nagin 
wits the vice president, on June 20, 1949. 

3. Surrender of claim against Reliance Steel Products Co. 

Senator Williams suggested a lead be checked that Reliance Steel Products 
Co. had its debts from Reliance Homes, Ine., paid in full, even though the latter 
was declared bankrupt. 

T found this pertinent information in the files hearing somewhat on that point. 

There is a December 18, 1950, letter from Mr. B. T. Fitzpatrick, then Deputy 
Administrator and General Counsel of HHFA, to Mr. Frantz, RFC ageney counsel 
at Philadelphia, to the attention of Mr. Murray Shusterman, apparently then 
on the Philadelphia RFC loan ageney legal staff. It notes Mr. Shusterman’s 
December 8, 1950, memorandum concerning his conversation with Mr. MceCosker, 
comptroller of Reliance Homes, Inc., about relocation of steel in possession of 
Reliance Steel Products Co.. but owned by Reliance Homes, Ine., having a value 
of ahout $11.0°0. The steel company claimed a lien against this material. Mr. 
Fitzpatrick requested information about the title to the steel and whether replevin 
would lie to repossess it for Relianee Homes, Ine. 

This letter was dated shortly before a petition for reorganization of Reliance 
Homes, Inc., was filed under chapter X of the Bankruptcy Act of January 5, 1951 

On December 20, 1950. Mr. Shusterman wrote Mr. MeCosker asking what 
Reliance Homes property was then on the premises of Reliance Steel Products 
Co. at McKeesport, Pa., and the facts concerning its location there. 

Mr. McCosker replied on December 27, 1950, listing a total of 323,149 pounds 
of steel, consisting of 68 bundles, 187 plates and 1 coil, all belonging to Reliance 
Tfomes, Ine.. but located on Reliance Steel Products Co. premises for some time. 
He said it had been procured directly from the mill (presumably not from Re- 
liance Steel Products Co.) during the latter part of 1948 and was then in poor 
condition due to rust. 
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Much later, on January 7. 1952, Mr. McCosker wrote to Mr. Shusterman that 
the steel had been delivered from the mills about 114 to 2 years before bankruptey 
of Reliance Homes, Inc., and had been sent to Reliance Steel Products Co. for 
fabrication into parts for use in building Reliance houses. He said it had been 
first stored in a warehouse with warehouse receipts issued to RFC, Later RFC 
released it for shipment to Reliance Steel Products Co. Many months before 
bankruptcy of Reliance Homes, Inc., Mr. McCosker said Reliance Steel Products 
Co. sold the building in which the field warehouse was located. This made it 
necessary to release the remaining materials in the warehouse. Tle also said 
Reliance Homes, Inc., owed Reliance Steel Products Co. about $10,000 for fabri- 
eating materials delivered to the Lester, Pa., plant of Reliance Homes. This 
amount remained overdue for some time, he said, during which Reliance Steel 
Products Co. refused to deliver the rest of the inventory until payment. He 
stated he didn’t recall the exact value of that inventory, but believed it wasn’t 
much more than the indebtedness to Reliance Steel Products Co. He said the 
excess, if any, probably would not justify spending anything to recover that 
eXCeSS, 

The attorney for the trustees in bankruptcy of Reliance Homes, Inc., had offered 
to assign to HHEA three accounts receivable. These were from: 


Reliance Steel Products Co., Inc., MeKeesport, Pa ~_______- _~ $13, 500 
Diamond Metal Products, McKeesport, Pa _~-____- ae 1, 100 
Howarth, Chester, Pa ____- : 7 : apes 200 


Total_- : ee Se Se oe Pe Se gk een ek. 


HHA declined the offer, partly on the basis of a statement of Mr. Vernon 
Hubka of HITFA’s Division of Law, who was quoted in Examiner L. Wayward’s 
January 22, 1952, memorandum to Commissioner Seward of HHFA’s Community 
Facilities and Special Operations, as saying: “I believe we should take no assign- 
ment in view of trustee’s opinion of worthless character of claims.” 

The account receivable from Reliance Steel Products Co in the amount of 
$18,500 apparently exceeded the amount ef “about $10,000" that Mr. McCosker 
said Reliance Homes, Inc., owed Reliance Steel Products Co., vet insofar as T have 
been able to check the tiles, I find no effort by HHFA or Reliance Homes, Ine.. 
to collect the excess. Neither have IT been able to learn whether Reliance Steel 
Products Co. listed its claim of about $10,000 against Relinnce Homes, Tne., in 
the bankruptey proceedings or received any proceeds from those proceedings to 
apply toward that claim. 


/ 


,. Priority of Federal claims 

A memoranuum dated October 24, 1950, from Miss Betty Park to Mr. Walter 
Sezudlo, both of HHFA, held that HHFA had a statutory priority of preference 
of payment on loans to Reliance Homes, Inc. over all but those having a higher 
priority under 11 United States Code, Annotated, section 104. The higher priority 
under that statute included operating costs of the bankruptcy proceeding, wages 
up to $600 earned within 8 months before bankruptcy proceedings were com- 
menced, certain expenses by creditors dealing with wage plans or discharge of 
the bankrupt, and Federal, State, and local taxes. 

Despite this priority position, I understand the claims against Reliance Homes 
Inc., were divided into 83 classes: and that on the first 2 classes HHFA asserted 
its priority, but waived priority on the third class of claims. Further explana- 
tion of the reasons for this waiver should be obtained in order to assure that 
the Federal Government came out as well as it could financially on its claims 
against the bankrupt Reliance Homes. Ine. 

2. Mr. David L. Krooth’s procedure 

The files disclose that in a September 15, 1949, memorandum from Mr. Paul 
Akin of the RFC Legal Division to RFC General Counsel James L. Dougherty, 
it wus stated: 

“The firm of Krooth & Altman are probably the leading housing specialists in 
the country and they have been extremely successful in connection with their 
work for their clients generally and this borrower particularly.” The borrower 
to which reference was made was Reliance Homes, Inc. 
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The first loan.—A July 1, 1948, memorandum from REC Examiner Robert W. 
Peery to Mr. Howard of the RFC noted that Mr. Krooth, representing Reliance 
Homes, had been sent by Mr. Willett, a member of the RFC Board of Directors, 
to confer with Mr. Peery several days prior to the date of the memorandum. 
Mr. Krooth was then told, according to the memorandum, that any application 
would have to be filed with the RFC Philadelphia loan agency. 

On June 29, 1948, Mr. Krooth wrote a letter to the RFC in Washington, D. C., 
to summarize the facts concerning the loan application Reliance proposed to 
submit. 

Under date of July 2, 1948, a memorandum from General Counsel Dougherty 
of RFC to Mr. Mulligan, a member of the Board of Directors, attaching a copy 
of Mr. Krooth’s June 29 letter to give Mr. Mulligan a “preview of the situation” 
upon the presumption a loan application would be filed. The General Counsel 
stated that Mr. Krooth had told him he had discussed the subject matter of the 
letter with Mr. Willett some time ago. 

A July 7, 1948, memorandum from Mr. Peery to Mr. Howard noted Mr. Krooth 
called that day to learn of Mr. Howard’s reaction to Mr. Krooth’s letter and the 
sketches he left with Mr. Peery dealing with Reliance Homes. 

A July 9, 1948, memorandum for the tiles by RFC Examiner L. L. Lewis dis- 
cussed his interview with Mr. Krooth who, he stated, wanted a preliminary view 
of the approach RFC would make to the proposed loan and that he would come 
back later and discuss the matter further. 

A July 22, 1948, memorandum for the files by Mr. Lewis noted that Mr. Krooth 
came in again that day to discuss the proposed loan to Reliance Homes, Inc. 
Mr. Lewis also noted that since his last discussion with Mr. Krooth about this 
matter, Mr. Lewis had discussed it with Mr. Willett, who advised Mr. Lewis to 
tell Mr. Krooth he should file the application in the RFC Philadelphia loan 
agency. The memorandum further noted that Mr. Lewis gave Mr. Krooth three 
RFC application forms and told him he would have to file them in Philadelphia. 

A July 23, 1948, memorandum for the files by Mr. Peery noted he telephoned 
Mr. Kelley at the RFC Philadelphia Loan Agency that day at the request of Mr. 
Willett, in connection with the proposed application. 

A July 29, 1948, memorandum by Mr. Lewis to the files stated that Mr. Willett 
had said an ordinary loan to a business enterprise was then the only basis upon 
which a loan to Reliance Homes, Inc., could be considered. 

An August 16, 1948, letter from Mr. Krooth to RFC in Washington, D. C., noted 
the start of loan discussions in the Reliance Homes matter about 2 months earlier 
and the filing of a loan application in the REC Philadelphia Loan Agency about 
3 weeks before the date of the letter. He also noted the recent enactment of sec- 
tion 102 of the Housing Act of 1948 and asked consideration of the Reliance ap- 
plication under section 102. 

The loan application was approved September 9, 1948, 

On December 3, 1948, in a memorandum to Mr. Howard, Chief, Business Loans 
Branch, Office of Loans, RFC Washington, Mr. Kelley, anager of the REC Phila- 
delphia Loan Agency stated: 

“As far as the REC loan is concerned, Mr. Krooth, of Krooth & Altman, seemed 
to carry the entire burden of making the application and obtaining disbursement 
of the loan. He performed not only all legal services but also certain adminis- 
trative and financial services as well. He made several trips to Philadelphia and 
numerous telephone calls and undoubtedly devoted considerable time to these 
matters. Although we have no direct knowledge of the work performed by 
Krooth & Altman, except in connection with the REC loan, it would appear 
from our experience with the borrower that borrower depends on Krooth & 
Altman for advice in negotiating contracts, leases, sales agreements, financing 
agreements and all such problems which are numerous in a business of this type.” 
He concluded a $7,500 per annum retainer plus the fee then requested by Krooth 
& Altman were just compensation. 

The second loan.—On April 26, 1949, Mr. Harry Nagin wrote RFC in Washing- 
ton submitting a formal application for a loan under section 102 of the Housing 
Act of 1948, at the same time the application was sent to the RFC Philadelphia 
Loan Agency in order “to expedite action.” He advised REC to communicate 
with Krooth & Altman for further information. 
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It was this loan application which had the benefit of letters from several Mem 
bers of the Congress expressing interest in the application, as previously noted 
in this nemorandum. The loan was approved on June 27, 1949. 

When in January 1950 disbursements on the loan were held up because Reli- 
ance Homes, Inc., had not conplied with the loan conditions, supplemental out- 
side interest in disbursement appeared as also noted. 

It is interesting to speculate whether ali this interest from several sources 
Was a spontaneous act of initiative on the part of those expressing it, or whether 
someone connected with Reliance Homes, Inc., was suggesting to the senders of 
the communication that a display of interest by them in the application and by 
others in the disbursement of the loan might prove helpful. The tiles themselves 
do not answer this question in the affirmative insofar as I have examined them. 

Yet in a January 20, 1950, letter from Mr. Krooth to Mr. Dyas of RFC, Mr. 
Krooth stated: “We had a conference yesterday with Mr. Walter L. Dunham, 
member of the REC Board, in which Mr. Harry Nagin, president of Reliance 
Homes, Ine., and Mr. Thomas A, McCosker, controller, and the undersigned par- 
ticipated. During the conference Mr. Dunham suggested that we inform the 
housing branch of the facts presented at the meeting. That is the purpose of 
this letter, although we believe that these facts are generally known by that 
branch.” 

In an April 19, 1950, communication from Mr. Krooth to Mr. Dyas of the RFC, 
Washington, D. C., office, it was noted that Reliance Homes, Inc., and Reliance 
Acceptance Corp., had filed an application on April 18, 1950, in the RFC Phila- 
delphia Loan Agency after applicants’ representatives had met with Messrs. 
Batchelder, DeTurk and Shusterman of the RFC staff in Philadelphia on the day 
of filing and on the preceding day. With this communication, Mr. Krooth sent 
two copies of the application to Mr. Dyas for his information and to expedite 
consideration of the application. 

On April 25, 1950, Mr. Krooth sent Mr. Dyas supplemental material about the 
application which had been requested by the RFC Philadelphia Loan Agency. 

On May 28, 1950, Acting Manager Batchelder of the RFC Philadelphia Loan 
Agency in @ memorandum to Mr. Dodds of the RFC Washington, D. C., office 
recommended declining a loan application for $3,957,500 to a new corporation to 
be formed as a Reliance Homes subsidiary, but with no added equity capital, for 
the purpose of aiding in financing sales of Reliance houses. He recommended 
that the Reliance Home loan be placed in liquidation. 

By letter of August 1, 1950, Mr. Altman of Krooth & Altman asked RFC Phila- 
delphia Loan Agency to defer action on the new application until further notice. 

On January 5, 1951, a petition for reorganization of Reliance Homes, Inc., under 
chapter X of the Bankruptcy Act was filed, and on January 15, 1951, in a letter to 
HHWFA Administrator Foley, Mr. Altman noted in view of the petition for reor- 
ganization, it was impractical to amend at that time a reorganization and 
refinancing proposal submitted by Mr. Krooth of Krooth & Altman to Mr. Foley 
on behalf of Edward A. Laskins, I. R. Laskins, and Martin J. Birmingham. 
In December 1950 HHEFA had declined the original such offer made on December 
6, 1950, and on December 28, 1950, Mr. Krooth had conferred with Mr. Morse, 
then of HHFA and formerly of RFC, to learn what reorganization plan HHFA 
would approve. 

The chapter X reorganization proceedings and later bankruptey proceedings 
begun a few days later ended efforts to reorganize the corporation. An order 
discharging the trustees in bankruptcy was entered on April 29, 1952. 

An example of making the most beneficial use of letters worded somewhat 
weakly as endorsement of the Reliance home is shown in the case of the original 
application to RFC. HHFA Administrator Foley had written to the Navy De- 
partment to give information on Reliance Homes, Inc., as prospective lessee of 
its Lester, Pa., plant from the Navy. He said the house may make a contribu- 
tion to industrialized housing especially to alleviate the housing shortage. He 
noted that the Congress provided FHA insurance for prefabricated housing in 
the Housing and Rent Act of 1947. On the basis of this letter, the applicant, 
Reliance Homes, Inec., said in its application: “The Administrator of the Housing 
and Home Finance Agency has recognized the importance of the Reliance home 
to the cost-reduction efforts of the Government.” 
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Possibly in a similar vein, the applicant said Government representatives urged 
it to undertake the manufacture of housing and to bring to the problem the 
know-how and experience necessary to do the job. Yet the “Government repre- 
sentatives” to which reference was made were not identified. 

The entire history of the case shows persistent and constant personal attention 
to the loan and its development principally by Mr. Krooth, as far as the files | 
have examined indicate. 

6. Mr. Harry S. Nagin asks to employ HHFA attorney 

A June 24, 1952, letter from Mr. A. H. Zwerner, Director, Division of Law, 
HiHikFA, to Mr. Murray H. Shusterman, comments on Mr. Shusterman’s June 2, 
1952, letter to Mr. Zwerner. The June 2 letter stated that Mr. Harry 8S. Nagin, 
former president of Reliance Homes, Inc., had asked Attorney Shusterman to 
represent him in certain matters unrelated to the bankruptcy of Reliance Homes, 
Inc. It also stated Mr. Shusterman intended to do so if HHFA had no objection. 
Mr. Shusterman bad acted as attorney for HHFA in the bankruptcy proceedings. 

Mr. Zwerner advised Mr. Shusterman the decision was “a matter largely for 
your independent judgment” and said that if the representation of Mr. Nagin 
Was unrelated to Reliance Homes, Inc., transactions, “we find no objection from 
our standpoint to such representation.” 

Mr. Shusterman’s actions in this matter were conducted in the open and in- 
volved a decision of policy. The files do not disclose what prompted Mr. Harry 
S. Nagin, the former president of bankrupt Keliance Homes, Inc., to want to 
engage the services of anu attorney for the corporation's largest creditor. 

7. Statute of limitations 

Senator Williams requested that we check to see whether absence of the alleged 
offender from the Federal court district in which the alleged offense occurred 
would stop the running of the statute of limitations and leave the offender 
amenable to prosecution for a criminal offense. 

I find that there is a Federal statute (26 U.S. C., sec. 8748) dealing with crimi- 
nal offenses arising under the internal revenue laws, which excludes from the 
statutory period of limitation any time during which the person committing 
the offense is absent from the internal revenue district in which the offense 
is committed. The normal period for prosecution under this statute is 3 years. 
It is 6 years in cases of criminal fraud. 

I have been unable to locate any Federal statute similar to this in the case of 
other Federal offenses under the United States Criminal Code. The normal 
statutory period for prosecution of noncapital offenses against Federal law is 
3 years after commission of the offense (18 U.S. C., see. 3282) with the general 
provision that no statute of limitations shall benefit any person fleeing from 
justice (18 U.S. C., sec. 3290). 


S. Realization on assets 


Will the Federal Government's loss on the loans to Reliance Homes, Ine., be 
increased because assets taken at par in the bankruptcy proceedings can't be 
liquidated at par? 

In the files I have examined, I have discovered no answer to this question to 
date. As to this question, HHFA Administrator Cole’s April 16, 1954, letter to 
Senator Payne prepared at my request indicates that of an estimated $195,000 
recovery value believed to exist on June 26, 1952, on items discussed in the letter, 
by March 81, 1954, the amount of $217,420.72 has already been realized and it is 
expected an additional $14,334.23 will be realized on 4 of the accounts totaling 
S96.661L.37 of the $195,000 total estimated recovery value. On the basis of $217.- 
420.72 recovered and $14,334.25 estimated to be recovered, a total recovery of 
$231,754.95 would be made out of assets estimated on June 26, 1952, to have 
a recovery value of only $195,000. 

This of course discusses only part of the recoveries made by the Federal Govy- 
ernment in the bankruptcy proceedings. In Mr. Cole’s April 16 letter, the total 
Government loss on the Reliance Homes, Inc., loans is estimated at $2,999,131.24 
out of a total due the Government of $3.497.939.16. 
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HOUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D. C., April 16, 1954. 
Re Reliance Homes, Ine., Lester, Pa. 
Hlon. FREDERICK G. PAYNE, 
United States Senate, Washington 25, D.C. 

Dear Senator Payne: Pursuant to Mr. William McKenna’'s request, there is 
attached a schedule reflecting the activities to March 31, 1954, of the accounts on 
which a recovery of $195,000 was estimated in Mr. Foley’s letter to Senator 
Williams on June 26, 1952. 

It will be observed that the recovery to March 31, 1954, amounts to $217,420.72, 
and there remain to be resolved 4 accounts aggregating $96,661.37 on which it is 
estimated we will recover $14,334.23. 

The following statement reflects a revised estimate of the losses on both loans: 








Loan No. 2386 (unpaid principal balance) —- Weipa Bees =. $181,508.68 
Loan No. 2485 (unpaid principal balance) 3, 205, 815. 98 
Accounts receivable reimbursable (charges against both loans) _—_— 10, 619. 50 
Total indebtedness : : “2 3, 497, 939. 16 

Less: 
Net proceeds of sale of assets seem aoa RS Sie Ste ned 239, 515. 66 
Payment of referee in bankruptcy ee ee oz 27, 555. 31 
Actual recoveries on other collateral_ bite eee i eee eee 214, 402. TZ 
Estimated recovery value of remaining collateral____________ 14, 334. 23 
Total credits__ " : _ Sa ae ee ates 498, 807. 92 
Eemimated toss on both 10ans.....2.2-2006...2...6cucu. 2, OOO, 164. oe 


In the event any further information is required, we shall endeavor to furnish 
it upon request. 
A résumé of the prefabricated housing loans, in which this Agency participated, 
is now being compiled and will be transmitted to you very shortly. 
Sincerely yours, 
AL CoLe, Administrator. 





Sec ured and unsecured 


receivable, 


ACCOM nis 


Home 8, Inc.. 


} 
reliance 


I? 











— 
~ Veg “Sulounuy os 
n INJIQNOp INO SITY UO ATOAODIAY “POKI JOQMUIOIdeS TQUN pur ayepTduroy O17 Cot 
Iv111 soy dn atuoo jou s[qeqoid [JIM ase.) = “aoTsne Jo jueUTIEdeC, eq) YANOIQT peingysul JIoULeT Hes 
U9aq SLY UONRANVYT ‘“SedRTIOUL 91BISA-[RAT AG Peles JOU SP o[GBATIVAL JUNODOR STULL ¢ TUL payRoOT Sesuoly 
‘QUIUIUIVAOL) JO SJSelozUT Iseq ey 
Ul PoIpPISuOD SEM Pao SR JUVUTATI IAS *PORIPTIOD 94 ydu10d OF “OUT ‘SOUIO PY VOURI[VRY JO Ay) JO ONI[BA } 
MNPB] puB ‘spew wUl jovep ‘Sell aIE PUR WOYS YANOIY? PoaddNIUl Sossoy OF ep y. 1M uo a4 
SIUTRP4e}UNOD PUR SJospo UTEP 1} AIUIGE S,101qQ9p JO MALTA UT “O9E'RS OF PosBato 
“ul {{Vuenbesqns JUNULO[ IIS T[NJ 10) FS JO JUNOUIR oY} Ut JOJGep JO dayo yeuli 


wia1ed JO YORT puR ory 1 1 oO. arp GOS’hS SUDO pep 

PPLE Rg 1B douse WAH Aq postradde seidtododg 
trig] RAI [PE UapTs uuIns i 
Lind Z% Pasa st 
(KL2AOD P 


















¢ sT poafoauL Apladord TR 
used spy 















< 
IPY Siesatded $7 
YU RTE YL WOroeU 
HR OY. UL WIRpse UNOS SLOIgep J 

































1} 1OuUe st ALVAOVOI PUddI0d ing UIA Udeq A] lO} Suey! peuun 
ut JuNcoo¥ oy] Yo Aed 07 Suyoueuyg uleiqo 07 SLCABEPUY ST ICI ZH 64 OOO'RIS Ul SODRPOYS 10/, So opt 
jO onfea peyeuse UB YEN Ated Md [wal UO ADRE U ySy B@ AQ PadlNoss oULLLY os 
*‘pRSiBIdd S,10d0ULSU0 JO STSBG UO Pejooyo y[peuy }UeUL 0} JdAO Poin} UWoeg sey Wry.) pAMnOISUn 





SHYLON 





















































A SOLLVUOdHOD AINVNIA NOMIIMISNOITY OL “ONT ‘SANOP, AONVIIAY Ad GANDISSY WIHVAISITY SLNAODY NIVLHA,) AO ATAGAHOS 
Oo ; 
= | 
S % FEE FL 199 06 CY REF SOT FO° 89 SZE LIS Sb ELF Pao Z [IO L 
o 0 OFD ‘OE 0 0 9 “OE “N SUSMNG MIN * { » Sat 
4 ( 9 ( : A XN [Sang y IN MOLIOULO J, jt SUTLLO FT 
- 0 0 O2 0 | 00099 "8 Ov0 ST 0.) “proj 
R “We ‘(COD Ayreay AJuNO, sR ssautsnq BULOp) UNIPO “f Ae 
im 00 916 °9 916 ‘9 9 0 61 12 | 09 998 “EI cH uuo,) 
= | : ny ‘sosnoH sBppno(] | T IN pre 
7 0 0 00 ‘18 ‘8 | 00 GES‘ MUM (SuIyseyT Vd MAISUO,) “I 
0 i) Zs VO FLL ‘t | ‘fSS “F 1 oor Ay (Surg ; USS V 
< 0 0 | | 000 “09 i Bl ‘ 
0 0 1 $0 FUS L f°N ‘ov OUURDY 
Ee 0 0 at ‘t | OOY ‘SI vy UTE AA 
0 0 SU TUS F106 r'N suo.) BQTY 
2% SEE LE SSE ‘L» 0 YES SE FA CA ‘BIPUBX] VY “9 H % \- 
0 0 0 0 00 UST vq ‘Wodsvayoyy ‘ouruloy Op a 
0 0 0 00 OFF EH 00 ‘OF0 ‘ZI | 00 080 Eq ‘osuvg “OUT ‘SOMOF, AV AV-UN 
0 0 91 E86 v0 00 922% 9 OO “UZS { ‘Udyog IUT “VYOAGQ Ud | 
0 PL 289 ‘ISS 1 0 6E “YLES ) 00 ‘0&% ‘YS FILES t Uursig, “UIQN’T [YwYITIN 22 


I . SoAIRUD 410 yo 
ei 4 
JUNOULY puB jsodoquy 





AIOAC 
poweull sq 









t 






oe 






jedtout 
yo posareyy) ; ein uO AJDAC 


wr ‘toe: ’ poyeuLsy 
ace tee = Sepnice Pe FG6L ‘TE “RIN 









101GIC 






OOO 


2 


Pasndasun puv / IAM DIS 8) GQDAIdIIA SPUMOIID “OUT ‘soUloq] AIUD I) 1M 








se a ~ - 
nae aZ St 0 CO oe ae co] 
“6 ¢ oso m C ok D 
2» + * 
> Q ae aki ad ae ; e 
Onna Ss 2 S15 m -~ ~ 
ws Hos AY . oe = ~s 3 ° 
co Cah <4 i = pe or > 
a =— = = = "OO TS -“ 3 
_— ™ Ff _ & wd ee a oa CJ Se 





2178 FHA INVESTIGATION 


The Cuamman. Weren't there a number of Senators and Congress- 
men who intervened on your behalf in this loan ? 

Do you know Senator Sparkman 4 

Mr. Nacin. Never met him or heard of him. I heard of him in the 
paper. 

The Cuarrman. Do you know former Senator Myers from Penn- 
sylvania ? 

Mr. Nacin. Never met him. 

The Cuarrman. Why were these gentlemen all interested in your 
securing this loan if you never met them and didn’t know them? 

Mr. Naar. It is possible that——— 

The Cuamman. Do you know the Right Reverend John O’Grady, 
National Congress of Catholic Char ities @ 

Mr. Nagin. Never met him in my life. 

The Cuairman. Why was he interested in your getting this loan, 
then ¢ 

Mr. Naan. I don’t belong to his church. I don’t understand why. 
Someone might have asked him. 

The Cuarrman. Do you know Raymond C. Adams, business repre- 
sentative of the Iron Workers Local 502? 

Mr. Naern. I don’t know him. Never met him. 

The Cuairman. Did you know on January 12, 1950, he telegraphed 
President Truman saying the RFC’s refusal to disburse the loan has 
forced layoff of 400 men, asked him to contact RFC to help men and 
housing, and you say you don’t know him? 

Mr. Naatn. That is exactly what I say. I don’t know him. Never 
met him. 

The Cramman. Do you know, Mr. Auditor ? 

Mr. Cowrna. No, sir. 

The CHairman Do you? 

Mr. Atrman. No, sir. 

The Cratrman. You certainly had a lot of help, according to this, 
from a lot of people that you don’t know. 

Wasn’t he head of your union in Reliance Steel # 

Mr. Nagin. Who? 

The Cuarmman. Raymond C. Adams. 

Mr. Naern. Reliance Homes? 

Mr. Simon. Yes. 

Mr. Naern. I don’t know. 

The Cratrman. Do you know Arthur S. Lee, a representative of 
the Iron Workers Union ? 

Mr. Naern. Senator, I don’t know any of those gentlemen. IT can 
understand why they may have intervened. I think Mr. Altman will 
explain to you. 

Mr. Aurman. I don’t know exactly what the facts are in this, but, 
Senator, these loans, the RFC loans were made pursuant to special 
legislation which authorized the RFC to make loans without requiring 
that they be of the normal security and bankable character, and T 
know that Senator Flanders made a long study of the question of high 
cost of housing. and had issued a long report on that, and he was 
interested in the program, and I guess the other Senators, and Mon- 
signor O’Grady was, too, because ‘T know he is interested in housing, 
generally. They were interested in the program generally, and I sus- 
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ect that from time to time they wanted to see what progress was 
bee made, 

The Cramwan. Senator Flanders was interested to the extent where 
he asked the RFC to make the loan, at least make one of them. 

Mr. Auraan. 1 don’t have the facts. 

The mee Your testimony is vou do not. know any of these 
gentlemen whose names I mentioned 4 

Mr. Naan. I don’t know them. 

The CrHairman. You haven't the slightest idea why they were 
— in your company 4 

Mr. Nactx. No, except for one thing: At some of those hearings, 
at some of the housing hearings—there have been a lot of meetings. 

Mr. Suwon. Do you know anyone from your office did that, asked 
those gentlemen to help? 

Mr. = TMAN. No, 

Mr. Naarn. I certainly never did. 

Mr. Sion. There were a lot 

Mr. Naein. For anyone from my company. 

The Crammay. I don’t think there is anything wrong about any- 
thing any of these gentlemen did. I wondered “why they were in- 
terested in your company. 

Mr. Naarn. I honestly don’t know. Someone may have asked them 
to help. 

The Ciuamman. Your factory was in Pennsylvania; was it not? 

Mr. Naain. That is right. 

The CHairman. Of course, Mr. Flanders is a Senator from Ver- 
mont, and Mr. Sparkman is a Senator from Alabama. 

Mr. Naain. They may have been interested in housing in general. 

The Crramman. Senator Myers was the Senator from Pennsylvania. 

Mr. Nacry. I never met him, either. I never mixed in politics. 

The C1atrm - Do you know Congressman Granahan ? 

Mr. Nain. I didn’t get that name; Congressman who? 

The Cuatrman. G-r-a-n-a-h-a-n, a ( ‘ongressman ¢ 

Mr. Naain. Where is he from ? 

The Cramman. Pennsylvania. 

Mr. Nagin. I never met him. 

The Crairman. Do you know he wrote a letter on June 2, 1949, to 
the RFC in which he savs “Hope the RFC will find it possible to take 
favorable action on the application and keep me informed on develop- 
ments’ in vour behalf. You don’t know him ¢ 

Mr, Nacinx. Positively never met him. I never asked any political 
favors. 

The Ciamman. Tam not saying there is anything wrong about any 
of it. [am curious to know why so many people were interested in 
this project that later went bankrupt and has cost. the Federal Gov- 
ernment better than $3 million. 

Mr. NaGrn. Senator, may I just say this to you? 

The Cramman. Yes. 

Mr. Nagin. You well know, everybody knows, that after the Second 
World War there was a desperate need for housing. 

The Ciaran. Yes, 

Mr. NaGin. To solve the housing shortage, and the high cost of 
housing, special legislation had been enacted. That legislation had 
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been enacted incidentally on the recommendation of a joint committee 
of Congress. That legislation was known as Public Law 901, section 
102. It was in the required—TI mean the Government did not require 
that the loans had to be of a bankable nature. They did not require, 
like some other loans of the Government—— 

The Cuairman, I remember very well. Iam a member of the com- 
mittee, Was a member of the committee. I know what you are talking 
about. I voted against it. I had many a fight against Mr. Wyatt 
over the thing you are talking about. At the time I said it was un- 
sound and unworkable. You don’t need to tell me about it. 

Mr. Nacin. We were urged to participate in the program. We spent 
hundreds of thousands of dollars. 

Mr. Simon. Who urged you to participate ? 

Mr. Nacetn. The building industry, Wilson Wyatt and all the rest 
of them. 

Mr. Simon. Did Wilson Wyatt come to you? 

Mr. Nactn. No. We came to him and showed him the house. We 
worked on it for 10 years. 

Mr. Simon. Who urged you to participate in the program ? 

Mr. Nagin. They advised us. 

Mr. Simon. Who is “they”? 

Mr. Nacry. Well, Wilson Wyatt, and his associates, whoever they 
were. 

He knew the Government was taking certain risks, because we were 
taking them. 

Mr. Stmon. Obviously when you loan $5 million to a company with 
$217,000 of capital, you take a lot of risks. 

Mr. Nagin. It was more than $217,000 in the investment. It was 
so much greater altogether. 

Mr. Srmon. That is all I have. 

The CuamMan. Thank you very much. We appreciate your com- 
ing. 

Our next witness will be Mr. Richard G. Donovan, Skyway Homes, 
Ellsworth Air Force Base, S. Dak. 

Mr. Donovan. 

Mr. Donovan, will you be sworn ? 

Do you solemnly swear the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth, so help you 
God? 


ZESTIMONY OF RICHARD G. DONOVAN, SKYWAY HOMES, ELLS- 
WORTH AIR FORCE BASE, RAPID CITY, S. DAK., ACCOMPANIED 
BY 0. R. TAYLOR, ACCOUNTANT 


Mr. Donovan. I do. 

The Ciamman. Will you please be seated and give the reporter 
vour full name and address. 

Mr. Donovan. Richard G. Donovan; my office address is 1725 
Carroll Avenue, St. Paul, Minn. 

Mr. Simon. What is your business, Mr. Donovan? 

Mr. Donovan. IT am president of the Donovan Construction Co., 
and also the president of the Skyway Homes, Inc., and Meadow Brook 
Manor, Minneapolis. 

Mr. Simon. Skyway Homes is a rental housing project at an airbase? 
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Mr. Donovan. That is correct. 

Mr. Stmon. What is the name of the airbase 4 

Mr. Donovan. It is now called Ellsworth Airbase. It was Rapid 
City Army Airbase when we rem i 

Mr. Srwon. That is at Rapid City, S. Dak. 

Mr. Donovan. That is correct. 

Mr. Simon. How many rental units are there in that project 4 

Mr. Donovan. Four hundred and one. 

Mr. Stmon. Was that constructed under financing, done under sec- 
tion 803 of the Housing Act, the Wherry Act ? 

Mr. Doxovayx. The Wher rv Act; yes. 

Mr. Simon. What was the amount of the FHA-insured mortgage 
on the project 

Mr. Donovan. $3,880,000. 

Mr. Simon. W as there a premium on the mortgage ¢ 

Mr. Donovan. I believe there was a premium on the mortgage. 

Mr. Simon. What was the amount of the premium / 

Mr. Donovan. My recollection, it was in excess of 2 percent. 

Mr. Stmon. How much in excess of 2 percent 4 

Mr. Donovan. Iam not positive. Ican look the matter up. 

Mr. Simon. Would you do that ¢ 

Mr. Donovan. It was 21 percent. 

Mr. Stuon. It would be about $83,000 premium ¢ 

Mr. Donovan. That would be correct; yes. 

Mr. Srwon. So the total amount of money you got out of the mort- 
gage was $3,330,000 principal and $83,000 premium, or a total of 
$3,415,000 ¢ 

Mr. Donovan. No, that is not correct. 
that premium. 

Mr. Simon. How much of the premium have you received ? 

The CHarrman. Will you receive the full amount eventually 4 

Mr. Donovan. Yes, we will. 

The Cratrman. Then figure it in now. 

Mr. Sruon. The lender is solvent and the borrower 

Mr. Donovan. The lender is solvent, yes. 

Mr. Simon. Who owes you the premium ? 

Mr. Donovan. It would be the New York Life. 

The Crairman. New York Life Insurance Co. ? 

Mr. Donovan. Yes. 

The Cratrman,. I think they are solvent. 

Mr. Donovan. I believe so. 

Mr. Sruon. Is this built on Government land, or do you own the 
land ¢ 

Mr. Donovan. We own the land. 

Mr. Simon. And the land cost you $6,000, was it ? 

Mr. Donovan. As T understand the cost of the land, and the legal 
opinions, the total cost was approximately $6,500, 

Mr. Simon. $6,500 ¢ 

Mr. Donovan. Yes. 

Mr. Srmon. Who built the building / 

Mr. Donovan. The buildings were built by Donovan Construction 
Co. 

Mr. Simon. Is Donovan Construction Co. owned by the same people 
that owned the Skyway Homes project ¢ 


We have not received all 
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Mr. Donovan. It is. 

Mr. Srwon. What was the cost to Donovan Construction Co. of 
building the project ? 

Mr. Donovan. I have our accountant back there. Would it be all 
right if Lask him to come up? 

The Cuairman. Bring him up. 

Mr. Donovan. His name is Mr. O. R. Taylor, of Taylor— 

The CHarrMan. Will you please be sworn / 

Do you solemnly swear the testimony vou are about to give will 
be the truth, the whole truth, and nothing but the truth, so help. you 
God ¢ 

Mr. Taytor. Yes. 

The CHatrMan. Youare this gentleman's accountant ? 

Mr. Taytor. Yes, sir. 

The CHarrmMan. Can you tell us how much this project cost 7 

Mr. Simon. Th: at was cost of construction to Donovan Construction 
Co. 

Mr. Donovan. I believe I can answer that question 4 

The CHatrman. Will you please answer it, then ? 

Mr. Donovan. The actual cost to Donovan Construction Co. was 
$3.026,937.06. 

Mr. Stvon. In addition to the cost of the land and the cost of 
construction, you had such charges as interest during construction, 
FHA, filing fees, and that sort of thing? 

Mr. Donovan. Yes. Incidentally, I would like to make a correc- 
tion on that first figure. That corrected figure should be $3,044,286.56. 

Is that correct ? 

Mr. Srmon. _ — 

Mr. Donovan. $286.56. 

Mr. Srmon. What are the costs, the other costs, such as interest 
during construction and filing fees, and so forth ? 

Mr. Donovan. $189,780.94. 

Mr. Srvon. $189,780 ? 

Mr. Donovan. And 94 cents. 

Mr. Stmon. Did you have any other costs that you paid out in 
constructing this property ? 

Mr. Donovan. I believe you have a cost.of land: is that correct ? 

Mr. Srvron. $6.590, 

Mr. Donovan. There’ was approximately $2400 worth of legal and 
organization expense. 

Mr. Srvon. Anvthing else? 

Mr. Donovan. Nothing. 

Mr. Simon. Including vour $2.400 of organizational expenses, your 
total costs, then. were $3,242,900 : is that right ? 

Mr. Donovan. We have a total of 83.240,580.20, 

Mr. Sraron. $3.240,000 ? 

Mr. Donovan. $3,240,580. 

Mr. Stwon. That is $172,500 less than the amount of money you got 
from the mortgage ? 

Mr. Donovan. No, that is not correct. It was $86,000 between our 
mortgage and the total cost. 

Mr. Srvon. But vou got an $83,000 premium. 

Mr. Donovan. We have not. received $83,000, but we will receive 
$83,000 by the time it is through from the sale of the mortgage. 
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Mr. Simon. That would be a total of $172,500; is that right? 

Mr. Donovan. I believe that figure is correct. 

Mr. Srmon. On Meadow Brook, who is the sponsoring corporation 
there ¢ 

Mr. Donovan. Meadow Brook Manor, Inc. 

Mr. Simon. Who are the stockholders there ? 

Mr. Donovan. The same organizational setup. It is owned by the 
same people. It is a family ownership. 

Mr. Simon. The same people that owned Donovan Construction Co. 

Mr. Donovan. That is right. 

Mr. Srmon. Donovan Construction Co. built the building? 

Mr. Donovan. That is correct. 

Mr. Simon. Where is the Meadow Brook project ? 

Mr. Donovan. That is located in St. Louis Park, a suburb of Min- 
neapolis. 

Mr. Simon. Do you know the address? 

Mr. Donovan. It is on Excelsior Boulevard. I believe the address 
is 4800. 

Mr. Simon. What was the amount of the mortgage? 

Mr. Donovan. $4,614,800. 

Mr. Simon. Did you get a premium there ? 

Mr. Donovan. Yes. There was a premium of approxinately 
#20,000. However, that is not a net figure. I might state this: In 
that particular case we put a brokerage firm and ourselves, both put 
up a certain amount of money with “Manufacturers Trust to buy a 
takeout agreement, and with the understanding that if we were suc- 
cessful in placing the mortgage at a later date we could. If we were 
unsuccessful the amount of money that we put up would be forfeited to 
them for this takeout agreement. We were successful in placing that 
mortgage, but there were costs against that $20,000, and the $20,000 
was split between the two ventures in the matter. 

Mr. Stmon. You got $10,000? 

Mr. Donovan. As I understand it. 

Mr. Simon. What did the land cost you? 

Mr. Donovan. $55,726.85. 

Mr. Srmon. Is that the cost on the purchase from a stranger ? 

Mr. Donovan. That is correct. 

Mr. Simon. What did it cost Donovan Construction Co. to build 
the building ? 

Mr. Donovan. $4,165,001 .292. 

Mr. Simon. What were your other costs, such as interest, financin 
fees, et cetera? 

Mr. Donovan. [bdctieve the figure was $307,268.77 

Mr. Simon. Do vou have the difference there ? 

Mr. Donovan. I believe it is approximately $86,000, or $88,805.16 

Mr. Simon. 86 

Mr. Donovan. $86,803.16. 

Mr. Stmon. On the two projects the total costs, including interest 
during construction, and filing fees, and everything else, were approxi- 
mately $255,000 less than the proceeds of the two mortgages; is that 
right? 

Mr. Donovan. That would be approximately correct. 

Mr. Stmon. And there is no personal responsibility on anybody to 
repay any of this mortgage money ? 
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Mr. Donovan. There was a personal indemnification by the Dono- 
yan companies in conjunction with building both of these properties. 
Mr. Simon. There was merely an agreement to complete the build- 

ing: is that correct / 

Mr. Donovan. That is right. 

Mr. Simon. Not an agreement to pay the mortgage? 

Mr. Donovan. I would say you are correct; yes. 

Mr. Simon. So that if at any time this project gets into trouble 
there is no responsibility on anybody to pay the mortgage money ? 

Mr. Donovan. Well, with the exception of the corporation. 

Mr. Simon. Yes: but if the corporation has no assets, other than 
the buildings that are covered by the mortgage; is that right ? 

Mr. Donovan. Plus what the paid-in capital is. 

Mr. Simon. What was the paid-in- capital 4 

Mr. Donovan. I believe $25,000 in both instances. 

The Crarman. Was that paid in cash ¢ 

Mr. Donovan. Yes. 

Mr. Simon. At any time, then, that the projects aren't going you 
can turn them back to the Government and neither you nor the Dono- 
van Construction Co. has to pay the mortgage ? 

Mr. Donovan. No: that is not correct. The Donovans have as of 
this date considerable money in both projects, in addition to the 
amounts. We advanced money for working capital. 

Mr. Stwon. That isn’t my question. If the mortgage ever goes 
sour the Donovan Construction Co. doesn’t have to pay the mortgage; 
does it ? 

Mr. Donovan. That is correct. 

Mr. Sraon. And neither do you nor doeg anybody else: is that 
right ? 

Mr. Donovan. That is right. 

Mr. Stauon. The Government’s only security for the property is 
the buildings that were built with the mortgage money ? 

Mr. Donovan. Plus the paid-in capital, and the moneys that we 
have now advanced to the c i porations which they have in their treas- 
ury or have expended for improvements. 

The Cuamman. Those are loans? 

Mr. Donovan. T don’t know exactly how they are carried. T might 
also add, in relation to your question, that in the case of Skyway. 
Homes, the principal amount has been reduced by $127,000, and two- 
hundred-some-odd thousand in the case of Meadowbrook. 

Mr. Stwon. That is because you are amortizing the mortgage out 
of the rents? 

Mr. Donovan. In other words, that is the amount of principal paid 
off in mortgages; yes. 

Mr. Simon. From the rents? 

Mr. Donovan. From the rents, and possibly some of this working 
capital that we have put into both these corporations. 

The CHatmman. You didn’t answer my question. I said those 
things vou are talking about are loans? 

Mr. Donovan. I was just going to check to see how they are handled. 

The CoatrmMan. You expect to get repaid for them ? 

Mr. Donovan. We expect. to get repaid, yes. 
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Mr. Srvon. Is this correct, Mr. Donovan: As of the completion of 
construction of these buildings you and your family own the build- 
ings, or own the stock in the company th: it owned the buildings ? 

Mr. Donovan. That is correct. 

Mr. Sruon. You had no personal lability to repay the mortgage; 
is that correct ? 

Mr. Donovan. That is correct. 

Mr. Simon. And the total cost of all the properties, ineluding 
interest during construction, and everything else, was $255,000 less 
than the amount of money you got out of the mortgages ? 

Mr. Donovan. As far as the Donovans are concerned, that is not a 
completely correct: statement because by that point we had already 
invested additional moneys. In other words, I know in the case of 
Meadow Brook Manor that to make that difference of $86,000 that 
we referred to there, over and above the mortgage amount, we would 
have had to receive an additional $92,000 to have actually in pocket 
received 

Mr. Stuon. Whether you had it in pocket or in the bank account 
when you finished the buildings, the tetal costs were $255,000 less than 
the mortgage money ; weren’t they ? 

The Cratrman. Is that correct, Mr. Auditor? 

Mr. Tayior. That isn’t correct because you are including this take- 
out, this premium on the mortgage. 

Mr. Ston. Plus some dollars that the N 
hadn’t paid. 

Mr. Taytor. Which was about 6- or 7-year agreement. 

Mr. Simon. How much of that hasn’t been paid ? 

Mr. Tayrtor. The large majority of it hasn’t been paid. 

The Cuatrman. It is good; is it not? It will be paid? 

Mr. Taytor. You cannot use it until you get it. 

The CuarrmMan. You can borrow money on it, can’t you? 

Mr. Taytor. No. I don’t think you could. 

Mr. Srwon. Subject to the exception that some of that premium 
money hasn’t yet been paid by the New York Insurance Co., is my 
statement correct ? 

Mr. Taytor. It isn’t exactly correct. 
Brook 

Mr. Stuon. What was the date of completion of Meadow Brook? 

Mr. Taytor. About midsummer of 1951. 

Mr. Stuon. As of the date of completion of Meadow Brook weren’t 
the total costs, including interest and everything else, about $85,000 
less than the amount of the mortgage money ? 

Mr. Taynor. That is correct. 

Mr. Sron. And when was Skyway completed ? 

Mr. Donovan. That was completed in, I believe, 1952. 

Mr. Simon. As of the date of completion of Skyway, weren't. the 
total costs, including interest and everything else, $172,500 less than 
the amount of the mortgage money, including as mortgage money 
what the New York Life owes you ? 

Mr. Taytor. No, because that premium agreement was much later, 
after the date of completion. 

Mr. Simon. After date of completion of the building ? 
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Mr. Taytor. Yes. I am sure that agreement was negotiated later. 

Mr. Donovan. That is not correct. That was negotiated at the 
time of the closing in the original. 

Mr. Simon. It would have to be. 

Mr. Donovan. Yes. 

Mr. Simon. Is my statement correct / 

Mr. Donovan. I will agree with you completely with the exception 
of the moneys the Donovans still had invested in the property. 

Mr. Srwon. We are not t: alking about. what you had invested. 
Isn’t it a fact that as of the date you completed the building the total 
costs were $1 72,51 1) less than the amount of the money you ‘got out of 
the mortgage, including the New York Life premium ? 

Mr. Donovan. I am not considering the premium at this particular 
time. The point I am making, if you owe somebody, which Skyway 
and Meadow Brook both owe Donovan Construction at this particular 
date, then you would have to include what they owe as cost. 

Mr. Srwon. Sure. You can owe money back and forth among 
yourselves, but my question is whether or not the day you completed 
the | nulding, or the d: ay after you completed the building—— 

Mr. Donovan. To that question, yes. 

Mr. Srwon. The total costs were $172,500 less than the mortgage 
proceeds ? 

The Cnuatrman. Let us put it the other way around: That the pro- 
ceeds of the mortgage were $172,000, including what New York Life 
owed you—the proceeds of the mortgage were $172,000 more than 
the total cost of building the project ? 

Mr. Donovan. The question I just asked the auditor was the money 
they owed Donovan Construction Co. included in the cost. His an- 
swer was yes. The answer to your question is yes, 

The Cuamman. The answer to my question is correct 

Mr. Donovan. That is correct. 

The CHatrman. Thank you very much. We appreciate very much 
your testimony. 

The next witness will be Mr. William LBrafman of Belmar Gar- 
dens, Pittsburgh, Pa. 

Mr. Brafman, will you please be sworn ? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 
God ¢ 


TESTIMONY OF WILLIAM BRAFMAN, BELMAR GARDENS, 
PITTSBURGH, PA. 


Mr. Brarman. I do. 

The Cramrman. Thank you, sir. 

Will you give your name and address to the reporter ? 

Mr. BrarmMan. William Brafman; my office address is 104 East 
40th Street, New York City. 

Mr. Stmon. How long have you resided in New York, Mr. Braf- 
man ¢ 

Mr. Brarman. All my life except for times at school. 

Mr. Simon. Did you some time ago sponsor a cooperative housing 
ae in Pittsburgh, known as Belmar Gardens? 

Mr. Brarman. Yes. It is still under construction. 
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Mr. Sraron. Was that constructed under section 213 of the Housing 
Act? 

Mr. BrarMan. It is. 

Mr. Stwon. And that is the section that provides for nonprofit cor- 
porate trust cooperative housing ventures 4 

Mr. Brarman. I will take your characterization. I don’t know 
whether that is the wording of the act or not. I don’t know. 

Mr. Simon. Did you buy the land on which the project is being 
constructed ¢ 

Mr. Brarman. I did. 

Mr. Simon. Who did you buy it from / 

Mr. BrarmMan. Well. two parcels—three parcels, rather. Two of 
them from the city of Pittsburgh, and an in-between parcel from a 
Mr. Harris. 

Mr. Stuon. What was the total cost of the land ? 

Mr. BrarmMan. May I get the exact amount é 

Mr. Sruon. Yes. $30,000 

Mr. Brarman. About $30,000. 

Mr. Stuon. When did you buy the land ? 

Mr. BrarmMan. We got title to one parcel, or, rather, I will have to 
put it this way: Received title to the city parcel through a Mr. Pratis, 
who is one of the editors of the Pittsburgh Courier in Pittsburgh, who 
originally was in this, to set up this housing development. I would say 
his deed to me is November of 1952, and the deed from the Harrises is 
dated December 4, 1952. 

Mr. Simon. What valuation did FHA put on this land that you 
paid $30,000 for? 

Mr. Brarman. $118,000. 

Mr. Srvon. $118,000. 

Did you then lease the land for 99 years to this nonprofit coopera- 
tive building corporation ? 

Mr. BrarmMan. We did. 

Mr. Stwon. Is the annual rental $4,720 a year for 99 years? 

Mr. Brarman. I think that is about right. 

Mr. Srvon. Did you then borrow $30,000 from Charles Levitt to 
pay for the cost of the land ? 

Mr. BrarmMan. No, net all of it. I think about $24,000. 

Mr. Stmon. You borrowed $24,000 from Levitt ? 

Mr. Brarman. That is right. 

Mr. Stmon. You used $6 000 of your own money; is that right? 

Mr. Brarman. Yes, but that isn’t exactly the way it happened. I 
think there is more of an explanation than that. 

Mr. Srwon. You made a deal with Levitt to give him 50 percent of 
your profits; is that right? 

Mr. BrarmMan. No. I don’t think you can put it just in that capsule 
that you have it. 

The CuarrMan. Put it in your own words, then. 

Mr. Brarman. [I would rather do that. 

T was originally called to Pittsburgh, Pa., by the editors of the 








Pittsburgh Courier 
Mr. Stuon. What is your deal with Levitt? 
Mr. Brarman. I have to come back with that. Yor can’t start with 
the end. 
The CrrairmMan. Proceed. 
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Mr. Brarman. I believe that was some time in the spring of 1952 

r 1953. I just don’t recall. They wanted to set up a housing devel- 
nie nt back of their plant. I was only called there to give advice 
as to whether or not it should so be built because I had built Merrick 
Park Gardens, in New York, which was the first Negro section 213. 

Mr. Simon. Did you also boast that you could build projects for 
less than the mortgage money 4 

Mr. Brarman. No, sir. 

Mr. Stwon. Did you admit th: : in Washington on August 23, 19544 

Mr. Brarmwan. I may have: I don’t know. I don’t—I think the 
statement will show whether I did. 

I said I may have. I may have been boasting. 

May I finish the statement ? 

The Ciamman. Let us get this: You were under oath in Washing- 
ton. Let us see whether you did or not. 

Mr. BrarMan. I may have said I may have. I don’t know. 

The CuHarrMan. You ought to remember. 

Mr. Brarman. I think it says I may have. 

The Cuarrman. You may have boasted you could build them for 
less ? 

Mr. BrarMan. I may have. 

Mr. Stmon. You said vou might have. 

Mr. BrarMan. Yes. 

Mr. Stmon. On one occasion, and another occasion 

The CuarrMan. There isn’t any question but what you did, and 
can, and many other people did and can. 

Mr. Brarman. If you know these housing developments you can’t, 
and if I may proceed with what I tried to start off with I will go 
ahead. 

The Crarrman. We will proceed to ask the questions and we will 
save time that way. Let us just be factual in answering the questions 
and try not to m: ake speec ‘hes, 

Mr. BrarMman. I am not trying to do that, 

Mr. Srmon. Was your de al with Levitt th: s - would put up $50,- 
000. $30.000 of which you would have to repay to him, and the other 
$s 90,000 you didn’t have to repay to him, and he would get 50 percent 
of your profits on the deal ? 

Mr. BrarMan. I would have to look at the figures. I don’t remem- 
ber whether it was $24,000 that was advanced to the land or $30,000, 
It may have been $30,000 altogether. I believe it was 94.000, 

Mr. Simon. Do you have the records that will show vou that? 

Mr. BrarmMan. Yes. 

The CHairMan. Do you have the answer? 

Mr. Brarman. I think the gentleman is going to look at something 
and tell me. I don’t remember. 

Mr. Simon. I am asking you, don’t you have your deal with Levitt? 

Mr. Brarman. Yes. 

The CramMan. Give us the deal vou had with Levitt. 

Mr. BrarMan. Sure. 

Mr. Simon. Did Levitt put up § $50,000 ? 

Mr. BrarMan. He did, sir. 

Mr. Stuon. Did you agree to pay him back $30,000? 





a 


a 





Mi 
1 do 
will 
Mi 
ever 
M 
M 
M 
wha 
M 
M 
you 





Cou 
men 
to p 
hi 
Noo 
coul 
M 
M 
hav 
N 
N 
he: 





of 1952 
r dlevel- 
advice 
Merrick 
213 

cts for 


>, 1954 ¢ 
ink the 


ashing- 


em for 


id, and 


i can’t, 
will go 


ve will 


estions 


p $50.- 
e other 
ercent 


-emem- 
30.000. 


ething 


evitt? 


FHA INVESTIGATION 2189 


Mr. Brarman. Whatever the actual cost of the land acquisitions 1s, 
L don’t think it has been actually computed to date. Whatever it is 
will be repaid back to him. ‘The accountant hasn't done so. 

Mr. Srwon. He put up $50,000 and you have to pay him back what- 
ever is the cost of the land? 

Mr. Brarman. That is correct. That was a loan to me. 

Mr. Smraon. You keep the rest of the $50,000; is that right? 

Mr. Brarman. No. I don’t keep any $50,000. May I explain just 
what it is¢ 

Mr. Simon. Did Levitt pay 350,000? 

Mr. Brarman. He didn't pay $30,000. I have got to go back so 
you can get the continuity of this. 

The Pittsburgh group were in this originally. The Pittsburgh 
Courier group was in this originally. Originally we had an agree- 
ment with them, which is right here, too, in which we were supposed 
to put the money up equally among ourselves. 

In April in 1952 the Pittsburgh group, consisting of Mrs. Van, Mrs. 
Noon, Pratis, Mrs. Linde, and myself proceeded to try to see if we 
could organize a section 213. We were to put the money in equally. 

Mr. Simon. That didn’t go through, did it? 

Mr. Brarman. No. It didn’t go through because either they didn’t 
have the money to go through with it, or not, I don’t know. 

Mr. Simon. How much money did Mr. Levitt put up? 

Mr. BrarMan. Let me get the accountant’s statement. $58,300, and 
he also borrowed $3,000, so it was $61,300, 

Mr. Straon. Levitt put up $61,300 ¢ 

Mr. Brarman. That is correct. 

Mr. Simon. Was that a loan or payment or gift or what? 

Mr. Brarman. It was a loan for the operation. 

Mr. Srwon. The full amount of it was a loan ¢ 

Mr. Brarman. That is correct. 

Mr. Simon. He is to get it all back? 

Mr. Brarman. No. We are in the venture, Mr. Levitt and myself 
are in this venture to put this section 213 together. It is not a loan 
to me individually. 

Is that what vou mean ¢ 

Mr. Simon. Lam trying to find out 

Mr. Brarman. It isn’t a loan to me individually. 

Mr. Simon. You personally don’t have to pay this back; is that 
right / 

Mr. Brarman. If there is a profit it is to be paid back. First, the 
moneys advanced are to be paid back, losses and profits to be divided. 

Mr. Simon. What you are saying is Levitt put up $61,300. 

Mr. Brarmax. With the loans. 

Mr. Srwon. He is to get that money back and the profits over and 
above that, vou and he are going to share 50-50? 

Mr. Brarman. No. I am to get back the money I put in. The 
money the Pittsburgh gronp put in, and then what is left is to be 
divided. 

Mr. Simon. Levitt put in $61,300? 

Mr. Brarman. That is right. 

Mr. Simon. How much did you put in? 

Mr. Brarman. About $12,400, 

Mr. Simon. What did that go for? 
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Mr. Brarman,. Or 200. 

Well, the expenses of the organization of the section 213, salaries 
of salesmen, office, printing, FHA expenses, architects, engineers— 
everything that goes into an FHA proposition. 

Mr. Srton. Do you have an itemized statement of where the $78,000 
went ? 

Mr. Brarman. No, expect that it was all spent. I know that. 

Mr. Smron. Did you get any of it? 

Mr. Brarman. Personally? 

Mr. Simon. Yes. 

Mr. Brarman. No, except for expenses. Is that what you mean? 

Mr. Simon. Yes. 

Mr. Brarman. Nocash out of that. That was all used for expenses. 

Mr. Srwon. Then you got a commitment 

Mr. Brarman. May I say the money we had invested in there was 
$67,900. 

Mr. Sruon. This totals $78,000. 

Mr. Brarman. Yes, but there were $1,600 apiece put in by those 
4 people, which you haven’t got there. 

Mr. Stwon. [have that. That brings it up to $78,000. 

Mr. Brarman. Then T had $3,400 ‘also at the very beginning in- 
vested. I don’t know whether I gave you that or not. You can have 
this. This will show you what we are talking about. 

Mr. Sraon. Then you got a commitment from FHA for $1,212,900; 
is that right? 

Mr. Brarman. Yes. 

Mr. Srvon. Then you hired a couple of expeditors named Leuzzi 
and Cozza ? 

Mr. BrarmMan. That is right. 

Mr. Stwon. What is Leuzzi’s first name? 

Mr. BrarMan. Joseph. 

Mr. Srron. And that is Joseph L-e-u-z-z-i? 

Mr. BrarmMan. That is right. 

Mr. Srwon. What is Cozza’s initials? 

Mr. Brarman. Michael R. 

Mr. Srmvron. Michael R. C-0-z-z-a? 

Mr. Brarman. That is right. 

Mr. Stwon. What was their job? 

Mr. Brarman. We could not get any bids out of Pittsburgh within 
the commitment figures. Those we got were a million and a half, 
up to higher. At that time it looked like the job would drop. Mr. 
Levzzi came from New York and Mr. Cozza is an engineer resident 
of Pittsburgh. They went out to see what they could do and they 
finally came up with bids which they said they could substantiate. 
On the basis of that we went ahead. 

Mr. Stuon. Then you got a contract with a man named Ledon? 

Mr. Brarman. He is the one who is building it now under the 
Wilgene Corp. 

Mr. Sron. Ledon though the Wilgene Construction Co. entered 
into a contract to build this project for $1,178,163.50; is that right? 

Mr. Brarman. I believe that is correct. 

Mr. Sruon. That is $34,814 less than the amount of the mortgage? 

Mr. Brarman. If that is the figure I will take your word for it. 

Mr. Srvon. In addition to Ledon agreeing to pay you $128,000? 
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Mr. BrarMan. Yes; but it has never been paid. 

Mr. Srvon. It is to be paid out of the mortgage money as the 
building proceeds ? 

Mr. BrarmMan. Subject to certain guaranties which we gave him. 

Mr. Stmon. And so far you have drawn down how much of that 
$128,000? 

Mr. Brarman, It is on that paper, I think—$63,000. 

Mr. Simon. You have drawn down $63,000? 

Mr. Brarman. My accountant says $63,789.95. 

Mr. Stuon. How much of that went to you ? 

Mr. Brarman. First, there was some $24,000 that had been paid 
back to us out——— 

Mr. Srmon. The question is how much of that $63,000 went to 
you? 

Mr. Brarman. I have personally ? 

Mr. Srmon. Yes. 

Mr. Brarman. $19,800 as against—which is apphed against my 
loans, and—— 

Mr. Stmon. How much money did you personally get out of this? 

Mr. BrarMan. This says $19,800. 

Mr. Simon. How much did Levitt get? 

Mr. BrarmMan, $41,300, and the loan of $8,000, which is $44,300. 

Mr. Simon. Levitt has been paid back $44,000? 

Mr. BrarMan. That is right, against his loan of —— 

Mr. Simon. $61,000 2 

Mr. Brarman. Whatever it is. 

Mr. Simon. You have been paid back $19,000 against the $12,000 
you put in? 

Mr. Brarman. No more. There is $9,800 and the $6,800 I am 
paving back to Mrs. Van and the rest of them, so you have to add that 
39.800 and $6,800 which is $17,800. 

Mr. Sron. Have you paid back to Mrs. Van? 

Mr. Brarman. No; I haven’t paid it back yet, because we don't 
know whether there will be a loss yet. 

Mr. Srwon. You have already taken out $19,000 ? 

Mr. Brarman. That is correct. 

Mr. Srron. Was there $27,000 paid you at the time of the closing? 

Mr. Brarman. Yes; on account of the expenses that we have had. 

Mr. Simon. Is that in addition to the $63,000 you just mentioned ? 

Mr. Brarman. Yes. 

Mr. Simon. So there has been a total of —— 

Mr. Brarman. No, wait—yes, that would be $63,000. 

Mr. Stwon. You received a total of $90,000 already; is that right? 

Mr. Brarman. Yes, because the expenses have come out of that, then. 

Mr. Semon. You received $90,000 then 4 

Mr. Brarman. I assume so. 

Mr. Simon. How much of that $90,000 went to you 4 

Mr. Brarman. Only the amount down here, $19,800. 

Mr. Simon. Flow much went to Levitt / 

Mr. BrarmMan, $44,300. 

Mr. Stmon. Who got the rest ? 

Mr. Brarman. The expenses we have had all along, architects, FTTA 
fees. 

Mr. Simon. You told me that your total expenses were $78,000, 
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Mr. Brarman. We put in $68,000, $10,000, plus that—S77,000, the 
total amount of moneys invested, in these 2 columns, received the 
$633,000 and $20,000—that is right. We paid to Luezzi and Cozza 

24.§37.90. 

Mr. Simon. Are the people who are going to live in this building 
paving r anything for their apartments / 

Mr. Brarman. Yes. 

Mr. Stwox. S600 to S800 a house. The 514-room house with the 
garage is $600 cash, and the 614-room with the garage is S800 cash. 

Mr. Suwon. Who gets that money / 

Mr. Brarwan. It is all in there. 

Mr. Srron. Where ? 

Mr. Brarman. In the total cost of moneys received. 

Mr. Simon. The mortgage—the FILA mortgage is going to be 
$1,212,900 ? 

Mr. Brarman. Yes, but you have interest during the course of con 
struction—— 

Mr. Simon. Isn't Ledon paying that ? 

Mr. Brarman. No. May I get it and I will show vou just where 
the things are if you want those items. 

You will find all of this set forth on the financial requirements for 
closing, Which is dated April 21, 1953, in which the total amount of 
the mortgage, plus the amount which is paid in by the cooperators, is 
fully disbursed. 

Mr. Stmox. Tlow much do you get out of this? 

Mr. Brarman. Nothing out of that. We got the $24.000. 

Mr. Siaon. Tlow much do you get out of the whole project / 

Mr. Brarmanx. We don’t know if we will get anything any more. 
It may bea loss. We don’t know yet. 

Mr. Stuon. You have got a contract with Ledon, haven't you? 

Mr. Brarman. Yes. That is subject to certain guaranties. The 
cuaranties are the bids we gave him would be substantiated. They 
have not been in many instances. 

Mr. Simon. As of now how much money do you have in this project ? 

Mr. Brarman. Now we may have all our money out of it, I think. 
We still have this. Tam personally on the construction bond, with the 
Manufacturers Surety Co., my wife and I, we had to get in order to 
vet Ledon the bond. 

Mr. Simon. You have all of your money out of his project ? 

Mr. Brarman. Yes: but if there is a loss we will pay it back. 

Mr. Simon. Including the cost of the land / 

Mr. Brarman. No; I don’t think so. 

Mr. Stuon. Didn't the land money come from Levitt and hasn’t 
that been repaid to him ? 

Mr. BrarMan. No: because I have only given him IT think $5,000 on 
account of it. It couldn’t have been. 

Mr. Stmon. You said you gave him $41,000. 

Mr. Brarman. I didn't give him $41,000. Both of us have joint ven- 
ture, Where the money goes in and is disbursed back. I don’t get it. 
It comes out of this joint venture. 

Mr. Simon. Didn't vou tell us Levitt had $43,000 paid to him? 

Mr. Bearman. That is right, $43,000—$44,300. 

Mr. Simon. That includes at least some of the money put up for the 
land, doesn’t it? 
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Mr. BrarMan. That is right. He put in $61,500. 

Mr. Srmon. When the project is completed will the FHA mortgage 
cover the land 4 

Mr. Brarman. No. 

Mr. Srwon. Will the cooperators who buy these homes own the land 
under their house ? 

Mr. Brarman. No. 

Mr. Smwon. You will still own the land? 

Mr. Brarman. Yes, sir. 

Mr. Simon. And for 99 years they have to pay you $4,700 a year 
rent; is that right ? 

Mr. BrarMan. Yes, sir. 

Mr. Sruon. And they have to pay the taxes 4 

Mr. Brarman. That is right. 

Mr. Simon. They pay everything except they give you $4,700 a year 
rent for 99 years ¢ 

Mr. Brarman. That is right. 

The Cuairman. If they don’t meet the payments you will auto- 
matically own the property ? 

Mr. Brarman. No. FHA has a recapture clause. They won’t let 
us take it. 

The Cramman. You mean FHA has to repossess ¢ 

Mr. BrarmMan. Yes. 

The Cuamman. How much will FHA have to pay you for the 
privilege ¢ 

Mr. Brarman. $118,000. 

The Cuamrman. For the privilege of repossessing they will pay you 
$118,000 for this land? 

Mr. Brarman. That is right. But, sir, do you realize the 3 years 
we put in? You remember, sir, when we went down last year to get 
the Fanny May extension. At that time we had $78,000 which could 
have gone right down the sewer if we couldn't mortgage out. We had 
3 years of labor, seventy-some-odd thousand of risk money, and be- 
cause we never had a penny from these cooperators, to apply against 
any of our expenses. 

Mr. Sruon. The statute talks about nonprofit corporate structures 
tor these cooperative housing. There was nothing nonprofit about this 
was there ¢ 

Mr. Brarman. I am not—after all, no sponsor is supposed to do 
it for nonprofit, and I deny anyone to find a person who would do it 
for nonprofit. I cannot do it for nonprofit. It never intended to be 
nonprofit, as far as the sponsor is concerned to risk his own money. 

The Cratrman. How can it be cooperative, then ? 

Mr. Brarman. If you take amateurs who will go in to set their own 
cooperative, as happened all over the country, they have lost money. 

Mr. Seon. The statute still talks about nonprofit. 

Mr. Brarman. As far as the corporate structure is concerned. May 
I say this: They pay $68 a month. I will go back. I will give you 
one that is actually in existence, Merrick Park Gardens, where they 
pay $92 a month, including all utilities, for 414 rooms. Now, there 
isn’t a single apartment you can get in New York City for $92 for 
$14, rooms. 

Mr. Srwon. This is in Pittsburgh. 
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Mr. Brarman. Pittsburgh will be exactly the same thing. 

Mr. Sinron. The fact is, Mr. Brafman, that Congress said in the law 
that these were to be nonprofit corporations. 

Mr. Brarman, It certainly didn’t intend the sponsor who would 
risk his money to set it up was going to get no profit out of it. 
[f that is so, you will never have a thing built. I can’t do it. I know 
of nobody in the world who will do it, spend ! 3 years and put their own 
money up doing it. I would like to meet that person. 

The Carman. Aren't we fooling the people when we are talking 
about cooperatives ? 

Mr. Brarman. Of course not. They are getting a cooperative 
apartment at a cheaper price than they can ever get it. The same 
house we are putting up in Pittsburgh ond sell on the open market 
at $17,000, and they are getting it at $11,000 mortgage and downpay- 
ment included. It isa complete masonry house. It has got 4144 rooms, 
integral garage, heat. 

Mr. Smwon. It is still not a nonprofit venture as the statute provides 
for. 

Mr. Brarwan. As far as the cooperators themselves are concerned, 
because no landlord makes profit out of the operation of the housing. 

Mr. Simon. It wasn’t nonprofit as far as you were concerned. 

Mr. Brarman. I don’t think it was ever so intended. 

Mr. Simon. That is what it says. 

Mr. Brarman. FHA didn’t say so. I was brought to Pittsburgh 
by FHA. 

Mr. Srwon. Who brought you to Pittsburgh ? 

Mr. Braraan. The racial adviser in New York who had that area. 

Mr. Srron. What is his name? 

Mr. Brarman. Madison S. Jones. 

Mr. Simon. FHA man? 

Mr. Brarman. That is right, at Washington, too, when I was down 
there, she said please go into Pittsburgh, we need housing. You have 
done a good job in New York, go there. I was sent to Cincinnati and 
Cleveland and I wouldn’t take it. 

Mr. Simon. They were promoting you to build these things? 

Mr. Brarman. They weren't promoting me. They were trying to 
vet housing where it was needed. No one else would do it. The Sen- 
ator knows, he knows about last year when we tried to get an extension 
on Fanny May. There weren't mortgages on this all over the coun- 
try. No one paid me to go to Congress to get Fanny May extended, 
but every one else got the benefit of it. 

Mr. Stmon. Did you dothat ? 

Mr. BrarmMan. I certainly did, and nobody paid me for it. 

The CHatrman, Thank you very much. 

Mr. Brarman. If you want to see some photographs of it, I can 
show it to you. 

The Cuamrman. I don’t think we have time to look at them right 
now. We will later. 

We are going to take a witness that we have scheduled for tomorrow 
in order that he may return, Mr. Herbert R. Ketell, of Portland, Oreg. 

Mr. Ketel], will you come forward, please ? 

Mr. Ketel!, will you be sworn, please. 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth, and nothing but the truth, so help 


you God ¢ 
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TESTIMONY OF HERBERT R. KETELL, PORTLAND, OREG. 





Mr. Keres. I do. 

The CHamman. Thank you, sir. 

The Cuatrman. Will you be seated. 

I want to say this: That Mr. Ketell came in here at his own expense, 
and at his own request, in line with a policy that this committee has 
always had and always will have, and that is that if anybody feels that 
some other witness in a public hearing did him harm or injury, that 
we give him the right to be heard. I want the record to show that 
Mr. Ketell came in at his own expense, and on his own volition, and 
he wishes to be heard at this time. 

You may proceed, Mr. Ketell. 

Mr. Kerenn. Thank you. 

The CHairman. You are from Portland, Oreg ? 

Mr. Kere.u. Yes, sir. 

The CHatrman. You are a builder? 

Mr. Keretu. Yes, sir. 

The CHairman. You build under FHA-guaranteed mortgages ? 

Mr. Kereti. FHA, VA, privately. 

The Cuarrman. How long have you been a builder? 

Mr. Kerrec.. Twenty-five years. 

The Cuamman. How long have you been dealing in FHA and VA 
mortgages ¢ 

Mr. Keren. Since 1946, 

The CratrMan. Since 1946? 

Mr. Kerrey. Yes. 

The Cuarrman. How many projects would you say you constructed 
under the FHA and VA guaranties? 

Mr. Kereti. Twelve. 

The CuarrmMan. For a total of how much would you say in dollar 
volume ? 

Mr. Keren. $8 million. 

The Cuatrman. Now, you proceed to tell us wherein you think— 
I might say this, that Mr. Ketell feels as Mr. Elliott, who was former ly 
the deputy or Oregon State FHA director, testified in public in Los 

Angeles that he paid, or that Mr. Ketell paid him while he was the 
deputy State director, approximately $3,500 for doing certain legal 
work. 

Will vou give your name? 

Mr. Kereti. Herbert R. Ketell. 

The CuarrmMan. Now, will you tell wherein you think Mr. Elliott 
is wrong? 

Mr. Keretn. Senator Capehart, would you please state again what 
Mr. Elliott said? 

Senator Carenartr. Well, Mr. Elliott testified in public that you 
paid him, or, rather, that your company or your companies paid his 
law firm or his law partner some $3,500 and his law partner in turn 
turned it over to him, Mr. Elliott. 

Mr. Keren. Yes, sir. That is why I came 2,000 miles across the 
country, at my own expense, to testify. 

I never paid Mr. Elliott any money at any time, and I personally 
never paid the law firm that he is talking about any money at any 
time, nor has my Ketell Construction Co. ever paid his law firm or 
the firm he claims he was associated with any money at any time. 
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I had a third of the stock in two corporations that hired the law 
firm that he was previously associated with to do some work for these 
corporations. One of the corporations was Longview Park Corp., 
which was a Washington corporation, and built 86 houses in Long- 


view, Wash. ‘This corporation, and the houses, were not even under 


the jurisdiction of the Portland FHA. This corporation paid 
Arthur Prag’s law firm $1,500 over a period of time for drawing the 
contracts, handling the street works, sewer contracts, water, and other 
corporate work for the Longview Park Corp. 

The Ciairmanx. You don’t mind being interrupted ? 

Mr. Krrevy. No, sir. 

The CuatrMan. Mr. Preg is a law partner of Mr. Elliott? 

Mr. Kerect. Mr. Preg was a former law partner of Mr. Elliott, as 
I understood it. 

Mr. Simon. Who actually hired Mr. Preg? 

Mr. Kerevz. I hired Mr. Preg, on behalf of Longview Park Corp. 

Mr. Simon. How did you happen to hire Mr. Preg? 

Mr. Keretn. When I first. came to Portland to build, in 1947, I 
inquired around for a law firm that would be expert in handling the 
VA and FHA procedures, and I was recommended to Mr. Preg. 

Mr. Stwon. By—— 

Mr. Kereti. By acouple of friends of mine. 

Mr. Stuon. What did they say when they recommended him ? 

Mr. Kerrey. They said that he was an expert in handling FHA 
regulations, and that his former law partner was connected with the 
FHA, and therefore that he would probably be as fine an attorney 
to take care of the ever-changing regulations as any in Portland. 

The Cramman. Did you know Mr. Elliott received $3,500 from 
Mr. Preg ? 

Mr. Krrety. No, sir. 

The CiatrMan. Money that your Longview Co. paid, the Long- 
view Co. of which you own a third interest, paid to Mr. Preg? 

Mr. Krrevy. No, sir: and I don’t believe he received $3,500. We 
checked the records, and I have made a statement here taken from the 
accountant’s—— 

The Cuamman. How much does your record show he did receive? 

Mr. Kereti. Arthur Preg’s law firm received $1,500 from Long- 
view Park Corp., and $1,200 from Roseberg Homes, Inc., and Mr. 
Preg did all the work, informing the public ‘utility for the water, in 
Roseberg, and the sewer district under the Oregon State sanitary 
authority, and Tam satisfied that he earned the money that the cor- 
poration paid him. 

Mr. Simon. Did Mr. Elliott do any of the work ? 

Mr. Keren. Mr. Elliott did none of the work, to my knowledge. 

Mr. Simon. Why do you add “to your knowledge” ? 

Mr. Kerevt. I believe that Mr. Preg consulted with him regularly, 
or often, on this work. 

Mr. Simon. With respect to this work? 

Mr. Kerewn. Yes, sir. 

Mr. Simon. But you don’t believe he did any of the work? 

Mr. Kerevi. IT am yi in that he didn’t do any of the paperwork, 
because Mr. Preg did it, and he is even today working on another 
water company for one of our corporations. 
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Mr. Simon. Mr. Ketell, it might be a criminal violation of the law 
for Mr. Elliott to have received this money. Do you know why he 
would come in and testify that he received the money if he didn’t get 
it? Or why he would say he did the work if he didn’t do the work ? 

Mr. Kerevi. He didn’t testify, did he, that he received my money 
from me ¢ 

Mr. Simon. No. He testified that you paid the money to Preg, 
and Preg turned the money over to him, and that he did the work 
for Preg. 

Mr. Kereti. Well, the only thing I can think of is that when Mr. 
Elliott went into the Navy, after—they must have made a settlement, 
he and Mr. Preg, and there might have been some way that he paid 
some of my money as well as others. We only paid Arthur Preg law 
firm, the corporations only paid him $2,700. 

The Cramman, Here is what Mr, Elliott testified to, so we can keep 
the record straight. At least here is a portion of it: 


Mr. Simon. Do you know Herbert R. Ketell? 

Mr. Exvtiorr. Yes, sir; quite well. 

Mr. Simon. What is his business? 

Mr. kviiorr. He is a building contractor. 

Mr. Stmon. Is he a large Oregon building contractor? 

Mr. Evniorr. Actually, I don’t know the size of his enterprise. I think he is 
a substantial man financially. 

Mr. Stmon. Is he a substantial builder in Oregon? 

Mr. Exvxiorr. Yes, he has done a considerable amount of building. 

The CnNAIRMAN. He is a builder under FHA titles? 

Mr. Exixuiorr. Yes, he does. 

The CuatmRMAN. I understand you are also a lawyer. 

Mr. Evuiorr. That is correct. 

The CuainMan. During the time you were assistant State FHA director in 
Oregon did you receive fees for legal work from Mr. Ketell? 

Mr. Enuiorr. I received fees that were paid to an associate of mine in Oregon. 
I didn’t receive any money directly from Mr. Ketell. 

Mr. Stmon. Was that for work you did? 

Mr. Evuiortr. That was for work I contributed greatly. 

Mr. Srmon. Did you personally receive the money % 

Mr. Exvrorr. I nitimately received it from my associate. 

Mr. Simon. What was the work you did for Mr. Ketel)? 

Mr. Eviiorr. Of a legal nature. 

Mr. Simon. Was it reviewing contracts? 

Mr. Exxriorr. Yes, sir 

Mr. Simon. By that vou mean somebody else would draw the contract and he 
would bring it to you to look over? 

Mr. Exuiorr. I testified to that, Mr. Simon, I can hardly define those con- 
tracts. I believe IT told you yesterday, and the Senator, that those contracts 
generally were subcontracts on projects that were being constructed with Mr. 
Ketell through FHA, but T am not certain of that. I couldn’t identify those 
contracts even at the time, 

Mr. Simon. If I remember correctly your testimony, there was presented to you 
for your legal review contracts between yourself and subcontracts. 

Mr. Ernrorr. That is correct. They related largely to FHA projects. 

He testified that he received $3,500 indirectly from—he didn’t receive 
it directly from you, but he received it from firms you are connected 
with, and your testimony is that is not true? 

Mr. Keren. Yes, sir. My testimony is I paid nothing to his law 
partner but the 2 corporations paid him $2,700, but I want to have my 
name clear, that I have never paid any money toa public official. 

The Cramman. I see. Your testimony speaks for itself. You say 
you did not pay Mr. Elliott? 

Mr. Kereti. That is right. 
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The Cuatrman. But your testimony is that 2 corporations that you 
are a stockholder in did pay him $2,700, or did pay Mr. Preg, his law 
partner, $2,700? 

Mr. Ker ELL. Yes, sir. 

The CHarrman. Do you know whether or not Mr, Preg turned over 
any of that money to Mr. Elliott? 

Mr. Keren. All the cheeks were made to Mr. Preg, and we didn’t 
inquire what he did with it. 

The Crrarmaan. Did you ever discuss any of these contracts directly 
with Mr. Elhott ? 

Mr. Kerecn. Well, he was in the FHA, and I discussed it with every 
department up there, most of my deals that went through. 

The Crarman. I am talking about the legal work that Mr, Preg 
did for your two companies. 

Mr. Kerety. No. 

The Cuarman. In which you say you paid him $2,700, and Elliott 
testifies that he did the work on the contracts, and he thought he 
received $3,500. You say it was $2,700. Did you ever discuss with 
Mr. Elliott any of these contracts? 

Mr. Keren. I may have; when he was in the FHA office I may have 
talked about the loans that were going through, because there are six 
departments in FHA, and you have to talk to each one of them. I 
didn’t talk about the Jaw work that Arthur Pree was doing. Arthur 
Preg was spending a great deal of time forming these water districts, 
and these sewers, and having the men go out and get signatures, and 
get the State Senator’s approval, and the public utilities commissioner, 
and I know Mr. Preg did that work. 

The Cuamman. And your testimony is now that you never at any 
time discussed with Mr. Elliott any of the contracts, or any of the w ork 
that Preg was doing for these two companies you were interested in? 

Mr. Kereii. No; I wouldn't say that. 

The Cuatrman. What do you mean you couldn’t say that? 

Mr. Keren. I couldn’t say I never talked to Mr. Elliott about the 
loans. For instance. whenever—first, take the Roseberg loan, or the 
Hermisto loan. He was in the assistant position in FHA, and I would 
have to talk to him about that, but when it came to the legal work, 
Mr. Preg handled all that. 

The Cramman. The record will show that your testimony was that 
you never paid any money to Mr. Elliott? 

Mr. Keret. That is right. 

The Cnairman. But that 2 companies which you were interested in 
did pay money, $2.700, to his former law partner, Mr. Preg? 

Mr. Krretv. Yes, sir. 

The Crarrman. And if Mr. Preg paid Mr. Elliott, it was unknown 
to you; is that your testimony ? 

Mr. Kerewy. Yes, sir. 

The Cuatrman. Thank you very much, unless you have something 
further to say. 

Mr. Stmon. Did vou know at any time prior to Elliott’s testimony 
last week in Los Angeles that Elliott. had done the legal work that 
you had hired Preg to do? 

Mr. Kerrey. No. 

Mr. Sron. You didn’t know it prior to the testimony of Elliott in 
Los Angeles? 
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Mr. Kerevi. No, and I know that Mr. Preg did—I do think his 
testimony was correct, that he advised, in an advisory capacity with 
Mr. Preg. 

Mr. Simon. The thing I was trying to find out was whether you 
knew that Elliott was doing that work prior to his public testimony 
in Los Angeles. 

Mr. Kerrey. I never knew that he had received or had done any- 
thing that he was entitled to money on the situation. I think he 
advised, 

Mr. Stmon. You changed the question. My question is whether 
you knew whether Elliott was doing any of the work that you had 
hired Preg to do? 

Mr. Kereti. No. 

Mr. Stmon. One more question: Did he earn a fee or get paid a fee 
or a real-estate commission on some land that you sold? 

Mr. Kerrewu. No, sir. 

Mr. Simon. Are you familiar with his testimony on that score? 

Mr. Kereti. I understood from the newspaper that he had some- 
body else that he sold some land to. He never sold me any land. 

Mr. Stwon. You were the seller, as I understood it, not the buyer. 

Mr. Kereti. He had no deals with me on land at all. 

Mr. Srwon. He didn’t get a commission 4 

Mr. Kerrey. No, sir. 

Mr. Stmon. A sales commission ? 

Mr. Kerrey. No, sir. 

Mr. Strwon. On the sale of any land you own? 

Mr. Kerrey. No, sir. He didn’t testify to that, I don’t believe. 
All I saw was in the papers, but I never knew anything about that. 

Mr. Srwon. Thank you. 

The Cratrman. Thank you very much. 

We are now going to recess until 10 o’clock tomorrow morning, at 
which we have 10 witnesses, and maybe a couple of more. We will 
possibly hear tomorrow a couple of witnesses that we were unable to 
get to today. The first witness tomorrow will possibly be Mr. Wood- 
ner of the Woodner Apartments of Washington in respect to the 
Chanute Field project. 

Unless someone knows of some good reason why we shouldn’t do 
so, we will recess now until 10 o’clock tomorrow morning. 

(Whereupon, at 4:10 p. m., the committee recessed. ) 
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WEDNESDAY, SEPTEMBER 15, 1954 


SENATE BANKING AND CurRENCY CoMMITTEE, 
Chicago, Ill. 

The committee met, pursuant to recess, at 10.a.m., Senator Homer F. 
Capehart (chairman) presiding. 

Present : Senator Capehart. 

Also present: William Simon, general counsel, and T. T. Kenney, 
assistant general counsel, FILA investigations, and Frank W. McC ul- 
loch, administrative assistant to Senator Douglas. 

The Cramman. The committee will please come to order. 

Our first witness this morning will be Mr. Kramer, the president of 
of the Michigan Shores project here in Chicago. 

Mr. Kramer, will you come forward, please ? 

Mr. Kramer, will you please be sworn ? 

Do you solemnly swear that the testimony you are about to give will 
he the truth, the whole truth, and nothing but the truth, so help you 
God ? 


TESTIMONY OF FERD KRAMER, MICHIGAN SHORE APARTMENTS, 
t CHICAGO, ILL., ACCOMPANIED BY BERNARD NATH, COUNSEL 


Mr. Kramer. I do. 

The Crairman. Thank you, sir. 

If you will be seated and give your full name and address to the 

reporter, we would appreciate it. 
- Mr. Kramer. My name is Ferd Kramer. I am president of the 
Michigan Shore Building Co. My office address is 35 West Washing- 
ton Street. My home address is 284 Prospect Avenue, Highland 
Park, Il. 

The Chairman. The gentleman with you? 

Mr. Kramer. Mr. Bernard Nath. 

The Cirarrman. Ile is your attorney / 

Mr. Kramer. That is right. Mr, Chairman, in the light of the pub- 
licity this case has been given, I wonder if you would allow me the 
privilege of making a short statement ? 

The Cruamman. We will permit vou, when we have finished with 
; the testimony, to read a statement. I presume you have already 

handed copies to the press ? 
Mr. Kramer. I haven't, but I will, sir. 
The Cramman. We will permit you to read the statement when we 
‘ have finished the questions. There are a few questions we would like 
to ask in respect to this publicity, too, and many questions we want 
to ask about this whole matter, because it seems to have developed into 
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quite an issue. “This committee is interested in just one thing: That is 
the faects—what are the facts, and it is an issue that we did not create, 
and had absolutely nothing to do with. We are going to try to ascer- 
tain. if we can today, the exact facts in respect to the project. the exact 
facts in respect to the series of correspondence and newspaper pub- 
licity. This committee had absolutely nothing to do with the pub- 
icity that preceded our arrival in Chicago, and we don’t like it any 
better than you do, or others do. 

We are going to dlo our very best here this morning to present the 
facts to the people of Chicago, and the people of the country. We are 
going to try to be just 100 percent factual. 

Mr. Kramer. That is very kind of you, sir. 

The Cramman. And not try to read anything into the issue that 
isn’t there. 

Mr. Kramer. Thank you, sir. 

The Criamman. You may read your statement when we are fin- 
ished. We will proceed. 

The counsel may proceed to ask questions at this point. 

Mr. Simon. Mr. Kramer, who is the owner of the Michigan Shore 
property ¢ 

Mr. Kramer. A group of stockholders—— 

Mr. Stwon. Iam sorry. Isita corporation ¢ 

Mr. Kramer. It is a corporation. 

Mr. Simon. What is the name of the corporation ? 

Mr. Kramer. Michigan Shore Building Co. 

Mr. Stmon. Are there two corporations ? 

Mr. Kramer. Yes, sir. 

Mr. Simon. What is the name of the second one? 

Mr. Kramer. The second one is a holding company that holds the 
stock of the Michigan Shore Building Co. 

Mr. Simon. Is there just one company that signed the mortgage ? 

Mr. Kramer. That is correct. 

Mr. Simon. There were two mortgages signed by the same com- 
pany ¢ 

Mr. Kramer. That is correct. 

Mr. Simon. That stock is owned by the 1350 Lake Shore Drive; is 
that correct ? 

Mr. Kramer. That is right, Lake Shore Co. 

Mr. Simon, What is the capital stock of Michigan Shore Building 
Co. ? 

Mr. Kramer. There are 7,500 shares, at $1 per share, and—— 

Mr. Suwon. 8100 of preferred stock ? 

Mr. Kramer. $1. 

Mr. Stuon, Is there $100 of preferred stock ? 

Mr. Kramer. That goes to the FHA. 

Mr. Stuon. So the total capital is $7,500 of common stock and $100 
of preferred: is that correct ? 

Mr. Kramer. No, sir. That is not correct. There is donated sur- 


plus for the balance, the difference between that and the $750,000. 
Mr. Simon. By donated surplus you mean there is paid-in surplus? 
Mr. Kramer. That is correct. The FHA, I believe, calls it donated 
surplus. 
Mr. Stwon. Do you treat it on your books as paid-in surplus? 
Mr. Kramer. That is correct. 
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Mr. Simon. What is the capital stock of 1550 Lake Shore Co.? 

Mr. Naru. May I help in that? 

The Cuairman. You may; yes, indeed. 

Mr. Naru. The 1350 Lake Shore Co. had preferred and common 
stock, the total of which was $900,000. 

Mr. Stuon. How much of each? 

Mr. Naru. The preferred stock was $855,000, and the common, 
$45,000. 

Mr. Srmon. Who are the stockholders of 1850 Lake Shore Drive? 
Or Lake Shore Co. 

Mr. Kramer. I would be glad to furnish you with a list. I could 
name a few of them. I don’t think I could name them all. 

Would you like to have the names ? 

The CuairMan. Yes. Give us the names of those that you can re- 
member, and those you cannot, furnish the committee with them later, 
if you will, please. (See p. 2204.) 

Mr. Kramer. I] have a few shares. 

Mr. Stuon. How many do you own? 

Mr. Kramer. I have it here somewhere, sir. 

I have 50 shares, plus 51 which belong to my mother, and are held 
in the name of myself and my sister. 

Mr. Sruon. Is that common you are talking about now? 

Mr. Kramer. Preferred and common. 

Mr. Stwon. How many shares of common stock were issued for 
this $45,000 ¢ 

Mr. Naru. Nine thousand shares. 

Mr. Stmon. You have 

The CnarrMan. That is at the rate of $5 a share ? 

Mr. Stmon. You have 50 shares, Mr. Kramer? 

Mr. Narn. You had 50 shares of preferred and 50 shares of common. 

Mr. Kramer. That is right. 

Mr. Stuon. Your mother owns 51 shares ? 

Mr. Kramer. That is right. The firm of Draper & Kramer, Inc., 
have 250 shares. 

Mr. Naru. Of each. 

Mr. Simon. We are just talking about common, now. 

Mr. Kramer. Two hundred and fifty shares. Some of the members 
of the firm of Sonnenschein’s office have some shares. 

Mr. Simon. How many? 

Mr. Kramer. Roughly $100,000, T believe. 

Mr. Sruon. You only have $45,000, now. 

Mr. Narn. Of that, then, the various people connected with my 
office would have had about 1,000 shares of common stock. 

Mr. Stson. Who else? 

Mr. Kramer. Dr. Stanton Friedberg. 

Mr. Stmon. How do you spell that ? 

Mr. Kramer. F-r-i-e-d-b-e-r-g. 

Mr. Sruon. F-r-i-e-d-b-e-r-g ? 

Mr. Kramer. Yes. 

Mr. Smmon. How many shares does he own ? 

Mr. Kramer. I don’t know. 

Mr. Stwon. What is your recollection of how many he owns? 

Mr. Kramer. Fifty shares. 

Mr. Sron. Who else ? 
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Mr. Kramer. A man by the name of Louis Silverman. 
Mr. Simon. How many shares did he own? 

Mr. Kramer. I don’t remember exactly. I think he had about 
$15,000 worth. 

Mr. Stwan. That would be one-third of the common stock? 

Mr. Kramer. No. 

Mr. Simon. You said—— 

Mr. Naru. About 35—and about 350 shares. 

Mr. Kramer. I think 

Mr. Natu. No, about. 150 shares. 

Mr. Kramer. I think it would probably be simpler if it meets 
with your approval, for me to bring the entire list over to you, sir. 

The Cuarrman. If you will bring them in. Bring in a complete 
list of the ownership. May we have that this afternoon ? 

Mr. Kramer. Yes, sir. 

Mr. Naru. Mr. Simon, these were sold as a unit. 1 share of pre- 
ferred and 1 share of common for $100. 

Mr. Srwon. Actually, you gave the FHA a list of stockholders ; 
didn’t vou? 

Mr. NATH. The sponsors. 

Mr. Kramer. Sponsors, 

Mr. Sion. Aren't they the same people as the stockholders ? 

Mr. Krawer. Yes, but not all the stockholders. 

Mr. Srwrox. Don’t you recall the names that were on that list? 

Mr. Kramer. There were a lot of names on that list. 

‘he CrramrMan. Does Mr. Leigh Block own stock in this company ? 

Mr. Kramer. I don’t think he does. 

The Cuairmanx. Does Mr. Freiler ? 

Mr. Krawer. I think Mr. Leigh Block’s wife does. 

The Cratmman. Does Mr. Loebel own stock ? 

Mr. Kramer. Yes, sir. 

The Cuamman. Does Mr. Hugenson ? 

Mr. Kramer. He is a member of the Sonnenschein firm that I men- 
tioned before. 

The Cuatrman. And Mr. Silberman ? 

Mr. Kramer. Yes. 

The CrairmMan. Does the Uhlmann Grain Co. own stock in this? 

Mr. Kramer. Either they or some of the partners. 

The Cuarrman. And then Draper & Kramer, Inc. ? 

Mr. KRAME r. That is right. 

The Cuairman. Without objection, we will place into the record at 
this point “the partial list of the preferred and common stock sub- 
seribers of the new building corporation to be formed and indie ates 
the high character and financial responsibility of the sponsors.’ 

(The information referred to follows:) 





The following is a partial list of the subscribers for the preferred and common 
stock in the new building corporation to be formed and indicates the high char- 
acter and financial responsibility of the sponsors: 

Mr. Leigh Block, 38 South Denrborn Street, Chicago, TM. 

Mr. Block is a vice president. of Inland Steel Co.: son-in-law of Albert Lasker 
and a son of the vice chairman of the Inland Steel Co, 

Mr. Abraham J. Freiler, 1143 South Congress Street, Chicago, Tl. 

Mr. Freiler is a president of A. Stein & Co., manufacturers of Paris garters. 
Mr. Jerrold Loebl, 333 North Michigan Avenue, Chicago, Il. 

Mr. Loeb] is a partner in the architectural firm of Loeb], Schlossman & Bennett. 
Mr. Hugo Sonnenschein, 77 West Washington Street, Chicago, TH. 





Mr. So 
Lautman 
Mr. Davi 

Mr. Si 
oldest Ww 
Uhlmani 

Uhim: 
Trade al 
Board o 
Draper « 

Mr. | 
FHA « 
Mr. 
The 
this po 
Mr. 
were fi 
Mr. 
Mr. 
tions © 

Mr. 
Mr. 
constr 
Mr. 
tects— 
Mr. 
to bui 
Mr. 
our al 
Mr. 
Mr. 
Mr. 
be co’ 
ona? 
Mr 
Mr 
Mr 
Mr 
appli 
Mr 
Mr 
Mr 
Mr 
Mi 

M: 
did \ 
M 

M 
ing t 
M 

M 
mon 
M 


cent 


d about 


q 


t meets 
Tou, Sir. 
om plete 


of pre- 


olders: 


st 2 


ipany ? 


I men- 


his? 


ord at 
x sub- 
icates 
3° 


ymmon 
) char- 


Lasker 


ters. 


‘nnett. 


FHA INVESTIGATION 2205 


Mr. Sonnenschein is a senior partner in the law firm of Sonnenschein, Berkson, 
Lautmann, Levinson & Morse. 

Mr. David Silberman, 1117 West Thirty-fifth Street, Chicago, Tl. 

Mr. Silberman is one of the owners of S. Silberman & Sons, which is one of the 
oldest wool and fur companies in the country. 

Uhlmann Grain Co., 141 West Jackson Boulevard, Chicago, IIL. 

Uhlmann Grain Co. are highly respected members of the Chicago Board of 
Trade and Mr. Richard Uhlmann is at the present time president of the Chicago 
Board of Trade. 

Draper & Kramer, Inc., 33 West Washington Street, Chicago, II. 

Mr. Simon. Mr. Kramer, did you file in 1949 an application for an 
FHA commaitenens under section 608 of the Housing Act? 

Mr. Kramer. Two applications. 

The Cuairman. I want to get further into this invested capital at 
this point. 

Mr. Stwon. There are two applications. What is the date they 
were filed ? 

Mr. Kramer. August 3, 1949, 

Mr. Srwon. What was the estimate which you gave those applica- 
tions of the cost of the buildings you proposed to conduct ? 

Mr. Kramer. $7,202,787. 

Mr. Simon. Is that your honest appraisal of what it would cost to 
construct the buildings ? 

Mr. Kramer. We based that upon information which our archi- 
tects 

Mr. Srwon. Was that your honest appraisal of what it would cost 
to build the buildings ¢ 

Mr. Kramer. Yes, sir. It was more than that. It was ours and 
our architect’s. 

Mr. Simon. Did it include the cost of the land ? 

Mr. Kramer. It did not. 

Mr. Simon. Was the proposal to include the land in the project to 
be covered by the FHA commitment, or was the building to be built 
ona 99-year lease ¢ 

Mr. Kramer. To be built on a 99-year lease. 

Mr. Sion. Who would own the land ¢ 

Mr. Kramer. A life insurance company. 

Mr. Srmon. What was the rental which you asked for in that 
application on a per-room basis ? 

Mr. Kramer. $40 per room per month. 

Mr. Simon. Subsequently you received a commitment from FHA ? 

Mr. Kramer. I did, sir. 

Mr. Srwon. For insurance on this mortgage? Is that right ¢ 

Mr. Kramer. Yes, sir. 

Mr. Simon. And in connection with the commitment, or prior to it, 
did you receive a project analysis / 

Mr. Kramer. I did. 

Mr. Simon. And what did FHA estimate to be the cost of construct- 
ing the buildings? 

Mr. Kramer. They estimated the cost of constructing at $8,653,466. 

Mr. Srwon. What did FITA determine as the rent per room per 
month ¢ 

Mr. Kramer. I believe it was approximately $40.37 or some-odd 
cents, 
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Mr. Simon. Did you know at that time that under the FHA regula- 
tions the rental was based on a return of operating expense and other 
costs of operating the building, plus 614 percent of the FHA estimate 
of the cost of construction ? 

Mr. Kramer. I knew that they had figured jobs that way, but there 
was nothing in the statute that made that mandatory. 

Mr. Son. My question was whether you knew the regulations so 
provided ? 

Mr. Kramer. No; I don’t know that today. 

Mr. Sruon. You don’t? 

Mr. Kramer. No; it may be just an administrative ruling. 

Mr. Simon. Did you know then that there was an administrative 
ruling 

Mr. Kramer. I believe I did. 

Mr. Simon. That fixed the rents? 

Mr. Kramer. I believe I did. 

Mr. Simon. Based on operating expense plus a return of 614 
percent ¢ 

Mr. Kramer. Yes, sir. 

Mr. Srwon. I take it you would know an administrative ruling 
would be binding on a local office such as Chicago ? 

Mr. Kramer. An administrative ruling can be changed by a tele- 
phone call overnight. 

Mr. Simon. By whom? 

Mr. Kramer. By the FHA. 

Mr. Simon. Is that your understanding of how FHA operated / 

Mr. Kramer. I don’t know why it can’t be. A regulation can be 
changed. 

The CHairman. Would that mean it could be changed by Mr. 
Powell, who was the head of the section 608 projects in Washington ? 

Mr. Kramer. It could be changed by whoever had the power to 
change it. I presume—— 

The CHairman. Who had the power to change it, then / 

Mr. Kramer. I presume it would be the Commissioner of the FHA. 

The Cuamman. Do you think in this instance Mr. Powell or some 
high official in Washington did change the rule in respect to this 
matter ? 

Mr. Kramer. They didn’t, as far as I know. 

Mr. Suwon. When they gave you the estimated cost of $8,683.466, 
did you know that under the administrative ruling then in effect, and 
which has been in effect for many years, the rents would be based on 
that estimate of cost # 

Mr. Kramer. I stated that I knew that that was their administrative 
ruling. 

Mr. Simon. As I remember it, you told us the day before yesterday 
that this building would not have been built if FHA had not permitted 
you to have a $40 per month rental: is that right ? 

Mr. Kramer. That is right. 

The Cuatrman. Per room / 

Mr. Stmuon. Per month per room ? 

Mr. Kramer. That is correct. 

Mr. Simon. Unless either they amended their administrative rulings, 
which they did not do? 

Mr. Kramer. That is right. 








Mr 
room 
$8.65: 

Mr 

Mr 
Kelle 
of thi 

Mi 

AYE 
land 
Mi 
M 
land 
M 
it wa 
M 
wha 
corre 
M 
M 
M 
not 
valu 
M 
ever 
M 
Tha 
retu 
inst 
on t 
rate 
N 
Aet 
N 
it \ 
had 
h 
pai 
\ 
) 


ap] 
I 


Col 
it, 
Op) 


IS 


KI 


ce) 
rel 





regula- 
id other 
estimate 


ut there 


tions so 


strative 


of 6% 


ruling 


a tele- 


‘rated ? 
enn be 


ry Mr. 
neton ? 
wer to 


FHA. 


r some 
9 this 


33.466, 
t. and 
seq On 


rative 


erday 


nitted 


lings, 


FHA INVESTIGATION 2207 


Mr. Simon. The only way they could give you a $40 per month per 
room rental was by giving you a Vv: aluation, or estimated cost, of 
$8,683,000 ¢ 

ir, Kramer. That is correct. 

Mr. Simon. Now, did you have any discussions with Edward J. 
Kelley with respect to the appraisal of the land prior to the issuance 
of the commitment / 

Mr. Kramer. Yes; I did. 

Mr. Stmon. Did you know that the appraisers had appraised the 
land at $650,000 ? 

Mr. Kramer. Yes; I think I did. 

Mr. Simon. And did you urge him to put a higher valuation on the 
land ? 

Mr. Kramer. I told him that that was less than we paid for it, and 
it was too low; that is correct. 

Mr. Simon. But it was exactly what the buyer paid, isn’t it—not 
what the seller got, but it was exactly what the buyer paid; is that 
correct 4 

Mr. Kramer. Yes. May I explain why that was, sir? 

Mr. Srmon. Yes. The seller wouldn't sell for less than $800,000 ? 

Mr. Kramer. No. The seller sold for $750,000. The FHA would 
not allow a rental under a 99-year lease of over 4+ percent of their 
valuation, which was 4 percent of the $600,000 or $650,000, 

Mr. Simon, That, again, was an administrative ruling binding on 
everybody, wasn’t it? 

Mr. Kramer. I presume so. They were absolutely adamant on that. 
That would have given the Aetna Life Insurance Co. a very low 
return, and they were not willing to buy on that basis. Therefore, 
instead of selling it to them for $750,000 we had to take a $150, 000 loss 
on the land in selling it to them at $600,000 in order to give them the 
rate of return that they had to get, which was a little over 5 percent. 

Mr. Simon. And for the purposes for which they were buying it, 
Aetna refused to pay more than $600,000 ; is that right ? ? 

Mr. Kramer. They would have paid as high as $800,000, They felt 
it was worth it if we had given them commensurate rental. That 
had nothing to do with the value of the land whatsoever. 

Mr. Srvon. Is what you are saying, Aetna didn’t care what they 
paid for the land—— 

Mr. Kramer. Not at all. 

Mr. Stmon. Let me finish my question. 

Aetna didn’t care what they paid for the land if they could get an 
appropriate FHA valuation / 

Mr. Kramer. No, sir. They would be willing to pay what they 
considered a fair value of the land, provided they got a fair return on 
it, but certainly they wouldn’t pay more than it was worth in their 
opinion, 

Mr. Simon. Let us not quarrel at what is fair return. The fact 
is that under the FHA rulings you could only get 4 percent on the 
FIA valuation ¢ 

Mr. Kramer. That is correct. 

Mr. Simon. Isn't that what you are saying, Aetna was not con- 
cerned how much they paid for the land, but was concerned with what 
return FELA would give them on their investment ? 

Mr. Kramer. That is not their only concern, sir. 
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Mr. Simon. What other concerns / 

Mr. Kramer. They wouldn't want to pay more than they thought 
a piece of land was worth. They were perfectly willing to pay 
$750,000, which is what we submitted it to them at. 

Mr. Stwon. They wouldn't have paid $750,000 unless FHA would 
have given a valuation of about a million; is that right? 

Mr. Kramer. Unless FILA would have given them a return of 
approximately 5 percent on the $750,000. 

Mr. Simon. Which would have required a valuation of about a 
million dollars ? 

Mr. Kramer. That is correct. 

Mr. Simon. Ilow much did it actually cost Michigan Shore Build- 
ing Co. to build the building? 

Mr. Kramer. The actual cost of the building was $7,260,607.72. 

Mr. Simon. We have a balance sheet shortly after the construction 
of the building that shows the cost at roughly $7,050,000. Then we 
have another balance sheet about a year later that shows the cost at 
37,150,000, and now you have testified, roughly, $7,250,000. Can you 
explain the differences ? 

Mr. Kramer. Yes, sir. There were extras that we had to pay in the 
construction. ‘That is why the total capital investment went up. 

Mr. Stwon. Did the extras come as late as 2 years after the building 
was completed / 

Mr. Kramer. Yes, sir, because there were certain things under 
dispute and we had to settle. 

Mr. Simon. Your actual cost was $58,000 above your estimate; is 
that right? 

Mr. Kramer. I didn’t figure it. I presume that is correct. It is 
very close. 

Mr. Simon. You said your estimate was $7,202,000. 

Mr. Kramer. That is right. 

Mr. Stuon. You said your cost was $7,260,000. 

Mr. Kramer. $58,000. 

Mr. Stmon. $58,000 difference ? 

Mr. Kramer. Yes, sir. 

Mr. Simon. In Michigan Shore Building Co., at the time the build- 
ing was completed, your capital structure was $7,500 of common stock 
and $742,900 of paid-in surplus, or donated surplus, as you call it; 
is that correct / 

Mr. Kramer. Yes, sir. 

Mr. Simon. Was the reason for having the low common stock eapi- 
talization and the very substantial paid-in surplus so that you could 
return the paid-in surplus to the stockholders without any income-tax 
liability ¢ 

Mr. Kramer. It was so we could retire the preferred stock as soon 
as we could possibly do it. 

Mr. Simon. You didn’t have preferred stock in Michigan Shore, did 
you? 

Mr. Narn. May [answer that for you? 

The Catan. Yes. 

Mr. Naru. Under Illinois law, we have what we call liquidating 
dividends. Tam talking now about [linois—whatever payments are 
made, 
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Mr. Smron. You can declare a liquidating dividend out of paid-in 
surplus without income-tax liability ? 

Mr. Naru. Income tax is not changed one way or another by Illinois 
law. As far as income tax is concerned, the only gage is whether 
it is out of so-called earnings, or out of surplus. If it is out of earn- 
ings, it is subject to income tax. If it isn’t, it is not subject to income 
tax. 

Mr. Stuon. Haven't I correctly said that this $742,000 of paid-in 
surplus can be returned to the stockholders without the payment of 
any income taxes ? 

Mr. Narn. So it could have been if it had all been capital stock. It 
wouldn’t have made any difference. 

Mr. Srmon. If you had had $750,000 of common stock and you then 
paid a dividend of $742,000 there would have been an income tax ? 

Mr. Natu. That is not true. 

Mr. Stwon. T think you will find it is true. 

Mr. Naru. No. Tam quite certain you will find you are mistaken. 
The only thing you pay income tax on of a corporation is when you 
distribute something out of earnings. If it isn’t out of earnings it 
isn’t subject to tax. 

The Cramrman. Let me ask this question: In the executive session, 
Mr. Kramer, the other day, and in this newspaper article that I have 
before me, you stated that the stockholders made an investment of 
about $900,000. 

Mr. Kramer. Yes, sir. 

The Cramman. This paper says a million dollars, leaving the in- 
ference that it was a million dollars’ worth of capital paid-in stock 
to remain in the corporation. Now we find that for all practical pur- 
poses all you did was have the stoc kholders loan the corporation this 
money, and up until December 31, 1953, you have returned all of it 
to them excepting $123,814. Now, for all practical purposes, that, 
other than the $7,500 of capital stock which will remain in this cor- 
poration to support this mortgage, other than the building itself, 
1s $7,500. 

Mr. Kramer. The fact that I stated that there were $900,000 cash 
went into this project, in equity of the project, was correct. 

The Carman. It went in in the form of a loan? 

Mr. Kramer. No, sir. It did not, sir. $750,000 went. in for cash 
and another $150,000 cash went in to write the land down - $600,000. 

The Cuamman. You still have returned as of December 31, you 
have returned all of that $900,000 to the stockholders except $123,000, 
haven’t you? 

Mr. Kramer. No, sir; that is not correct. 

The Cuatrman. Let me show you the statement. 

Is this a false statement ¢ 

Mr. Kramer. No. The amount you have in there is correct. 

The CrarrmMan. Look at the statement and read whether or not 
there is $123,000 item 

Mr. Simon. Now, Mr. 

Mr. Kramer. Paid-in surplus, that is correct, but there still is, in 
the 1350 Corporation, there is $150,000. 

The Cuatrman. [am not talking about the 1350 Corporation. 
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Mr. Kramer. When I was talking about a $900,000 investment, sir, 
I was talking about the total amount of equity that went into this 
project. 

The CrairmMan. It is not equity when it went in on the basis that 
it has since been taken out, and no dividends have been paid on it. 

Mr. Kramer. Yes, it is equity. 

The Cramman. It is just another method, a pattern that we have 
found in all of these projects throughout the country, where you set up 
a system, whereby you loan the money to the corporation temporarily, 
and then pay it back later without paying any income tax on it. 

Don’t tell me it isn’t, because the record speaks for itself. In this 
instance, the way you handled it, you paid it in as paid-in surplus, or 
as you said a moment ago, FHA handled it as what did you say, a loan ? 

Mr. Simon. A donation. 

The Cuairman. Asa donation. You have taken it all out up until 
December 21 except $123,000, haven't you ? 

Mr. Narn. I think what you have is a misunderstanding, Mr. Cape- 
hart, about what the stock is. 

The CuatrMan. You are the one that has the misunderstanding. 

Mr. Natu. There was $900,000 paid for capital stock, not a dime of 
that. $900,000 was paid out of any FHA money. 

Mr. Stwon. Let us get the record straight. 

The Cnatrman. Let me ask you this: Is it a fact that the capital 
statement is now down to where the paid-in surplus is only $123,000 ? 

Mr. Naru. That is correct. Most payments were made out of 
earnings. 

The Cuatrman. What was it originally ? 

Mr. Naru. The surplus originally was 

The CuHatrmMan. $750,000 ? 

Mr. Narn. No. 

Mr. Srwron. $742,000 ? 

Mr. Natu. $742,500. 

The Cuarrman. That is paid-in surplus? 

Mr. Natu. Yes. That is part of the stock. 

The CratrmMan. You since have returned all of that to the stock- 
holders except $123,000? 

Mr. Narn. That is correct, out of earnings. 

The Cuamman. No dividends were paid on it? 

Mr. Natu. Those were dividends. 

The Cuarrman. No income tax was paid on it? 

Mr. Naru. On the part which was not earnings, no income tax was 
paid on the part which was not. 

The CuarrmMan. You retired—— 

Mr. Nari. May I finish 

The Cuamrman. No. Let me ask you, when you retire the $123,000 
that you showed here, the capital structure of that corporation will be 
$7,500 worth of common stock, and $100 worth of preferred stock; is 
that correct ? 

Mr. Naru. When that is retired, but, No. 1. this corporation has 
paid substantial amounts of income tax to the Government, as shown 
by the statements. 

Mr. Sraon. Let me see if this is right: You had $742,000 of paid-in 
surplus at the start; is that right ? 
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Mr. Kramer. In the Michigan Shores Co. That is not all they put 
into this project. 

Mr. Stuon. That is what we are talking about. 

Mr. Kramer. You are eliminating the other $150,000 for the time 
being. 

Mr. Sion. Since then Michigan Shores has returned to its stock- 
holders $875,750, of which $257 074.47 was earned surplus, and $618,- 
685.53 was a return of paid-in surplus. Is that correct ? 

Mr. Kramer. I don’t recall the figures. 

Do you? 

Mr. Narn. I imagine that must be right. That is all out of the 
income from the building. 

Mr. Srvon. The $618,685.53 was a return of paid-in surplus; is 
that right? 

Mr. Narn. That is right. 

Mr. Simon. No income tax paid? 

Mr. Narn. Not on that because it was not out of earnings ? 

Mr. Smmon. Because it was a return of paid-in surplus ¢ 

Mr. Naru. Out of depreciation. 

Mr. Stuon. Return of paid-in surplus? 

Mr. Naru. That is right. 

Mr. Suwon. That $618,685.55 was returned to the stockholders with- 
out any tax liability which reduces the $742,500 of paid-in surplus to 
$123,814.47? 

Mr. Natu. Yes. The reason for that is as the Government deter- 
mines income, there is an allowance for depreciation, and that allow- 
ance for depreciation, of course, is not subject to Income tax. It was 
that depreciation reserve which created this money which could be 
returned. 

Mr. Simon. By the same token, out of the rental income they will 
amortize the mortgage over the 32 years—is it 32 years? 

Mr. Kramer. Yes. 

Mr. Simon. Over the 32 years of the mortgage, and use the amor- 
tization fund to retire the mortgage, so at the ‘end of the 32 years they 
will own the building free and clear; is that right ? 

Mr. Nati. That is right. 

The Cnarrman. I am not finding fault with this, I am just point- 
ing out to you that the way you handled this matter you are returning 
the so-called investment that you have been talking about to the 
stockholders without them having to pay or you paying any tax on 
it, and when you get all through you are down now to $123, 000, and 
possibly at the end—I don’t know what it is, at the end of 1! N54, you 
are going to end up with a corporation owning that property out 
there with a capital structure of $7,500 worth of common stock and 
$100 worth of preferred stock; is that correct ? 

Mr. Naru. If that develops; yes. 

The Cuarrman,. That is correct; isn’t it? 

Mr. Naru. That is right. 

The Cramman. So what I am quarreling about is, you did put 
$900,000 in loaned or paid-in surplus. What I am quarreling with 
is it ought to still be in the capital account, to support this $7 million 
mortg: Re 
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The CuarrmMan. That is the impression you have been trying to 
leave. 

Mr. Natu. No. I don’t think we have the same understanding. 
When you say it ought to, that is not true under any law of the 
United States, or any law of the State of Illinois. Any corporation 
has the right to pay out of its earnings, out of its income, and that is 
what this cor poration has done, and it has not made any payments in 
violation of its charter. 

The CuHamman. When you put in common stock or buy common 
stock — arily it remains, the capital remains in the corporation. 

Mr. Natu. That depends on what the income is. In case of real 
estate, this is the very usual way that the matter is handled, because 
of de prec iation. In cases of real estate corporations. 

The CHairman. Isn't it a fact you put in this $742,000 worth of 
paid-in surplus, on the basis that your stockholders could take it out 
of the first 2 or 3 years’ oper ations without paying any taxes? 

Mr. Narn. If the income was there, yes, and, of course, you under- 
stand that no payment of any kind was made until approximately 
three years after this money was put in. 

The Cuamman. That is right. My point is when you get all 
through here, and it is the same pattern we found all over the United 
States, on section 608 projects, when you get all through the capital 
structure is $30, $1,000, or $7,500 to support in this instance a mortgage 
of $6,300,000. 

Mr. Natu. I thought what you were complaining about was the 
fact. in other projects there was no money put up. 

The ine \IRMAN. I am not complaining. I am trying to be factual. 

Mr. Narn. Here there was $900,000 put in, as risk. 

The Caiman. It was put in for all practical purposes in the form 
of a loan to be paid back. It was paid back. 

Mr. Naru. If the earnings of the property had not been there, or if 
the tenants had not rented up the building, not a dime would have been 
paid back. 

The Cratrman. I appreciate that. It was not capital to remain 
in the corporation. 

Mr. Kramer. It was capital. 

The Cratmrman. Not to remain in the corporation to support the 
mortgage, was it? 

Mr. Kramer. It was capital to remain in until it could be retired 
out of earnings. 

The CHarrman. Yes, and it has all been retired. It was retired in 
2 years’ time, all except the $131,000. 

Mr. Kramer. It is in almost 5 years, Mr. Chairman. 

The Cuamman. When was the project finished ? 

Mr. Kramer. The stock was subscribed, and the money put up in 
early 1950. 

The Cuamman. When was the project finished, and when did the 
first occupant move in? 

Mr. Kramer. 1951. 

The Cuarrman. I have your December 31, 1953, statement, which is 
2 years later, in which the paid-in surplus is down to $123,000. 

Mr. Narn. Yes, but the money was put in 3 years earlier, and risked, 
and it all depended on the question of what the earnings of this prop- 
erty would be, what the expenses would be. 
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Mr. Srwon. One other fact, Mr. Kramer: I understand that your 
real estate firm has a 10-year contract to manage the property. 

Mr. Kramer. That is probably correct. I don’t remember the exact 
language. 

Mr. Struon. The contract _— ides you are to get 5 percent of the 
gross collections after $900,000 has been paid to ‘the stockholders. 

Mr. Kramer. That is correct. 

Mr. Simon. And until $900,000 is paid to the stockholders you get 
214, percent. 

Mr. Kramer. That is correct, sir. 

Mr. Suwon. I take it that was contemplating the return to the stock- 
holders as soon as it was possible of the money they put in? 

Mr. Kramer. Yes, sir. 

Mr. Srron. What is the annual j income from the property now ? 

Mr. Kramer. Gross annual income is somewhat in excess of a mil- 
lion dollars. 

The Cuairman. You get 214 percent of the million? 

Mr. Kramer. That is correct. 

The Cuarmman. After the $900,000 is returned to the original stock- 
holders you will get 5 percent for 10 years? 

Mr. Kramer. Yes, sir; which is less than the real estate board rate. 

The Crarrman. You testified that the cost of the biulding was 
approximately $7,200,000. 

Mr. Kramer. That is correct. 

The Cuamman. And that the FHA’s appraisal for rent purposes 
was $8,600,000 ? 

Mr. Kramer. It was their estimate of the cost of the building. 

The Cuarrman. On which they based the rents ? 

Mr. Kramer. They based their rent on that, I presume. 

Mr. Stmon. $8,683,466. 

Mr. Kramer. That is correct. 

The CHarrman. Will you step aside, please, Mr. Kramer, for just 
a few minutes. We may want to call you a little later, unless there 
are more questions. 

Mr. Kramer. May I have the privilege of making that statement? 

The Crrarman. Yes. Go ahead. 

Mr. Kramer. I have been in the real estate and mortgage business 
in this city for 32 years. I have played what I believe is a fairly im- 
portant role—I might add, I have copies of this for the press— an im- 
portant role in the planning and development in this community. Or- 

ganizations which I have led have been responsible for much of the 
housing legislation in the State of Illinois, and some of the ordi- 
nances in the city of Chicago. My associates and I have sponsored 
three housing projects under section 608 of the National Housing Act. 
One of those - projects at 56th and Dorchester was developed at the re- 
quest of the University of Chicago to provide housing for their faculty. 
The building of 132 units was completed and we have continuously 
given a priority of occupancy to the faculty of the University of Chi- 
sago, subject only to veterans’ preference. 

Officers of the Parent Teachers Association of Highland Park, a 
suburb of Chicago, and members of the staff of the High: ind Park 
Hospital, requested me to find some way of alleviating the housing 
shortage for hospital employees, as well as teachers in Highland 
Park school systems, both primary and secondary. As a result of 
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that, we built a project in Highland Park with a mortgage insured 
under section 608 of the National Housing Act, and in this building 
we still give priority of occupancy to those people for whom it was 
intended, subject to veterans’ pre ‘ference. In both of these cases sub- 
stantial cash investments were made in excess of the funds provided 
by the mortgages. 

In 1949 I had learned that an eastern real-estate group who had 
acquired the Potter Palmer Mansion were desirous of selling or 
leasing it. I made a trip to New York and obtained a 6-month option 
on the property at $750,000. The option was to give me time to have 
plans prepared for 2 large buildings containing 740 apartments, to 
estimate the cost, to obtain commitments for FHA mortgage Mmsur- 
ance, and to determine the amount of cash investment which would 
be required from the investors. As soon as the plans were ready 
we made an application to the FHA for 2 section 608 mortgages. 
In the applications we based our estimate of construction on infor. 
mation furnished us by our architects. This amounted to $7,202.78 
We requested a rental of $40 per room per month. At the time lien 
the applications were filed, we had already obtained subscriptions for 
$900,000 of needed equity money 

When we made the loan application at 56th and Dorchester, we 
experienced serious difficulty with the FITA because they refused to 
recognize our estimate of cost and insisted on a much higher esti- 
mate. Asa result. the FILA requested that we furnish equity capital 
several hundred thousand dollars in excess of what we deemed nec- 
essary. It seemed that this request would kill the project. How- 
ever, I induced the life-insurance company which had issued the mort- 
gage commitment for that building to agree to pay out the proceeds 
during construction without FITA insurance, upon the agreement that 
the insurance would be given on completion of the building, and this 
is the procedure that was followed at 56th and Dorchester. I was, 
therefore, very much concerned lest we have the same difficulty on 
the Lake Shore Drive project, since there the mortgages were so great 
that IT was doubtful that any life-insurance company would pay out 
the proceeds without FHA insurance. Accordingly, on Devember 13, 
1949. I wrote a letter to Mr. Edward J. Kelly, the district director of 
the FILA, a copy of which T should like to leave with you, and T would 
” e permission to read that letter at this time. This is dated December 

5, 1949: 


When I first talked to you about the Potter Palmer deal, I mentioned the fact 
that on the section 608 which we made at 56th and Dorchester, the amount of our 
bids were so far under the amount of your estimate of the cost of construction 
that you requested a sum of several hundred thousand dollars to be deposited 
with you to insure completion of the building. This we felt we should not do, 
and, therefore, we will not ask for insurance until the building is completed 
which will be very soon. 

I informed you then that if the same relationship held true between our 
cost of construction and your estimate of costs on the Potter Palmer job, 
we would be in a very serious predicament, because the size of that job prob- 
ably would not warrant our paying it out without having the payouts insured. 
IT then asked if you would be willing to accept a 100-percent comnletion hond 
through bonding companies acceptable to you, and, of course, also assuming 
a competent contractor, and whether you would then be willing to insure the 
payouts regardless of whatever differences there may be between the construc- 
tion contracts and vour estimate of costs. You stated that you would endeayor 
to work this ont for us, and I am, therefore, asking at this time that this 
matter be cleared because our deadline on the option on the land is January 28, 
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and it is very important that all loose ends be gathered up quickly so that our 
loan can be closed prior to that date should the bids be of an amount which will 
warrant going ahead with the job. 

It is extremely important to us that this matter be resolved as quickly as 
possible. 

Mr. Stwon. Mr. Kramer, as I understand it, you didn’t like this 
high valuation 4 

Mr. Kramer. That is correct. 

Mr. Simon. But had the valuation been a million and a half lower, 
as you suggested, the rents would have been $100,000 a year lower, 
wouldn’t they ? 

Mr. Kramer. If you will allow me to finish the statement, I cover 
that in my statement. 

Mr. Simon. Isn’t that true? 

Mr. Kramer. It isn’t true, because of the fact that the project 
wouldn't have been built. 

Mr. Srmon. That is the point I was going to get to next. 

Mr. Kramer. I cover that in this. 

The Cuatrman. Isn’t it a fact that you told the FHA office here 
that you would not build the project unless you could get $40 a room 
rent? Isn't that a fact? 

Mr. Kramer. It may well be; yes, sir. 

The Cuamman. And they, knowing that you wouldn't build it 
unless you could get $40 a room rent, knew that under the 1 ‘egulations 
the only way they could give you $40 a month rent was to put a val- 
uation of $8,600,000 on the project 2 

Mr. Kramer. That I don’t know, sir. 

The Cuarrman. You don’t know that? 

Mr. Kramer. No, sir; I do not. 

The CrairmMan. Isn’t that what happened ? 

Mr. Kramer. Evidently that is what happened. There is nothing 
sacrosanct in my opinion about 614 percent. They allow you 71, per- 
cent on section 207 projects. 

Mr. Stwon. Do you know any section 608 projects in the United 
States that allowed more than 614 percent ? 

Mr. Kramer. Ido not. Iam not any authority on the subje ct. 

The Cratrman. My interest is you, the builder, told FHA in Chi- 
cago the cost would be $7,200,000." That is all you asked for. When 
the building was completed you were within $58,000 of the cost. 

Mr. Kramer. That is right. 

The Cuamman. You also told them you wouldn’t build the build- 
ing unless you could get $40 per room rent. 

Mr. Kramer. That is right. 

The Cuatrman. They, under the regulations, they were working 
on out of Washington could not. give you $40 a month rent unless 
they valued it as $8,600,000, which was $1,650,000 more than it actu- 
ally cost you, approximately. As a result of that valuation on their 
for mula of 614 percent you are now able to get about $100,000 a year 
more in rents than you would have gotten had it been 614 percent 

on $7,200,000. 

Mr. Kramer. But the project wouldn’t have been built in that case, 
Senator. 

The Cuarrman. That is the thing that interests us very, very much. 

Mr. Kramer. I am sure it does. 
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The Cuairman. Is why the FHA office here and officials would 
permit that sort of thing to go on and violate the regulation. That is 
What we have been trying to find out. 

Mr. Simon. There isn’t any doubt, is there, Mr. Kramer, but what 
under the regulations without their making a special exception of your 
case, under the regulations, they couldn't have given you the $40 per 
month per room rental ? 

Mr. Narn. I have never seen such a regulation, have you? 

Mr. Srwon. I would be glad to show it to you. 

Excuse me. 

The Cuarrman. That is one thing we are very happy to show you. 

Mr. Natu. Would you like to have Mr. Kramer proceed ? 

The Cyaan. Finish your statement. 

Mr. Kramer. When the projects analysis came out, we found that 
the FHA had estimated the cost of the buildings at $8,683,466. When 
I found this out I immediately called Mr. Kelly to tell him that I felt 
that his appraisers had overestimated the cost and, furthermore, that 
if they insisted on adhering to this figure that there was grave doubt 
as to whether we could go ahead with the project. Mr. Kelly was 
adamant, because his feeling was that on a project of this size they 
would not be safe in using our figures, and that he had to be absolutely 
sure that the building would be completed free and clear of liens and 
that this was their safe estimate of the cost. In deference to the FHA 
figures, I think that I might at this stage make public some of the 
other bids which we received on this project. 

One of the bids received was from the George A. Fuller Co., one of 
the largest constriction companies in this country. This bid would 
have brought the total cost to $7.990.496, which is within about 
$700,000 of the FHA estimate. Another contractor submitting a bid 
was Carl Erickson. His bid would have brought the cost to $8,135,496. 
Another bid was from Lloyd Builders, and their bid would have 
brought the cost to $8,461,329, which is within approximately $200,000 
of the FHA estimate. 

The FHA estimate did the project no good, and, on the contrary, 
created serious problems for us. The FHA estimate did not change 
the amount of the mortgages, which were limited to $8,100 per unit. 
The estimate nearly succeeded in wrecking the project, as 1t would 
have been impossible to raise that much additional equity capital. 
I had ereat trouble, as it was, in raising as much as $900,000. I 
was then forced to go to the insurance company which had given 
the mortgage commitments, and the insurance company had sufficient 
confidence in us to agree to follow the same procedure as at 56th 
and Dorchester, and to pay out the entire $6,354,100 without any 
FHA insurance, upon the agreement that FHA insurance would be 
issued upon completion. This is what happened and the loan pro- 
ceeds were paid out before the FHA took any responsibility or risk. 
Only when the buildings were completed and the FHA was satisfied 
that they were in accordance with the plans and specifications and 
free of liens, did the FHA issue its insurance. 

There has been considerable talk about the FHA estimate resulting 
in higher rentals at the project. There is no basis for this state- 
ment. We requested a rental rate of $40 per room per month. 
This rate was at least 25 percent under the going rate for apart- 
ments of this type in this location, and today is much closer to 
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40 percent under the market. More important, however, we were 
unwilling to proceed with the project without a rental rate of $40 
per room per month. Thus there is no basis for any statement that 
the tenants are paying more than they would have paid if the FHA 
estimate were lower. The truth is that if the FHA had not approved 
the requested rental rate the project would not have been built and 
the present 740 families now occupying this beautiful project would 
have had to find housing elsewhere, if it were available. I want 
to emphasie that not only did I never do anything to ask the FHA 
to increase its estimate of cost, but, on the contrary, I tried to persuade 
the FHA to accept our estimates. 

Mue h has been made of the fact that the FHA base their rentals 
on 61% percent of their estimated cost of construction. I should 
like to point out that there is absolutely nothing in the statute that 
ties rentals to any such formula. In all probability that was their 
usual procedure, but it was not a necessary one, and, up to the time 
that we built this building, and the one at 56th and Dorchester, 
it had produced virtually no rental housing in Chicago. I think 
it can fairly be said that the building at 56th and Dorchester and 
Michigan Shore broke the bottleneck on rental- apartment construc- 
tion under FHA in Chicago. It was after these projects were well 
underway that a very large number of other projects followed. 

Thank you very much for allowing me this courtesy. 

Mr. Suton. I don’t think some of what you said, Mr. 
adds up. The statute doesn’t say anything about rent. 

Mr. Kramer. That is correct. 

Mr. Sruon. The statute does give the Commissioner the authority 
to make regulations. 

Mr. Kramer. Of course it does. It 
change them. 

Mr. Srvon. One of the regulations he issued on October 
to all field offices, the first two paragraphs read as follows: 


Kramer, 


gives him the authority to 


13, 1947, 


With the enactment of the Housing and Rent Act of 1947, it is no longer re- 
guired that rents be established for new construction, within a fixed rental ceil- 
ing such as the $80 average shelter rent limitation, and the $8 per room limita- 
tion on charges for services as existed prior to July 1, 1947. Even though these 
particular limitations on new construction have been removed, there shall con- 
tinue to be a determination of maximum rents for each project, and such maxi- 
mum rents shall not exceed effective State or local rent controls, if any, and 
shall not in any event exceed an amount necessary to show a return of 6% per- 
cent on the estimated replacement cost of the project, including land, and 
although there may be evidence that the market would pay during the 12 months 
immediately following the completion of the project, in excess of those estab- 
lished. 


Now, if there is no doubt in your mind but what there was such a 
regulation 

Mr. Kramer. Yes. 

Mr. Stmon. Granted it could have been amended. 

Mr. Kramer. No. 

Mr. Stmon. The Congress could have repealed the statute. 

Mr. Kramer. This wasn’t in the statute. 

Mr. Stmon. The Congress could have amended it to provide for your 
ase. 

Mr. Kramer. Congress didn’t amend the rule. 


did. 





The commissioner 
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The CHatrman. We have been investigating this matter since 
April, and at no time have we ever found any instance in which 
the rents have been based on a figure other than 614 percent. It is 
standard all over the United States, and if you got more than 614 per- 
cent then you are getting something that no other builder of a section 
608 received, and Mr. Kelly, the head of the office here, knew that he 
could not meet your demands of $40 a unit unless he and his appraisers 
arrived at an $8,600,000 appraisal, because on that basis, at 614 per- 
cent, he could establish the rents at $40. 

That is what happened. 

Mr. Kramer. The facts are perfectly clear. I didn’t urge him. I 
urged him to cut it and if he hadn't allowed it I wouldn’t have built 
the building. 

The CuHarrmMan. That is the point exactly. I presume Mr. Kelly, 
evidently he said “Well, we can’t legally do this under the regulations 
unless we arrive at this $8,600,000,” 

Mr. Kramer. That is possible, but he is not the only one that esti- 
mated. 

The CHarrmMan. And as a result of that the rents that you are 
charging out there are about $100,000 a year more than they would 
have on a formula of 614 percent on $7,200,000, and over a period of 
50 years, that runs over $3 million. 

Mr. McCuniocn. Senator, may I now ask a few questions? 

The Cuatrman. I willask this and then turn the witness over to you. 

Mr. Kramer, inasmuch as I am going to call Mr. Moreland a little 
later today about a matter, I ask, did you sign that letter on the letter- 
head of the Citizens for Douglas Committee, and mail it out to the 
builders in Chicago? 

Mr. Kramer. I signed a similar letter to this. This particular one 
does not happen to bear my signature, but I am sure that I have no 
objection 

The Cuairmwan. Did you authorize it? 

Mr. Kramer. I authorized them to send out the letter. 

The CHarrmMan. No question about that authorization ¢ 

Mr. Kramer. No question about the authorization. 

The Cuamrman. Did that go to all builders in Chicago? 

Mr. Kramer. I don’t know how many. 

The Cuarrman. The only reason I ask you is because I am going to 
call Mr. Moreland, because he wrote a notation on this and sent it in. 

Mr. Kramer. Yes, sir. 

The Cuarrman. The notation of Mr. Moreland down there, wrote 
on that—is that true? 

Mr. Kramer. Part of it is true. 

The Cuarrman. What part is not? 

Mr. Kramer. The same thing you have been asking me about before. 
It is true they estimated the construction at more than the actual cost, 
but he says that the tenants, therefore, are paying $100,000 in excess 
of what they should pay. That is the same argument we had before, 
sir. 

Mr. Sraon. I take it what you are saying is you don’t dispute it is 
$100,000 more than the formula? 

Mr. Kramer. That is correct. 

Mr. Simon. You say they aren’t paying it because there wouldn’t 
have been a building? 
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Mr. Kramer. That is correct. 

Mr. Narn. Mr. Simon, do you consider this a regulation ¢ 

Mr. Srwon. I certainly do. 

Mr. Naru. This is no regulation. This is an administrative letter 
to the directors of field oflices. We are supposed to have all FHA 
regulations. We hunted for days and couldn't find a regulation, This 
is not a regulation 

The Cuairman. Mr. Nath, Mr. Cole, the head man of the HHFA, 
testified yesterday that that was the rule and regulation on section 
608’s, of 614 percent on the amount of the mortgage. I said a mo- 
ment ago, we haven’t found a single instance in the United States any- 
place—we have been investigating this matter since April—there is 
no question but what it was the regulation. 

Mr. Naru. Their rule, I don’t doubt it was their rule. 

The CHatrMan. One other question, Mr. Kramer. 

Did you or any of your agents or employees pay any fees to anyone 
in the FHA here or elsewhere ? 

Mr. Kramer. We certainly did not—well, fees, we paid a fee when 
we filed the application. 

The CratrmMan. I mean gratuities. 

Mr. Kramer. Absolutely not. 

The Cuarrman. Did you pay Mr. Sorgatz any money ? 

Mr. Kramer. Absolutely not. 

The Cuarrman. Did any of your employees pay him any money ? 

Mr. Kramer. Absolutely no. 

The Cuatrman. Stockholders? 

Mr. Kramer. No, sir. 

The Cuarrman. Mr. McCulloch, do you have some questions ¢ 

Mr. McCunrocn. Yes, I do, thank you. Mr. Kramer, Senator 
Capehart has indicated to you his opinion that “evidently” Mr. Kelly, 
on behalf of FHA, must have fixed the higher estimate of cost im 
order to permit the building to go ahead and operate at the rent levels 
requested by you. Is Mr. Kelly still alive? 

Mr. Kramer. He is not. 

Mr. McCutrocu. Had you any evidence from anything you know 
that that was the basis for the FHA’s fixing of the higher estimate 
of cost? 

Mr. Kramer. Absolutely not. 

Mr. McCuttocw. The Senator will, [ believe, confirm what I say, 
that in adducing testimony from other witnesses of FHA in execn- 
tive session last evening, none of them says this was the basis on 
which the higher FHA cost estimate was fixed. 

Assuming they make the same statements to the committee today, 
I don’t know to what person involved in this transaction it was evident 
that the higher cost estimate was fixed for this purpose. Mr. Kelly 
not being alive, and those who are alive having denied it, do you know 
any basis for the claim that FHA followed other than its regular 
procedures in fixing the estimate of cost in this instance? 

Mr. Kramer. No, sir. In both this and the 56th Street case, on all 
our conversations with him it was purely and simply they wanted to 
be sure there was enough money on hand to complete that building at 
what they thought it was going to cost. They didn’t want to have 
a skeleton on their hands. 
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Mr. McCuttocn. In respect to the directive letter to which Mr. 
Simon has referred, have you or your counsel found any evidence that 
that. was published or promulgated i in accordance with whatever may 
be the statutory requirement for giving a binding legal force, a force 
of law, to something that he has called a regulation ? 

Mr. Naru. I have searched diligently and never found such a regu- 
lation. 

Mr. McCurxocn. The fact of the issuance of the letter to the field 
staff would be something less than making a formal regulation. I 
assume, Mr. Chairman, its complete heading may be put into the 
record ? 

The Cramman. Without objection, we will place it in the record. 

(The information referred to follows :) 


Rental Housing Processing Guide, part II, section 2 


FEDFRAL Housina ADMINISTRATION, 
Washington, D. O., October 138, 1947 


Section 608, Rental Housing, 145 
To: Directors of all field offices. 
Subject: Establishment of maximum rents under section 6OS and control of 
rents on projects in operation. 

With the enactment of the Housing and Rent Act of 1947 it is no longer re- 
quired that rents be established for new construction within a fixed rental 
ceiling such as the S80 average shelter rent limitation and the $3 per room 
limitation on charges for services as existed prior to July 1, 1947. 

Even though these particular limitations on new construction have been 
removed there shall continue to be a determination of maximum rents for each 
project and such maximum rents shall not exceed effective State or local rent 
controls, if any, and shall not in any event exceed an amount necessary to show 
a return of 6% percent on the estimated replacement cost of the project, in- 
cluding land, although there may be evidence that the market would pay during 
the 12 months immediately following completion of the project rents in excess 
of those established. 

Upon completion of a project where the mortgage exceeds $200,000, the average 
rent per room established at processing shall become the maximum rent upon 
which is hased the Federal Housing Administration approved schedule for rent- 
ing the dwelling units in the project. Likewise, the rent determined for store 
accommodations shall be the maximum rent upon which is based the Federal 
Housing Administration approved schedule for renting the stores in the project. 

Upon completion of a project where the mortgage does not exceed $200,000, 
the average rent per room established at processing does not become a maximum 
rent since rents to be charged on these projects are not controlled by the 
Federal Housing Administration. 

The average rent per room established at processing on projects baving 
mortgages in excess of $200,000 shall not be changed prior to establishing the 
schedule for first renting of the project unless during construction of the 
project increased costs have been encountered. Where such increases costs 
have been encountered the field office shall, upon satisfactory justification, give 
consideration to such costs and make the necessary adjustment in the allow- 
able maximum rent for the project to include a return of 6% percent on the 
increased construction costs. 

Where projects are in operation and a control of rents exists only through 
the Federal Housing Administration, the rents being charged shall remain as the 
approved schedule of rents unless the mortgagor demonstrates that due to in- 
creased costs of operation, taxes, and other charges necessary for the satisfac- 
tory operation of the project, there is insufficient net income to warrant a return 





of 61% 
proval 
viewec 
sioner, 
comme 
On ; 
erans 
under 
Febru: 
On 
family 
unit w 
July 1 
to Jul 
Alsc 
prior | 
contra 
within 
act al 
Feder: 
Whe 
excee( 
Admil 
All ] 
and R 
prior | 
All | 
under 
projec 
such t 
Rent / 
It is 
ment « 
of ren 
1947 s 
A le 
Estim 
contai 
establ 


Th 
that j 
Mr 
Mr 
there 
form 
Mr 
there 
Mr 
Mr 
was f 
Wet 
Th 
of yo 
they 





h Mr. 
‘e that 
r may 
. force 


, regu- 


e field 
on. I 
to the 


‘ecord. 


1947. 
ng, 145 


itrol of 


iger re- 
rental 
r room 


re been 
or each 
‘al rent 
fo show 
lect, in- 
during 
excess 


average 
it upon 
or rent- 
rv store 
Federal 
oject. 

200,000, 
iximum 
by the 


having 
ing the 
of the 
Ss costs 
yn, give 
- allow- 
on the 


through 
1 as the 
ep to in- 
atisfae- 
return 


FHA INVESTIGATION 2221 


of 61% percent as referred to herein. Upon requests from mortgagors for ap- 
proval of increases in rents during project operation, such requests will be re- 
viewed by the field office and transmitted for approval to the Assistant Commis- 
sioner, Rental Housing and Property Management, with supporting data and the 
comments and recommendations of the Director. 

On all projects upon which priority assistance was obtained under the Vet- 
erans Emergency Housing Act of May 22, 1946, the rents are now controlled 
under the Housing and Rent Act provided the projects were completed prior to 
February 1, 1947. 

On projects completed after February 1, 1947, rents are controlled on those 
family units in the projects where before July 1, 1947, a contract to rent the 
unit was made, even though occupancy of the unit did not take place until after 
July 1, 1947. On such projects, family units not leased or contracted for prior 
to July 1 are not controlled under the Housing and Rent Act. 

Also, under the Housing and Rent Act, on contracts to rent family units made 
prior to July 1, 1947, control expires after that date upon the termination of the 
contracts. Consequently, under the Housing and Rent Act the dwelling units 
within a project may be partially under control within the limitations of this 
act and, where the mortgage exceeds $200,000, under partial control by the 
Federal Housing Administration. 

Where rents are decontrolled under the Housing and Rent Act and the mortgage 
exceeds $200,000, any increase in rents shall be made only upon approval by this 
Administration. 

All projects completed after July 1, 1947, are free of control under the Housing 
and Rent Act where the family units have not been leased or contracted for 
prior to July 1, 1947. 

All section 207 projects and section 608, series 6, war housing projects remain 
under control under the Housing and Rent Act of 1947 and in those particular 
projects the Federal Housing Administration’s control will become effective at 
such time as the defense-rental areas or portions thereof as referred to in the 
Rent Act are decontrolled. 

It is believed that the above will answer the questions concerning the establish- 
ment of maximum average rents and the Federal Housing Administration control 
of rents. Questions pertaining to rent control under the Housing and Rent Act of 
1947 should, of course, be referred to the local area rent offices. 

A letter to all chief underwriters entitled “Rental Limitations and Rental 
Estimations (Sec. 608)” will be forthcoming in the immediate future and will 
contain reference to methods of rental estimation, including the procedure for 
establishing a net return of 61% percent on the total investment. 

Very truly yours, 
CrypE LL. POWELL, 
Assistant Commissioner. 


The CuarrmMan. I am amazed that anybody would question the fact 
that is the formula. 

Mr. Narn. I am not questioning the formula. 

Mr. Stmon. There wasn’t any doubt in your mind about it, was 
there, Mr. Kramer, that 614 percent of the estimated cost was the 
formula for computing rents 

Mr. Kramer. It was being used at the time. It didn’t seem to me 
there was a reason they had to stick to it. 

Mr. Stmon. Congress could change it. 

Mr. Kramer. Congress didn’t have to change it. All you needed 
was the commissioner’s change. We don’t think it was a regulation. 
We think it was an administrative letter. 

The Crarman. In this instance the 614 percent on the actual cost 
of your project would have reduced the rents by $100,000. You say 
they had the right to do that if they wanted to. Who gave them the 
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right to change this regulation of 614 percent? Did somebody in 
W Tashington give them the right to change it? 

Mr. Kramer. I don’t understand your question. 

Mr. Simon. The only one who could have changed the regulation 
is the commissioner or his duly authorized agent. 

Mr. Kramer. Or the administrative order. 

Mr. Stwon. Here is a very interesting subject. Here is a builder, 
yourself, who says something will cost $7,200,000. Here is the FHA 
oflice saying you don’t know what you are talking about, it is going 
to cost & 600,000, It actually cost within $58,000 of what you said 
itcost. Yousaid, “I will not build it unless I can get a $40-per-month- 
per-room rent.” They knew under the regulation providing for 614 
percent, which is standard all over the United States, the only way 
they could give you $40 a month was to give you an estimated appraisal 
of 8,600,000. 

That is a very interesting subject for this committee. We are 
vitally interested in it. We are trying to find out how that sort of 
thing could happen. 

Mr. Kramer. | have told you all I know about it, sir. 

The Cnairman. There isn’t any question but what this building is 
up on north Michigan. It is a high-rent location. What is the ad- 
dress on Michigan? 

Mr. Kramer. 1350 to 1360, Lake Shore Drive. 

The CrarMman. There is no question about it, and no question in 
my mind, also, it was never intended on the part of Congress that 
section 608 would build that kind of building in that kind of location. 
I am not criticizing you for doing it. The rents go up how high? 

Mr. Kramer. They are $40 per room. They range from S85 up as 
nigh as $275. 

The Carman. IT don’t think it was ever intended that the Federal 
Government would guarantee mortgages on rents that went up as high 
as $275. That is not your fault. T want to say that is not your fault. 
I am not saying that. This is an interesting thing, because here is a 
situation where you wanted a lower amount. They set a higher 
amount. You said, “I won’t build it unless I get $40.” 

Mr. Kramer. What I didn’t know at the time of your executive 
session was I had that letter in my file in which I actually had written 
proof of my position. 

The Cuairnman. There is no question about that. 

Without objection, we will place into the record your application 
for the mortgage in which you said it would be approximately 
$7,200,000. 
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FHA INVESTIGATION 2223 
yody in (The information referred to follows :) 


ee FEDERAL HOUSING ADMINISTRATION aS 





lati 
pulation APPLICATION FOR MORTGAGE INSURANCE 
; Under Section 608 of the National Housing Act 


: (Te be Submitted in Duplicate) 
builder, Dete January 18,1950 _ 


e FHA MORTGAGEE’S APPLICATION 
S going 











: L 

ou Sal d To rae Fepenat Hovsino Commissioner: 
tl Pursuant to the Provisions of Section 608 of the National pean A ct, and Administrative Rules and Regulations applicable theretd, appli- 
‘mon a= cation is hercby made for the insurance of the mortgage described in ortgagor’s Application below. After examination of the application and 
f E 6 J the proposed security, the undersigned Proposed Mortgagee considers the project to desirable and is interested in making the Building and 
or 0 Permanent Loan in the principal amount of $.34185,000,.00%... which will bear interest at 4e...% per annum, payable as to Building Loan 
11 VV ray monthly and only on disbursements, until Kighteen........ months after date of mortgage, and thereafter payable as to Permanent Loan 
« . . os initial curtailment of 
6 ; 1 it te, 
ypraisal S2A._.;, equal monthly intatlmente of § 44a 92.790 covering principal and interest, — PU" Centum (Ite)... Dechining ane 


nuity payments, 24 per centum (24%) 





We are . one > ; 


This application by the unde raigned Fronted Mortgagee is subject to your commitment, its own final action, and payment of its charges as 
sort of set forth under “Financing Expense’ * at the rate of 8/10 % in the amount of $ 25,000. 00 
; Herewith is check for $ Sy FPP. which is in payment of the fee required by Section II of Administrative Rules, now effective, to be paid 


at the time of submitting application 
DRAPER AND KRAMER, INCORPORATED 


Two types of FHA commitment are available, (a) Commitm 









surance, under which FHA insures advances of mortgage procecds] diy ter (Proposed Mortgages) 
: ° course of construction, and (b) Conimitiment to Insure Upon Compt 2 
ld ing 1s which FHA insures total mortgage proceeds at the time of compl aa 
= project. Check below the type of commitment desired. (Name and title of officer) 
> - (a) Commitment for lnsurance 
t he ad (b) Commitment to Insure Upon Completion, 33 t Washington , 2 Chicago. 2. 
(Address of mortgages) Illinois 
MORTGAG 
i. 
“ . To tHe Feperat Hovaixa Commissioner 

st 1i0n In The undersigned hereby applies for the insurance of a first mortgage in the principal amount of $._.... ..... under the provisions of Section 

‘ 608 of the National Housing Act and agrees to pay the examination fee as prescribed by the Administrative Rules now effective. The schedules 

aes } . estimates, mape, drawings, end other exiibits listed under “Explanatory Notes” below, properly identified and made part hereof, describe the 

ess : 1at property which will secure the proposed mortgage. 

. } Sronsona 

ocation. 1. Name of proposed mort gagor Michigan Shore Building Company _ 0 SE ss Nitto 50. s 

rh 9 (a) Natmes and addresses of sponsors . i ROI nc 

- : 

35 up as isons 

_ (b) Name and address to which correspondence should be addressed Dreper and Kramer, Incorporated, 
Federal a 33 West. Washington Street, Chicago, Illinois. 





2. Nades and addresses of — 
) Architect ...Loebdl, Schlossngn & Bennett, 333 N. Michigan Avene, Chicago, Illinois. 
® Attorney _Mr, Bernard Nath, 77 Weat Washington, Street, Chicago, TiLinode 


as high 
ir fault. 


weer aE SEREDTEET NNR 




















. 
1ere 18 a EXPLANATORY NOTES—NEW CONSTRUCTION 
h 1 ol ier (For rehabilitation projects, sce explanatory notes at top of page 2) 
= m. 
” 1. General laformaiion.— T: vlow ing notes shoul he «tuted in completing this applica. ! (2) Bulfeieot tetall for Une preparation of an accurate cost estimate 
. " thon form aad preparing the s etingerhituis, Theeraminstion of the projuaed projert «il Information coscerning (he number and character of required exhibits and applicable re 
rae y he expedited by early and fuli cotsptiance with the requirements set forth. Discustoo with | gctrements is availatle at all FILA Insuring Offices. 
xXeC ut ] V e the local FILA tnsuring office prior to making out th ication is recommended. The . 
w rl t t > Fequire nents of the following Qotes shall he otmerved carefully io cor: pleting this epp!.cetioa, 2 Supplementary arbedules (pages 2 aod 4). Sebedules A, B,C, D, aod E must be oom- 
] ( n sod io preparing the exhihits deser:ted. pleted for al! applications, in detail and eccurataly. 


2 Required exhibits. (s) Site information as follows shall be submitted tp dup!icate. 4 Se ai of and ‘ . t 3: (@) “Construction.” 10 
(1) Legal deneripden by which (be site of the propeand project can he (feoti fed. the estimated cost (ie, bare Sel! cont, of sum of al) trades or subcontracts) tnclude the general 
(2) Ownership. A statermen! as to the ownership of the propased prcject site must accom contractor's pul:Le lishtty, Sorkmen's compensation and othe: insurance, aod job over bead. 





peny this spplication. Li the land Is to be eequired by the sponsoring group, copies of (b>) “Interest.” Amount estimated to cover interest on disbursements from mortgage 
] t # valid option shal! be sutsnitted uring coxstructicn oaly 
ve 

) 1¢ a 10n @ iba grace pet athe olenagehdec Ave Ieginecinf nce (e) “Taxes.” On land, or land and buildings, during constructio3 only 

. surrounding neigh borhor here should he suffictent descriptive ratte: typed cpon o * 
, . (d) “Insurance.” An amount sufficient only to cover premtam for Gre and extended sover- 
mat »] V sach photographs to make it evident from what poini and in what direction they were ‘ ‘ 

€ a taken. age, end other basard insurance during construction only 


(©) Cigy emg shall be marked to indicate proposed site, schools, churches, shopping and (o) “Tithe and recording expense.” loctude the-ectual cost of Lithe search aad tithe Insurance, 
Dusiness districts, industrial, com:pecrial. and recreational centers, together with main | S/TeF% Mortgage tases of ail Rinds, and recording ters. 
trac arteries and available means of treus!i to and from proposed site to such centers. (f “Organisation expense.” Inctude only reasonable expenses not otherwtse Gassified, and 
(3) Zoning map and copy of toning ordinance, if extsticg, must be furnished. In the | Properly !ocurred duving the organization of the project. 


shernce of zoning mare the toneerapbical survey must indicate the character ¥ roning ° Behetuls 
he ? “Iteome.” Com & 
Testrictions on the proposed site and immediate neighborhood wiih respeet ., 6. Enthmated anoenl opersiing otatement (page 3) (8) piste 


« coverage, snd use permitted. The sponsor cust submit definite assuracce thet the 62 page 4. This must be sulfictently detailed to show the apartment cocapasities and the 
Proposed project will not be contrary to existing roving regulations of restrictions. expected rents by apart rent (ypes. 6 
() Form FH-2is (Department of Labor Form) Request for determination of q (>) “Vacancies.” The assumed vacancy should depend om local conditions, but ordinarily 
woges ” nation of prevailing | ould not be taken at lew then 7% 
(e) Personal nancia! statement of sach sponsor FAA Form 217. (c) “Operating expenses" These should be estimated om the bests of local experience and 
(4) Architertaral exbibite—This application mast be accompanied by « tepographiea | TUst Include an allowance tor secenoree ibd 2 gee a cae ngiiy Gas 
survey of the site, preliminary drawicrs and ovtline epectficetions prepared on FINA Porm | ‘he Mructires (Derselves, Complete Schedule D on page 
No. Misw. These shall be prepared in Guplicate acd shal! provide mu‘fciect Information tc | (4) "Tasas." Probable taxes 00 the completed property should be estimated i= conformity 
show the following with loca) rater and assesment praction, or by comparison with similar propertios eo & per 
(1) A compretpasive delineation of the project dexign, planning. materials, and construction, | "2 % other basis. Dold cet bods should cheok. and e stesemmnt showtag Unis chest shewtd 
( Comptiance with al! applicable FILA requirements and governing laws, ordinances, a 


ed deed restrictions, & Roms count — See alloweble rooms const—page 4 


Nots.—Data shown io italles refers to reabjlitation projects and shall not apply to new construction projects 


a 








2224 FHA INVESTIGATION 


® 
PROPOSED SET-UP 


Project name Michigan Shore Building Oospam Number of family units . 370..... Number of rooms .1222... 
Location Barks Street & Lake Shore Drive 5 Avernye monthly rent: Per family unit, $ 19ZeOPper rowin, § 40400 


Typo of buildings Milti-story, fire-proof elevator apertoent building 







(Apartment, detached, semidetached af reg hewes, Number of ttaries, type of construction, walllup or elevetor eles 
RESOURCES ESTIMATED ANNUAL OPERATING STATEMENT 

Land..Leasehold INCOMES (Soe note No. 6, explanatory nates 

Cash. (erciusive of working onpital) 408 , 308200 | Dwelling rent (rm scteaute t) — $386,080,90 per annum, 
Other equity Sone | Garnge rent trom schedute t A 45,000,00 per annum. 
Total equity ....... ena $ 408 530B.00 9 Store rent (trom seivtute F : - per annum. 
Mortgage-loan proceeds _.. 2 3,.203,000,00 Other income Grn sebedule #) _ per annum. 
Tora RESOURCES (exctisive of working capital 3 os 


TOTAL ESTIMATED GROSS INCOME PEK 


ANNUM : s , $ 631,080,00 






Cash working capital $ 





Nore —-WOKKING CAPITAL shall be not leas than 119) of te mona of the pene . a Bs 

mmorigugs Is not part of Une morgage mourty.” Ht sal be depostied with the moriengre ore 4 assumed: 
io a depository satisfactory to the mort, and under contr: rare tor o 

Saurpone of tenattng the Cost i egulpeing an Fenting the prmjeet mbarqaent to the ramet in ( % on dwellings)... $ 4b,925e%° 
eonatruction of the entire pruject or units thervel during construction for alluration by | oO ma 

eee eee eine macruslh tor nara, mortgage inmeraner jresnium, heenrd neurente prem Cz OW gurages) 2. er 


furns and aw ” > . 
for the above purjeare shall be returned to the mortgagur ujson oun: jetioe: of the project lu the % on other income) 


satisiact i on of the om Mm tesoner, Tor AL VACANCY DEDUCTION bas L4 175 Qo 
Goss INCOME EXPECTANCY 2.0... * $5864905000 


ts required by the terms of the ssuns! mortguge. Any halonce ot ued ( © 








ESTIMATED REQUIREMENTS (iidieeea lene 
LAND IMPROVEMENT: (within property tines only) Torar Openatinc Expense: (Schedule D) 
New utilities aera eee ea ee Number of rooms... 1221. @ 
Landscape work se ae $ 182.9% por annum...... $2239352000 
» sapasunenianiliiie ‘ siinipaiaat Reau-Esrare Taxes: 
TOTAL FOR LAND IMPROVEMENTS Dicinusnetenavices Estiniuted assessed value: 
Construction: $ Din 
Dwellings.......cse-0-0-------- $39952y 500000 ren $1,000... . ..8%,000,00 
Ginrngees......-....--2000- 224,900200 SoctaL BECUKITY AND OTHER stan 
Stores 5 vu Cagitie 2 
xmmagexiemaletionBond _..25,0002.00 ardey Operdtiig Expense” ~40,750,00 s 323454200 
Tanes (Social Sccurity, males, ete... --.------- CASH AVAILANLE FOR DERT SERVICE........ $ 263, 363-00 
Frees Tocluged tn Gonst, Anwxvat Fixep CHarces: 
Bla'’r, $ . Interest (1st year) ...4 ...% $.18Bp120000 
pT @ % __1074500,00 Amortization @ 13 -% 
Torat..... $3,409, 000, during first year 48,045.00 
TOTAL FOR ALL IMPROVEMENTS - 3,409,000,90 Mortgage insurance . (0.5%) 16,025.00 
CarryvinG CHARGES AND FINANCING Other fixed changes wwe ---thOy 000600 
Jnterest 18 mos. @_ 4. % (Special Beessinents, ete) 
on $1,500,000,00 $ 90,000.00 Torat ANNUAL FIXED CHARGES............. $208,180.00 
Tarcer (on real estate during construction) 155 000.00 CasH AVAILABLE F E ‘TAXES, CORPO- 


Insurance 4, 684400 RATEg wéa S, AWD SURPLUS $_55,183,00 
FHA) mtg. ins. premium . XHIBITS es . 
0.5% 16,015.00 E 
FILA examination fee (0.3%) ..... 9p 609290 . “tN es ago 
Tnuspection fee (0.5%) -...46901 5000 
Finaneing expense % .---29920 200 
Title and recording expense 8,900200 
TOTAL FOR CARRYING CHARGES AND Fi- a eiteianttguceclaoasiie Lceccnmuaciditaamteniati 
NANCING... $..185,023, 
TOTAL FOR ALL IMPROVEMENTS, CARRY- | 
ING CHARGES, AND FINANCING epaieiin $3, 594,02 
Lecat ann Orcanization Exrense 
Legul expense ceneeeeeee  ---- eg 500200 
Organization expense. aaens ves 














TOTAL LEGAL AND ORGANIZATION EXPENSE. $....15y 
ToT\L ESTIMATED REQUIREMENTS, EX- 
CLUSIVE OF LAND... 









Lanp: 

Lasesbold sq. ft. @ -....--....... ei Eh Ey cncececienseere 
TOTAL ESTIMATED REQUIREMENTS................ 8 ccemtecmmmmes 
Cash working capital ; $ 





“Estimate depreciated reproduction costs of 
salrageaWe existing improvements if reha- 
IIIS ON INE Siac hecemecnns 
TOTAL SALVAGE... 
Estimated cost of demolition which is not 
to be included in Estimated Requirements 
ID acai seismic Moocininananess eden 





in, $ 40,00 
EMENT 


per annum, 
per annum, 
Der muntuin. 
eT BhnumM, 


F1.2Bn00 


563905200 


3 9 542,00 
3, 363400 


34180200 
4183.00 





FHA INVESTIGATION 2225 


The followin: 1s s partial list of the subscribers for the preferred and 
common stock in the new building corporetion to be formed and indicetes the 
high charscter and financial responsibility of the sponsors! 


Mr. Leigh Block Mr, Block is a Vice President of Inland 
38 South Bearrorn Street Steel Company; son-in-law of Albert 
Ghicago, Illinois Lasker and a son of the Vice Mhairwan of 
the Inland Steel Company. 
Mr. Abrahams J. Freiler Mr. Freiler is a President of A. Stein & 
1143 8S. Congresa Street Company, mamfacturers of Paris Carters. 
Qicago, Illinois 
Mr. Jerrold Loeb] Mr. Loebl 1s @ partner in the architectural 
332 N. Uichigan Aveme firm of Loebl, Schlossman & Bennett, 
Qhicapo, Tliino‘s 
Mr. Hugo Sonnenschein Mr. Sonnenschein is a senior partner in the 
77 Weet Washingtor Straet law firm of Sonnenschein Berksou Lavtaann 
Ohtcego, Illinois Levinson & Morse. 
Mr, David Silberman Mr, Silberman is one of the owners of 
1117 West 35th Street 8. Silberman & Sons, which 18 one of the 
Chicego, Illimis oldest wool and fur compantes in the 
count ry. 
Uhlmann Grain Company Uhlmann Grain Company are highly respected 
141 Fest Jackson Boulevard wembers of the Chicago Board of Trade and 
Chicago, Illinois Mr. Richard Uhimann is at the present time 


President of the Chicago Board of Trade. 


Draper and Eramer, Incorporeted 
33 West Washington Street 
Chicago, Illinois 


The lard is being ieaned froc the Aetna Life Insurance Company, or ite nominee, 


on a $year lease at $16,000.90 annuaily. As a condition of this lease, 
provision is meade for the Federe] Housing Administration to purchase the property 


for $490,000.00 in the event of default of this mortga es 


Equipment and Services Included in Rent 





as quipment Furnished | Tenants Services Included in Rent : ae 
Ranges (gas or electric) Gas or electrie Water (hot and cold) Yee 
»Refrigerators (gas or electric)... Electrha...... | Space heat Tes 
Kitchen exhaust fans Yes || Janitor service Tea 
RAI WO BID pcs ecesviectinesnn s | Grounds maintenance Yeg 
Laundry facilities sed Yes | Other (specify). Automatic elevator service 
Venetian blinds Mo 1 
Other (specify). 2 incinerators on each floor 
SCHEDULE D 
Estimate “ Annual Operating Expense 
Administsative expense: WT Miecellaneais $ 5,500.00 Furniture aed: furnish 
Advertising ....... ... $.39000200 Garbage and ash re- ings $ 1,000.00 
Management............... 225345000 moval 2,000.00 Other operating expense ‘ 
Operating expense: Pay coll fer aaa Total 207, 352.00 
Elevator power (fany) -___._ ployces . Be5Q200 Replacement reserve 16 000,00 
Elevator maintenance... 9200.00 Maintenance expense: Total operating ex- 
Fudl (heating and do- Decorating _.. 87, 5Q0200 pense 23,3520 
mestic hot water)... 22,9640 Repairs 12,.800200 Total operating ex- 
WEERSES supplies... By4O0,00 Exterminating .. . .. 000.00 pense per room 
Lighting and miscalla- Insurance... -  »-4g100.00 per annum......... we. IBZ 
Reous power... 20.500..90 Grounds expense (ma- 
Wet = B90 00 terials only) ............._..4p400.00 a 


50690—54—pt. 3———30 





FHA INVESTIGATION 


«) 
vi SCHEDULE E 
Estimate of Rentals 


a a ee 
| 
Number of | Pereent Composition of unite . Total monthly 
cach unit | of total ommictency LE tmly tae Alowabte Rese peepee agar rent for each 
type unite Count belive) oad unit type 


i 

| sila iineaaiul sibilities <cngiteitaiiithaiabiadimii 

1S Comb. .....-..-c-c<c--<--] 8.--- ws 6,080.00 
K-DA usyaphtoaaic ld Rossel cen d| ans c tS a 
Ds Comb.-BR.. span prema 
.-BR uiasintacinerescaccmencl i : 

DA-BR = d ed 32, 760290 

DR-BR 

2BR 

DA-2BR 

DR-2BR 

DR-sBR ... 


TOTAL ESTIMATED RENTALS FOR ALL DWELLING UNITS. 
| Garage stalls 150 care @° Lees 


Stores 


@ average oom of $....132,00... per unit per month. 
@ average rental of $....A0s0Q... per room per month, 


Tf the total estimate of scorssory income, such as (hat from garages, stores, offices, and any source other than from dwellings, exareds 10 percent of (he total estimated erom income 
ject, 100% occupied. the amount of such exoras above 10 percent will not be considered tn project rental estimates Fxtrancous income soticipated trom tbe submetering of eieciniechy, 
688, and elephone sorvices, rental of sundry equipment, matd aud ealet service, etc, shall aot be included in project rental est inmates. 


ALLOWABLE ROOM COUNT 


For purposes of uniformity the Administration has estahlishet the following metho! of 
ounting the number of ranms which must he followed (i) All roomea (except he a Reom Desi ption 
£ alonvee Under Conditions shown below) shall be socated on ertertor walls and have their 
rect natural ahi end ventilets mm ag required for Habitable Reoms, andcomply with | 1, (DS and K eleewhere in LU) 
urrent appli the rehabilitation of existing structures and tn the 7 (K and BR elsewhere in LU) 
rurtion of . are Dot required to he lotated on an erte wall (oo FM@eency LU! having no BR, Item (5) ahove) 
adeyuate TOW y either ostural or mechanical means (6) Dicing 5 b (in F.iiciency LU having one BR, item hove) 
\@8 are not requ be located on an exterior wail provided ibey are definite sicoves, ¥ (in LU having DS in K and 0 BR, item (6) above) 
rr adjacent to (he Ritchen and sre not used as entrance foyers. (2) A Ritchen shall he separated 7 . 
from other rooms by & complete partition and dor. (3) A dining sicove shall be separated from K (DS elsewhere in LU) _ 
by 8 partition end door, apd Dave no separation from the living room. (4) A room " hin 1 4 0) 
counted and its compliance with the eres requirement determined ou the beets of ity | Dk ie A ae OA See 3 
d use aa indicated by lation to other rooms. (5) EMciency living anits shall in DR Giews than 110 8q. tt) Eaters seen 
the following features for which po additional room count will be allowed (a) Entry | Da fepen to UE 
through foyer from public space to living room, (”) dreasing classt (in LU without KR) BR (io LU of ove 3 BR) 
having space for chest of drewers and [ts use, adequate fon, gmple storage inciuc 
clothes rod and shelf space approximating 6 iinear feet. (¢) kitchenette opening of living r BR _(in LU of 2 BR)... 
or foyer #ith ® door or doors, minimum 3 feet by 5 feet, equipped and srmaged for comr 
Ritchen use aod beving tenan . . BR (in LU of 1 BR) 
Scvess from foyer or dressing closet if no hedroom is provided or from bedroom-heih hall score | Other habitable rooma 
sihie from living room, if bedroom is provided, (¢) closets, light and ventilation and other Bath (space for tub, isvatory 604 water closet, and heir uss) 
features as required by applicable requirements or by the insuring office; (/) minimum area = 
n eMciency living units) applies to and nape tS DS ooly an Io living = eo —_— 
L R HK combination, and DS in Eitcheo, the LR-BR shall have choest space exceeding one 
on and approsching thet required in (5) (*) above for « dressing closet; items (5) (e), Norg.—This counts as 2rooms ONLY whee other features is Item § ave provided is 
(5) @), and (3) (e) above also apply. ADDITION Ww the ares shown. 


LR =Living Room. DR=Dining Room. DA=Dining Alcove. BR=Bedroom. 
LU = Living Unit. DS= Dining Space. K = Kitchen. Comb. =Combined. 


[SSS aia == 


“< Se Nonrevenne Producing Dwelling Space 


= SS EES Se SSS 


rom of employee i Number of rooms | Composition of unit Location of unit in projest 
- | iace 7 sasscielestiiipadaiinigalinian 
| | 








It is hereby represented by the undersigned that, to the best of his knowledge and belief, the foregoing statements, 
schedules, and exhibits are in no way false or incorrect and that they are truly descriptive of the project or property, which is 
intended as the security for the proposed mortgage, and that the proposed construction does not violate existing soning 
ordinances and requirements or existing deed restrictions. ‘ 

The undersigned proposes to furnish assurance of completion of the project construction in the form of -............_.._. 

Sater ee ie nile ea ace Completion Bend 

Nors.—(1). and (2) below, to be completed only when rehabililation is insolved. 

The undersigned certifies: (1) That the subject, property was aoquired OM oo. oe eee nnenpennerneesenencereeeeerereeenee {OF that on 
peineastaieteladeentiaincmnnan ayn ay vue 48 in effect) whereby title was (or will be) acquired from 

4 Si a . who is pot related to, employed by, or connected with any of the sponsors. 
"Nova. — its following pera i obo comet only J prepety was initolly soyird within 1 year prior te date of this application, 
(8) That the entive consideration wes $ which includes expenditures to clear all liens and encumbrances, if 
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FHA INVESTIGATION 


PHA Porn Ne. 20Dtw 


iurnen 8a) FEDERAL HOUSING ADMINISTRATION Mundane 


APPLICATION FOR MORTGAGE INSURANCE 
Under Section 608 of the National Housing Act 


(Te be Submitted in Duplicate) 


Date 28 Jamary, 1950. 


MORTGAGEE’S APPLICATION No 


L 
To ras Feoraat Hovswa Commissioner: 





(Project number to te laserted by PITA) 





Pursuant to the Provisions of Section 608 of the National Housing Act, and Administrative Rules and Regulations applicable thereto, appli- 


cation & herely made for the insurance of the mortgage described 





" Mortgagor’ + Application below, After examination of the appleation and 


the propased sceurity, the undersigned Proposed Murtgagee considers the project to be desirable and is interested im imaking the Building and 
Permanent Ioan in the principal amount of $.39203,.000200 which will bear interest at 4% per annum, payable ax to Building Loan 
moa*’.. -«d oaly on disbursements, until ............................ months alter date uf mortgage, and thereafter payable ax to Permanent Loan 





by paces: 





.. qual monthly installments of $ AAs6R042 covering principal and interest. Principal 
= inapplicable —— ont 


Note. —Minimum initial curtailment of 
level annuity payment, 
i's per centum (1'9%) Declining an- 
nuity payments, 2'; per centum (245%). 





trl At 
This application by the undersigned Proposed Mortgagce is subject to your commitment, its own final action, and payment of ite charges as 
eet forth under “Financing Expense” at the rate of 8/10 % in the amount of $ 25,000.00 


Herewith ix check for 
at the time of submitting application. 


Two apes of FHA commitment are available, (a) Com 
surance, under which FHA insures advances of mortgage pro 


corre of construction, and (b) Commitment to Insure Upon Cofapletion, under 


pletaagyol thie 


which FHA insures total mortgage proceeds at the time of co 
project. Cheek below the type of commitment desired. 

(a) [) Commitment for Insurance. 

(b) Commitment to Insure Upon Completion. 


MORTG 






coef 


i. 
To tne Fenenat Hovsinc Commissioner: 


The undersigned hereby applies for the insurance of a firat mortgage in the principal amount of $... 


. which is in payment of the fce required by Section HI of Administrative Rules, now effective, to be paid 









Signed) Draper and Kramer, Incorporated 


the (Proposed Mortgages) 





4950 
& TH 


By < 





(Name an Litle of officer) 


33 W, Washington Street, Chicaro 2. 
(Address of mortgagee) “Hitnois 





C 


"S APPLICATION 


under the provisions of Section 


608 of the National Housing Act and agrees to pay the examination fee as prescribed by the Adminiatrative Rules now effective. The schedules 
esjimates, maps, drawings, and other exhibits listed under “Explanatory Notes’ below, properly identified and made a part hercof, describe the 


ptoperty which will secure the proposed mortgage. 


Svonsorn 
sa t Kae of proposed mortgagor . Michigan Sore Buildin ae. 
(a) Names and addresses of sponsors See List Attached 


(b) iia od iteadeige: to ‘whieh correspondence should be ‘oT d Draper. and | a Kraner, Imorpors ed 


33 West Washington Street, Chicago, 


2. Names and addresses of 

















(a) Architect Loedls Schloseaan & Bermett, 333 MW, Michigan, Shicego, Illimis eiteamlaieaei 
() Attorney Mee Bernard Nath, 77 Vest Washington Street, Chicago, Tlitnote_ 





EXPLANATORY NOTES—NEW CONSTRUCTION 


(For rehabilitation projects, see explanatory notes at top of page 2) 


1. General |afermetion.— The following notes should he sturfied in completing this applies 
on form and preparing the supporting erhibits, The evsrmination of the proposed project «ill 
he expedited by early and full compliance with the requirements set forth. Discussion with 
the local FITA tnsuring office prier to making out this application is recommenda! The 
requirements of the following notes shall be obeerved carefully in completing this application. 
ao! (0 preparing the exhibits Geserihed. 


2 Required exhibits. - (a) Gitte information as follows shall he submitted in duplicate 

()) Legal descriptions by whieh the site of the proposed project can be identified. 

(2) Ownerehip. A alguna as to (he ow pership of (he propumed project site must serom- 
pany this application. If tke lard is to be acquired by the sponsoring group, copies of 
8 valid option shall be submitted 

(2) Phetegraphe shal! be of saficient site to afford clear views of the proposed site anv its 
surrounding neighhorhond There should be sufficient descriptive matter typed upon 
such photographs to make it evideot from what pofnt an! in hat direction Lhey were 
taken. 

(4) Cay map sball be marked to Indicate proposed site, schools. churches, shopping and 
business districts, todustrial, com merctal, and recreational centers, togetber with main 
traffic arteries and available meens of transit to and from proposdd site to suck centers, 

(8) Eeateg map and copy of toning ordinance, Uf existing, must be furnished. In the 
ehweoce of toning maps the topngraphical survey must indicate the character of roning 
Festrictions on the proposed site and immetiate nelghharhood with respect to height 
overage, and use permitted. The sponsor must submit definite amturance that tbe 
Proposed project wil) sot be contrary to existing soning regulations of restrictions. 

(>) Porm F-?a (Department of Labor Form) Request far determination of prevailing 
wage 

(@) Personal Snancis! statement of each sponsor Fil A Form 2417. 

(d) Arehitectare! exhibits. This application must be accompanied by & topegraphical 
survey of the site, preliminary drewings aad outline specifications prepared on FILA Form 
Né, M3S@. These shall be prepared in duplicate and shail provide sufficient loformation to 
shew the following 

(4) & comprebensive delinestion of the project design, planning. materials, and construction. 


(,) Compliance with all applicable FHA requirements and governing laws, ordinances, 
and deed restrictions, 


(3) Suffletent detail for the preparation of an accurate cost estimate. 


Information concerning Ube number and character of required exhibits and applicable re 
quirements is availate at all FILA Insuring Offices 


2. Supplementary acbedales (pages 2 and 4). Sebetules A, B,C, D, sod E must be oom 
pleted fur all applications, in detail an: eccuratel y 


& Statement of reswarces end cotimated requirements (page 3) (8) “Construction” In 
the estimates! cost (i ¢, hare felt cost, of sum of all trades or subcontracts) include the general 
contractor's public lability, workmen's compensation and other losurance, and job overhead 

{b) “Interest.” Amount estimate! to cover ioterest on disbursements from mortgage 
during coast ructioe on!) 

(© “Tases.” Un land, of land and buildings, during construction only. 

(@) “lesurence.” An amount sufficient only to cover premium for fire aod extented cover 
ere, and other bazar’ insurance during construction only 

fe) “Title and recording expense.” Include the actual cost of title search and title insurance, 
Surveys, mortgage taxes of al! kinds, and recor ting fees 

(® “Organization expense" Include only reasonable expenses not otherwise ctassified, sod 
property tneurred during the organization of (be project 


6 Eethmeted canes! epereting statement (page 3) (8) “Income.” Complete Schedule E 
on page 4. ‘This must be sufficiently detailed fo show the epartment composition and the 
expected rents by apartinent {) pes 

(>) “Vacancies.” The asumed vacancy should depend on local conditions, but ordinarily 
should oot be taken at lew than 7% 

fe) “Operating expenses." These should be estimated on the basis of local experience sy? 
must include an allow ance for replacement of equipment which depreciates more rapidiy (hg) 
the structures themselves. Complete schedule D on page 2 

(d) “Ta Probate taxes on the completed property shoul! he estimated in conformit 
with local rates and assesment practice. or by comparison with similar properties on a pe 
reom or other basis. Both methods should check, and « statement showing (bis check should 
accompany the exhibits 





6 Room count. —See allowable room count —page 4. 


Nors.—Data shown in italics refers to rehabilitation projects and shall not apply to new construction projects 





| 


2227 








2228 


FHA INVESTIGATION 


D 


(2) 


EXPLANATORY NOTES—REBABILITA TION 








U shall not apply to pew construction projects 





Nora.—Data shown Io italics refers to rehabilitation projects an 
1 QENFRIT INFORMATION ™ fom ing notes ald be otudied tn om piriine ys tent detat for the preperation of ¢ eccw rahe cost eatimmate cewnarrereg (he 
mond grepariog posting sabe Ths era mination | Re ppm ot | mm Ss fpted ico sppamate meebo woe = 

A the requirements ort forth The sof | 7) wring Ofeee 





wet by corie end ful . 
wetes shell be odeervad core/oily tm ¢ 





LIRED EXIIRITR — ia) In orter 
low rag ¢iRsile ehall a ow hmitied 1m du jdicete 
Ae prnyward project can te Memtified 








eyes deacripevon hy whic the ate 
tatement a2 fo (he Owners 
ved by the spon erine 
a! rear, wtdre and tyr’ 
etree? . wt end contiges 
jet jon auch phokagre pas 10 











cred warmeyor show in 
rasenents, dard ree 
deyahe of sew 



















2 ond adewaits lorolion end ” 
+m FIL tle (Pepartment of Lahor 7 re 
temaent of cack 47m bborm te 

This application ™ anid Ny mr 
et ove peepared on tii \ m uo Theae ote 
‘ Le au Maven " ‘ . 
be projet deange. a8 materials ond ce 
. 4 teva ' fore aud afier alierat 
2) Compbonce wud ad oppiicotie PILA requirements Gnd i ning lows, ordinances 


mydeiing (his oj pdicetion, ond in preparing the 


to permit en edequals examination of ihe project | 
| ¢ STATE WENT OF RESOURCES AND ESTIMATED REQUIREMENTS ip * 
| meted cone ect 




















3 SUPPLEMENT UKY SCHEDULES (pp. @ end 4) Srhebates A, B.C. D. and E mart 
he compiried for all op plications, tm datell end eocuratay 


(a) “Cematruction “ Ie the enti onal (i 4, Dave Acid cmt, or com 
whe 


|e eearracts’ include the general contractor's pubtic Mebiity, wert men's com} 
| (maurence and wh arerkeed 
} " ateves A mowal aatimated (0 carer taicrest on disureements from mortgage durtag com 
| struction oniy 
Taser” Om land, or land and buildings, during construction onl 
| 1 Jnaurence An omen! ox fiction! onlp te cover premium for Are end extended comrrege. 
end other Aasard insurance during constrection only 
‘ Tule end recording Cpenec Include the actual com of title search end (tle insurance 
| purreys. morigage (area of oll Kinds and recording fess 
Organitotion erpense Inchude onip reosomable cx pensce not other wise classified. and prop 
erly incurred during (Me organization of the project 
s ESTIMATED ANNUAL OPERATING STATEMENT ip 9) i8) Income” Com 
The must be ow, dcteided 10 show the aparimens composi 
















| plete sehedude & 
and the expected 
Tir arew med rocancy should depend om local conditions, Yul ordinarily #how! 


aon 7% 
Thcee should be eatimated om the basis of local experince and mur 


o erpenees 
Fequipmend which dapractatcs more rapidly than (he vruciuree 


How ance for replacement « 


on the completed property showhl be extimaied in conformag aut 
7. oF by com pariaon wun inlay 970 lea om € per renin oF Othe 


| t Tases Jr etetde (aree 
‘accom pany (Ac exhiue 


af practec 


Arch end @ salemen! showing (hie 





6 KOUM COUNT. See allowatde room count om page & 


SUPPLEMENTARY SCHEDULES 


iv 


eee 


VW 


ee 
———ACMEDILLE A 


The fol 2 } 

eee ee partial list of the subscribers for the preferred and 

_ — in the new tuilding corporation to be formed and indicates th 
h ch ter end financial responsibility of the sponsors! me 


kir. Leigr block 
38 South Deardom Street 
Chicago, Illinois 


Mr, Abrahup J. Freiler 
1143 8. Congress Street 
Chicago, Illinois 


kir. Jerrold Loetl 
333 Ne Michigen tveme 
Chicago, Il inois 


Mr. Hugo Sonnenschein 
77 West Yashington Street 
Chicago, I)lirote 


kr. David Silterman 
1:17 Fest 35th Street 
Chicezo, Illinois 


Uhlmann Orain Company 
141 West Jackson Boulevard 
Chicago, Illinois 


Draper and Kramer, I 

r » +mcrporated 
33 West Yashington Street 
Chicago, Illinois 





ee ntenance,. 5a dead) Maintenance expense — 
= 
Elevator maintenance 2s «V))= Maintenan « es 


Decorating 


Fuel (heating and do- 
324964000 Repairs 


meatic hot water) a 
€,400.0C 


Janitor’s supplies 
Lighting and miscella- 
neous power 


10,500.00 


Exterminating 
Insurance 
Grounds expense (ma- 


Water... ney -3g343200 terials only) 


Mr, 5lock is a Vice President of Inland 

pene eee son-in-law of Albert 

asker and a son of the Vice Cheirman 

the Inland Steel Company. . = 


itr. Fretler is a Preeident of A. Stein & 
Company, manufacturers of Paris Carters, 


Mr. Loebl is a partner in tt, 
r .e architectur 
Mirp of Loebl, Schloseaan & Bennett - 


Mr. Sonnenschein is a seni 
) or partner in the 
lax firm of Sonnenschein Berk 
f son L 
Levinson & Morse, wii 


me Silberman is one of the owners of 

+ Silberman & Sons, which is one of the 
Oldest wool and fur companies in the 
country. 


Uhlmann Grain Company are highly respected 
scabers of the Chicago Board of Trade and 
ur. Richard Uhlaann is at the present tine 
President of the + icago Board of Trade, 





* 


ry 
C 
U 
ey 


pense... we 
Total operating ex- 

pense per room 

per annum......... 


5725928 
12,800.00 

12000200 
.. 4,100.00 


Dg 500090 
moe 


ew BR TM 
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an \p 
\D EXPLANATORY NOTES—RERABILITATION 


Nors.—Data shown in italics refers to rehabilitation projects and shall not apply to new construction projecta 




















1 OFNFRAL INFORMATION —Tte following notes should be studied tm compirting | (3) Sw fictew 1 for the preparation of an accurate coat catimate Infor mation comers ain Phe 
bie eppiaiwon for mand preparing (he ee ppowing crhile Te era mination of (he propesed project | numer Of required cchuate and applwetds requirements ts aredetde a! ai 
© © crpedited by carly ond full compliance wih (he requirements ort forth The requirements of rua ¢ Ofc 

= conervotag (he the following motes shall be observed carefully in completing thie application, end in preparing the | 
erotetle & atl erhieks beac bed | 3 SUPPLEMENTARY SCHEDULES (pp Cand 4) Schedules A, B,C. D. and E must 
| te completed for aii appiscations, m deiall and accurately 
Dail 2 REQUIRED FXIMTRITS —(n) In onder to permit an adequate examination of the project 
=a the follow mg exbiinie shail he rub mitted im duplicate | 4 STATEMENT OF RESOURCES AND ESTIMATED REQUIREMENTS (p © 
r (1) Legal description by which the site af the proponed project can he ident hed 8)“ Comatenetion In the estimated construction rnat 1 +. bare held coat. or eum of all trades 
(ENTS ip 2 (2 ment as (0 the ownerehep of the properiy comprising the project If Sennen one eR 2 POT, SESS ee oa See 
- red hy (he #ponsoring growp. copies of valia option de au) mitted : 
ohe : 3 (b) “Iniercat” Amount eetimated (0 corer interes! on duhursements from mortgage during con 
i tar. ndes and typical intertors of hulidinge to ehow paysiral rondition | gracriom omip 
7 foul pect and contiguous properticn There thous he aufficiend deactiptive metier 
age durtag com typed wjen suck phodogre pha to malls @ erdent from wAnt point end in what direction they | Te On land, or lend end Muiddings, during construction onip 
erat | 1) “Inenrance ty @mounl on ficient only to corer premium for fire and extended coverage, 
@ Cys marked I> %ica's the auhject property. achonis. churches. shopping and | OR oer hazard insurance during Construction only : 
ended comer age. aren te indeatrial commerctal, and recreational cewiers fooether with mara (re ffic Tike and recording expenee . the actual cost of (ithe scarch and (tle insurance, 





+ and Grevalde means of franad fo and from the property fo auch centers aurreys 















guy ‘ dinde, @ ve 
tithe tnaurance 2 map end copy of soning ordinance, feneting Deh ce must he ruomitied | if) “Orga nerpen reasomalde ¢2 penace not otherwise classified, and prop 
wojwned propel wii not be contrary (0 erteling sons ulations or rratrictwens orig incurred during the org propect 
ified. and prop ‘6 hy regeetered purveyor showing wise location and 4: F e 
F vacemente, . | oS ESTIMATED ANNUAL OFT RATING STATEMENT tp 9 (0) “Income” Com 
ar de pthe piel Scheduie Eom page ¢ Thus must be ao fhcvently detaned '@ show (he @part ment compoev we 
ncome” =f om sald mdewaits lor and the erpe 





gal compoasis 

















(hb) Form £11 fia (Department of Labor Form) request for deter minauon of prevailing wages sachin = nd on local conduions, bef ordinarily of 
nel hnencral eat ch F oe ? | 
rdimaru, ero Peene > et Gotement of each sponsor FIIA Form 2% ! Aeee oh i te catimated on the hasie of local ci perience @ 
td) Architectural erties — This enplication must Le aero nied ty preliminary drawings ar Auch de preciates more rapedly than the ottoctures 
r end eofline apeciAcations prepared on F114 form No at hall le prepared in | 
— du pluote and shall promde suficvent safor mation to show the follow ing | 
wre Tares Prolalie ‘ er myideted proper ide emi mated 
Senmre delineotion of the project design, planning, materiale, ond construction of | jocai rates a . . properties on @ 
map ous e 1 hath Nefore and after alterations one Moth me arch aud @ae a she eck should accompany the ¢:dsiute 
0 oF othe 2) Complance wih all opplicatia FHA requirements and governing lows, ordinances, ond 
any (hc exhbute deed reairictions | 6 ROOM COUNT see allowatte room count on yage § 
Vv SUPPLEMENTARY SCHEDULES 
SCHEDULE A 
Sources of Equity 
vs ee vps Land” and Cash" will be entered tu the respective columns opposite the name and sddeves of the equity participant im 
. fo Amount Under Nature” will be tndtested the source Je erOUnt suEh as” IN ; Architect shee" Irehab nthe salvage os ® ‘ 
be i Kryy nis on page S may he clavned os Onher Equity be filing owt Schedule A, the equity claimed for Saleage musi de apecifcally dengnated = This mud te in an @ . 1 
he stern wire under karmared Requirements” The emowns vet forth ef the tem ” Land” ehal! consider fond without butidinge 
] : } 
} } Casa Oruer bguirr P 
Name ann AppRese | Lano Kachusive of el TOTAI 
i | Forking capital Amount Nature 
$ $ $ Salrage $ 


SEE WEMORANDUL. aTTACHED 
| 





tal equity’ set forth under “Resources” on p. 3) $ 
SCHEDULE B 


Information Concerning Land—Or Property, If Rehabilitation 
a Sicis ied tinea ancaettacascnanscacneanalinaaoanl 


Total (amount which must equal ‘ 


The land is being leased from the Aetna Life Insurance Comany, or its nominee, 

* on a 9-year lease at $16,0°9.00 annually. Age a condition of this lease, 
provieion is made for the Federal Houring administration to purchase the property 
for €400,000.00 inthe event of default of this mortgere., 


* ae — eqUpmercrumiened Tenants T PVCS TT Oe 

















| Ranges (gas or electric) Qaa ar electric | Water (hot and cold) Yes “a ane 
| Kefrigerators (gas or electric) Llectric | Space heat Yea 
Kitchen exhaust fans Yes || Janitor service Tes 
Atuc vent fan No 7 | Grounds maintenance Yer 
aundry facilities Yes | Other (specify). Automate elevatar service 
netian blinds No 
| Other (specify) 2 incinerators on each floor 
= : 
SCHEDULE D (? 
Estimate of Annual Operating Expense 
| Administrative expense XXK Miscellaneous $ 5,500.00 Furniture and furnish- 
Advertising $3,000.00 Garbage and ash re ings $ 1,099.cC 
Management RI sARRW moval 000 
. Other operating expense 
Pay roll for em- at a 
rv Operating expense (Number) Total 207,129.02 
r a Se ‘ oe 92 ere oo 5 A 
(, - Elevator power (ifany) — .. : ployees s2a2-eeVO Replacement reserve = 2900 Dok 
Elevator maintenance 53200.00 Maintenance expense Total operating ex- 
: Dec 57,5%0,.00 223312".9° 
mm Fuel (heating and do- ecorauing we | aaa pense J Y 
ae 





p mestic hot water) 3296400 Repairs... . 12,800.90 Total operating ex: 

Junitor’s supplies . . 8, 400.0C Exterminating...) 1,990.00 gener Wet vote 

Lighting and miscella- Insurance ss 4,100.00 per annum 182.74 
Aba 74 neous power 10,500.00 Grounds expense (ma- 
Water 39343200 _ terials only)... 1,500.00 
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(4) 
SCHEDULE E 
Estimate of Rentals 




















Renee | Set | ar | ome a | Kaimatednen | Tellman | Bechonmal 
type unite nit Count tebe | Saas: | unit type unit type 
7€ *2 LR-DS Comb $ 80.00 $ 6,080.00 !'g 72,968.00 | 
2 LK-K-DA 100.00 2,000.00 24,000.00 
* LK-DS Comb.-BR | : 
¥ LK-K-BR | 
4 3: | LR-K-DA-BR | 140.00 32,78 .00 
4 LK-K-DR-BR 
4 LK-K-2BR 
45 LR-K-DA-2BR 
~ 5 LR-K-DR-2BR 8,000.00 
6 LR-K-DR SBR 
ieee TOTAL ESTIMATED RENTALS FOR ALL DWELLING UNITS $ 48,840.00 |. ' $...986,08.00 
Garage stalls 13 care § 95.9 3,350.00 40, 200.00 
Stores e 
TOTAL ESTIMATED INCOME (at 100°% occupancy $ Q.00 $ 
Total number of family units 372 @ average rental of $...132.00 per unit per month 


Total number of elling rooms .. 1222 @ average rental of $ 40..00 per room per month 





* andany * 


1s 10 peroer 
ne BNLICIpaled 





MH the toral ¢ 
OD the subir te 





ed gross income 
ug of eh cIMEKy, 








” hades d 
ROOM COUNT 


Room Description 





LR (D8 ant K elsewhere in LU) 

LK- DS amb (R anet BK elsewhere in Lt 
LK Ds ame (in Forney LU haying no BK. [tem (5) abe) 
LK-DS comb EMoency LU having one BR. [tem (5) atove 
LK BK ond LU having DS 10 hk and oo BR, lem (6) above 
K-DS cont 

| kK DS elsewhere in Lt 

| K LU of jess than 2 BR — D3 elsewhere um Lt 

sa ance e } DR 
‘ Da nent 

| BR LU ofovee 2 BK 24 tench 

| Others 70 teach 

| BR LU of 2 BR) jie ta t 

| \1@ % ' 

} BR t 1 BF tuo ' 
Other habitable reves 70 ‘ 
Bath (space for (ub. lavatory aad water closet, aod thee use) ° 


ADDITION t the area shown 





| 
| *Nora —This counts as 2rooms ONLY whee other features in Item 5 are provided in 
| 


LR = Living Room DR=Dining Room DA=Dining Alcove BR = Bedroom 
LU =Living Unit DS= Dining Space K=Kitchen Comb. =Combined 


ee Ss = 








Nonrevenue Producing Dwelling Space 





Type of employee Number of rooms Composition of unit Location of unit in project 


It is hereby represented by the undersigned that, to the best of his knowledge and belief, the foregoing statements, 
schedules, and exhibits are in no way false or mcorrect and that they are truly descriptive of the project or property, which is 
intended as the security for the proposed mortgege, and that the proposed construction does not violate existing zoning 





ordinances and requirements or existing deed restrictions 
The undersigned proposes to furnish assurance of completion of the project construction in the form of ... aca mitinn 
Qompletian Sand 
Nots.—(i). and (2) below, to be completed only when rehabilsiation ve incolred 





The undersigned certifies: (1) That the subject property was acquired on (or that an 
agreement for its purchase dated is in effect) whereby title was (or will be) acquired from 


who is not related to, employed by, or connected with any of the sponsors 
Nots.— The following paragraph ia to be completed omly Vf property was inurally acquired: within | year prior to date of this application. 
(2) That the entire consideration was $ : which includes expenditures lo clear all liens and encumbrances, if 
any, as follows 





Date ... sais seaehiidiicadsaibaaiddcesehiedelaenmieaaneibaicasiacaas Date 


© eeremcares perenne err ice 











v. 


Proje 
Loca! 


Type 





Lank 
Cash 
Oth 
Tota 
Mor 
Tor 











Can 
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‘ee? Q) 
v. PROPOSED SET-UP 
ae Project namekickhizen Shore Suilidine Somrany Number of family unite ....370.. Number of rooms 1221 
a Tocation Schiller Street & bake Shore Oxkve Avccage monthly rent: Per family unit, $ 132e0Qer room, $ 40,00 
it tyne Type of buildings Malt eee fire: root el. Vator opartrent bull 4 x : 
Apartment detactet \ “ te v uf sturten, type Cumstrin tion, we map or shavahen, 600-1 
aeocooe RESOURCES | ESTIMATED ANNUAL OPERATING STATEMENT 
ay . Land... Lens2*old $406, ©8.00 | INCOME: (He nete Ne. & cxplenstery antest 
Cash wrctasive of working capital) dune | Dwelling rent (from schedule E) $ 586,080.00 per annum 
120.00 _ Other equity . ee | Guraye rent (rom schedule By... - 40120029 per annum 
ine Total equity .. ; $ 405,%3,9- Store rent (trom schedule BE)... elena ; per annum 
Mortgage-loan proceeds 3.185,9°2.09 « Other income Grom schedule ®) ; per annum 
Tote Resour nets oreiusive of wor ine expr & 32,69) 2208.00 ——— 
000 ..QO Cash Nodilig daytal 3 — -nsanscsth GROSS — _ 9. 624.280.00 
Ser BUM wta ie te ne ee Less vacancies assumed 
cael : Saas (7% on dwellings) $ 41,925.00 
water Beall bi ( .7..% on garages) ; 2,814,900 
mired by the tr eho miuatagaper auinn turret of ¢ the ( % on other income) 
1,080.00 _ : TOTAL VACANCY DEDUCTION 84 8.20 
0M... ESTIMATED REQUIREMENTS ee $22.44). 
ae LAND IMPROVEMENT: (withia property anes only Totan OrenstinG EXPeNse: (schedule » 
New utilities a $ a Number of rooms 1221....@ 
), 280.07. — work 5 : ee $182.74. per annum $ 223,129.00 
F wee Me sciatica Revi-Eseate Tixes 
Torat FOR LAND IMPROVEMENTS... Ciinetiniann | Estimated assessed value: 
Oe sepa Construction 3 @$......... 
ated gross income Dwellings......................... $30529520200 PER $1,000 5 _.. .. 89,000.00 
ee cre Garages. Oak da cassabovatckve. | hoch alee” SoctaL SECURITY AND OTHER en 
; ‘ 440. 
oa once pont’ sn 2400.90 NPE beretang exvense ~“16,750.005_ 322,719 
| ee Coed Taxes (Social Security, mien, 0) 2. oeeeccceecccee cee CASH AVAILABLE FOR DERT SERVICE $_259 4122.90 
- Fees: Included in const. Axsvat Fixeo Cuarces: 
eo Bid'r, $above... @.. % Interest (ist year)... 4...% $127,400200 
2 Arch’'t, 8 oe @ ...% 2074500405 MM ey.....1b .% 
wo Ot WTR i cctenaséon ; $35.3294, 0° during first 'yepr. 47,775209 
s TOTAL POR ALL IMPROVEMENTS................ $24.324,000 Mortgage insurahce .(0.5%) ..15,925.00 
oS > eae Canrrino Caarces ano FinaNcino: Bret $xdGSHi0 esGround. ..16,000,00 
Sve =i Interest 18... mos. @. 4. % (Special assessmmnis, ete) pent Bee 
oe on $1,500,000.00._ $ ....90,000.60 COpE Toga: ‘m1 . FIXED CHARGES ; $_207,100.00 
. Taxes (cn real estate during construction) ..... 15,000.00 TXBLYMMOR INCOME TAXES, CORPO- 
an wend ts Insurance............... coceeee tap 459.00 RATE TAXES, DIVIDENDS, AND SURPLUS $__52,022.06 
FHA mtg. ins. premium — — 
droom & (0.5%)....... wove 5g 9250 LIST OF EXHIBITS 
ymbined » FHA examination fee (0.3% worse 99555000 
- Inspection fee... .(0 5%) sical 153925200 
ae Financing expense .........% ....-.25,000.00 
— ve Tid and recording expense --- 8900.00 
—_—— ToTaL FOR CARRYING CHARGES AND FI- ae 
— IIE ro aren Sodtnenv’ $ 124.764400 5 
TOTAL FOR ALL IMPROVEMENTS, CARRY- Ps 
ING CHARGES, AND FINANCING............. $3,578 2764.0) : 
clue Lagat anp ORGANIZATION Exeense: 
ae - Legal expense.............. ARs 50M. <a pore Bs as a 
statements, i -- --0350Q209. ae acne irae 
‘ty, which is 2 See 
sting zoning TOTAL LEGAL AND ORGANIZATION expense. $....15,00 20D 3 
ToraL ESTIMATED REQUIREMENTS, EX- 
secceces CLUSIVE OF LAND... ........... .. $3,573, 7E4.! op 
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Mr. Cratrman. Mr. McCulloch? 

Mr. McCuniocu. Mr. Kramer, are any of your tenants in these 
buildings veterans ? 

Mr. Kramer. Yes, sir. 

Mr. McCutiocn. Could you give us the approximate percentage 
of tenants that are veterans? 

Mr. Kramer. When we originally filled the building there were 174 
vet families moved into the building. It is slightly less than that 
now, probably around 140 or 150. 

Mr. McCunzocn. That amounts to what, 20 or 25 percent? 

Mr. Kramer. Twenty-three or twenty-four apncael, something like 
that. 

Mr. McCutxocn. In the hearings yesterday Mr. Sorgatz testified 
in effect that because they generally found the sponsors’ estimate so 
unreliable, they paid practically no attention to them, and he cate- 
gorically denied that in the fixing of this estimate by FHA they had 
taken into account a desire to reach a certain rental. 

Do you know anything that contradicts that testimony of his from 
your knowledge of FHA’s procedure? 

Mr. Kramer. I do not. I know of nothing that would contradict, 
that. 

Mr. McCutnocn. In connection with that FHA estimate of cost, 
is it not clear that that estimate was made in advance of any construc- 
tion or anything going ahead ? 

Mr. Kramer. Absolutely. 

Mr. McCutxocn. Is it also a fact that the FHA itself set the rents? 

Mr. Kramer. Correct. 

Mr. McCutxocn. Did it do this before or after the building was 
erected ? 

Mr. Kramer. Before. 

Mr. McCuttocn. So that in effect the FHA set these rents at what 
time ? 

Mr. Kramer. Before we started the project. 

The Cratrman. I thought you set the rent. You told them you 
would not build it unless you could get $40. 

Mr. Kramer. In our application we asked for $40. 

The CratrmMan. You just testified a minute ago that you would not 
build the building unless you got $40. Therefore, you set the rents. 

Mr. Kramer. That doesn’t set rentals. FHA does that. 

The CuatrmMan. You said it a few minutes ago. 

Mr. Kramer. I don’t believe so. 

Mr. McCutiock. Whose directive order set the rent schedule? 

Mr. Kramer. I assume it was Mr. Kelly, the director of this district, 
for FHA. 

Mr. McCutiocn. That was done, again, when? 

Mr. Kramer. When they issued their project analysis. 

Mr. McCuriocn. At the time they made this estimate of cost ? 

Mr. Kramer. Before we let a construction contract. 

Mr. McCutxocn. And in terms cf dates, this was either in late 1949 
or early 1950? 

Mr. Kramer. Yes, sir. 

Mr. McCuniocn. Reference has been made to a letter which Mr. 
Moreland sent to Senator Dirksen, and you have indicated that the 
nub of controversy between you and Senator Capehart over how to 
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interpret the alleged effect of the FHA’s higher cost estimate on 
rentals is referred to there. You would differ from Mr. Moreland’s 
notation on that letter in describing those rentals. 

Mr. Kramer. Yes, sir. 

Mr. McCuttocn. Do you find the figure he has mentioned of some 
$1,650,000 is correct? Is this the correct difference between the actual 
cost of construction after the building was completed, and the esti- 
mated cost which FILA made in 1949, 24% years before the con- 
struction 4 

Mr. Kramer. It is not accurate. The accurate amount, if you are 
interested, in deducting the 87,260,607 from $8,683,466, figures out 
SL A422.859. 

Mr. McCutiocn. So that fact, again, was not correct as stated in 
Mr. Moreland’s letter ? 

Mr. Kramer. Yes, sir. 

Mr. Simon. To be fair to him, when the building was completed 
you filed a balance sheet with FHA which listed your cost at $7,050,000 ; 
isn’t that right ? 

Mr. Kramer. But he issued this after completion. 

Mr. Stmon. The balance sheet I am talking about was filed after 
completion, wasn’t it ? 

Mr. Kramer. He had all balance sheets. Had the information—the 
information on costs were in his hands. 

Mr. Srwon. This is the correct figure, if you take the balance sheet 
you gave them after the building was completed. Your testimony 
here was within 2 years after completion you added some more 
improvements. 

Mr. Kramer. Yes. 

Mr. Srwon. I am not trying to change the fact, but show the fact. 

Mr. Naru. When you say completed some of the tenants moved in 
iong before the rest of them could, so there was a span of a half year 
while it was still going on. 

Mr. Simon. The first balance sheet they filed was after the building 
Was entirely completed, and tenants occupying the apartments. 

Mr. Natu. Not all of them. 

Mr. Stmon. He says that is what the first balance sheet shows. 

Mr. Kramer. I didn’t say that. 

Mr. Naru. I don’t believe that is so. 

The Cuarrman. I have a balance sheet before me. You say the 
total cost of the project was $7,114,175 

Mr. Kramer. As of the date of that balance sheet. 

The CuatrmMan. December 31, 1952 

Mr. Kramer. Yes. 

The CHarrmMan. This is total cost. 

Mr. Stmon. When was the building completed, Mr. Kramer? 

Mr. Kramer. The building was completed sometime 

The Cuarrman. We will correct the record. It isn’t $1,650,000? It 
is $1,400,000. 

Mr. McCutiocn. Had Mr. Moreland written this letter 2 years ago, 
he would have been more nearly accurate / 

Mr. Kramer. That is right. 

Mr. McCutiLocn. Writing it in 1954 without looking at all of the 
facts he fell into error. 

Mr. Simon. When was the building completed ? 
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Mr. Kramer. I would have to check the records. I presume, physi- 
cal completion of it was probably in the middle of 1952, but that doesn’t 
mean that we paid out all of the money at that time. 

Mr. Sron. Was the building completed by December 31, 19524 

Mr. Kramer. It was completed before that, as far as completion. 
That doesn’t necessarily mean that we had paid out all of the money 
that was owing on the building. There were some items in dispute, 
there were some extras, and that sort of thing. 

Mr. Sion. By December 31, 1952, was the building completed ¢ 

Mr. Kramer. It depends on what you mean by completed, completed 
or paid out in full. 

Mr. Sruon. T mean completed. 

Mr. Kramer. It was completed before that. 

Mr. Srwon. Were all the costs set up on your books by December 
31, 1952% 

Mr. Kramer. No, sir. 

Mr. MceCurnocn. Mr. Kramer, would you or Mr. Nath want to 
make any further comment on the methods of handling equity capital, 
in view of the dispute on that point that has developed between you 
and the chairman of the committee / 

Mr. Srwon. Mr. McCulloch, I don’t think there is any dispute. 

Mr. Naru. The only thing r would want to do would be to deny 
categorically that there was any loan here. This was equity capital 
which was subject to all the risks of equity capital. If the project. 
had not rented properly or the expense had been greater than antici- 
pated, or the real-estate taxes had been greater, then there would have 
been no ability to return any part of this c: oe al. 

The Cnamman. Do you agree it was set up on the basis that the 
stockholders that put in the $900,000 were to get it back without paying 
any income tax out of the earnings? 

Mr. Naru. Senator, I would like to say this to you—— 

The Cuamman. Answer my question. 

Mr. Naru. I am going to. 

The Cuairman. Right now, answer it without making a speech. 
Answer my question. 

Mr. Naru. Would you repeat your question ? 

The Cuamman. Isn’t it a fact that the $900,000 was set up on the 
basis that out of the first 2 or 3 years’ earnings that the stockholders 
would get the $900,000 without having to pay any income tax on it? 

Mr. Nari. I can’t say that. 

The Crramman. Isn't that exactly what happened ? 

Mr. Naru. It isn’t a question of 2 or 3 years, or 20 years. It is 
simply if at any time there is money in the corporation, out of income, 
which can be paid without income taxes, that that is accepted way of 
handling it, and I want to say to you, Senator, that in my oflice, where 
we have handled many more transactions that are not FHA, we ‘alw ays 
handle them that way, and Mr. Simon knows that. 

Mr. Stwon. I have no notion of what you are doing in your office. 

Mr. Naru. What you did in your office. You use capital and 
surplus. 

The Ciramman. I think you can do a lot of things in private in- 
dustry that you cannot do when the Government is guaranteeing the 
mortgage. 
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Are you going to sit there and deny that when this $126,000 is paid 
back—$12 3,814. 47 is paid back out of paid-in surplus—that the cap- 
ital structure of that corporation will be $7,500? 

Mr. Narn. No;Iamnot. Of course not. 

The Cuairman, That is exactly what it will be. 

Mr. Naru. That is years later out of the income from the property. 

The Cuairman. It is down now to $131,000, and this is December 
31, 1 te It has been 2 years after it was finished. 

Mr. Navn. Senator, we have no difference of opinion about that, 
so ae as we both recognize that what is paid comes out of the income 
from the property, and not out of any proceeds of mortgage. We 
are in complete agreement. 

The Cuamman. There is no question about that. 

Mr. Naru. That is what I said. 

The Cuamman. My —_ is that you are going to end up here 
with a corporation worth $7,500, that will have, or did have or iginally, 
a $6,300,000 Government mortgage. 

Mr. Naru. Yes, and it originally had a capital, that particular cor- 
poration, of $750,000. 

The Cuarrman. It had $750,000, which was paid-in surplus. 

Mr. Naru. That is right, capital ‘and surplus. 

The Cuamman. Paid-in sur plus, on the basis that it could be taken 
out of the first earnings, if you wanted to, as a corporation. 

Mr. Natu. That is right, if the earnings were there. 

The Crratrman. And reduce it to $7,500. That is exactly what you 
have been doing, and that is what you intend to do. You now have 
it down to $123,000. 

Mr. Naru. That is correct. 

The Cuarrman. Thank you, sir. 

Mr. Stuon. The mortgage was $6,300,000, which was the maxi- 
mum—— 

Mr. Kramer. $350,000. 

Mr. Stmon. $6,350,000, which is the maximum the statute per- 
mitted, because the statute permitted $8,100, and that amount is $8,100 
times the number of units in the apartments ? 

Mr. Kramer. That is correct. 

Mr. McCuttocn. Have you or your counsel made all the comments 
you would like to make about this procedure, since the imputation or 
inference that it is in some way irregular has arisen in connection 
with this project? 

Mr. Kramer. Yes, except for one thing, and I think that anybody 
who is familiar with the real-estate business would know that where 
there is a very full mortgage, as there always is under section 608, 
that there is considerable risk to the equity capital, and no one would 
go into it unless he had some idea that he would get his capital back 
in a reasonable time. 

The Cuatrman. Let me ask you this: Was this capital put in, did 
you agree to put it in prior to the time FHA agreed to guarantee the 
mortgage ? 

Mr. Kramer. Oh, yes. They agreed to put it in. They signed the 
subscription blank agreeing to ‘put up this building, provided we were 
able to build it. 

The Cuarrman. And get an FHA mortgage? 
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Mr. Kramer. Get an FHA Joan; yes, sir. 

The Cuairman. Once you got an FHA mortgage nobody in the 
world could change it ¢ 

Mr. Kramer. No. The FHA could foreclose and take it away and 
wipe us out completely. 

The Cuarrman. How could they take it away from you if you met 
the monthly payments ? 

Mr. Kramer. They couldn't. If there weren’t some speculation in 
this thing you would have buildings sprouting all over the place, 
instead of a housing shortage as there is today in Chicago. 

The Cuarrman. I fail to see much speculation when the Federal 
Government guarantees the mortgage. 

Mr. Kramer. They don’t guarantee the equity. 

Mr. McCuttocn. Is the element of speculation and risk in this par- 
ticular instance perhaps of even greater because of the expensive 
character of the area 4 

Mr. Kramer. It is an even greater one because it is a leasehold in- 
stead of a fee. There is always more danger involved in that. 

Mr. McCutxocn. May I refer to one other thing? 

The Chairman has, I think, very clearly and properly given you an 
opportunity to deny that you paid any fee to Mr. Sorgatz, who was 
an employee of the FHA. 

Mr. Kramer. Yes, sir. 

Mr. McCutiocn. You have made that denial. I have searched the 
record of yvesterday’s hearings, and I cannot find that Mr. Sorgatz 
claimed that he got any such ‘feet from you. But unfortunately, ‘and 
I am sure inadvertently, a newspaper report to that effect has ap- 
peared in print, which would be very damaging if true. 

Do you, knowing of newspaper comment, deny the truth of that, 
that, as Iam confident Mr. Sorgatz himself would also? 

Mr. Kramer. I emphatically deny it. It is not true. We are de- 
manding a retraction from the newspaper who printed that story, a 
retraction of the type that we want. 

Mr. Kenney. There is one question I want to bring out. 

The Cuatrman. Mr. Kenney. 

Mr. Kenney. I think it will summarize this difficulty. 

It seems to have arisen because the FHA overestimated by the sum 
of $1,419,000. At the time this project was processed in 1949 every- 
thing was on the basis of estimates. FHA made the estimate and 
pledged the Government guarantee of the loan, based on this esti- 
mate. They had no way of knowing whether they would be right 
after it was completed than you did in knowing that you would be 
right after the building was completed. You made your estimate, 
which was lower than FHA and you felt that that was right enough 
that you pledged $900.00 in equity capital. You might have been 
entirely wrong and could have lost the entire $900,000, “couldn't you? 

Mr. Kramer. Yes, sir. 

The Cnatrman. It would be hard to lose $900,000. Mr. McCulloch 
brought out you took a chance on this location. There isn’t a better 
location in Chicago to build a building of that nature. 

Mr. Kramer. That is correct. <A fine location. 

The CrarrmMan. You couldn’t possibly take any chance on building 
that building at that location. 
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Mr. Naru. Every building in that area went into foreclosure dur- 
ing the depression. 

Mr. Srmon. If it goes into foreclosure again, who will be holding 
the bag? 

Mr. Narn. Certainly the FHA, if it is still an FH A-insured loan. 

Mr. Stmon. Within another 6 months they will have every dime of 
their money out. 

Mr. Naru. That is only because the thing has worked out. 

Mr. Stmon. That is only because it worked out satisfactorily ? 

Mr. Narn. That is right. 

Mr. Kenney. The point I want to make is that nobody knew until 
21% or 3 years later that the actual costs would be $1,419.000 under the 
FHA estimates. Nobody knew anything about that, and that brings 
up this whole problem: At the time the project was processed it was on 
the basis of estimates, and this did not enter the picture at all. 

The CHamman. Do you think it is coincidental that the amount the 
FHA appraised it at was the amount necessary to give you 614 percent 
on S40 aroom! Do youthink there is any coincidence to that 

Mr. Kramer. It appears that way, sir. 

The CuatrMan. It appears that way, doesn’t it? 

Mr. Kramer. Yes, sir. 

The Crarrman. If you were the chairman of this committee you 
would be a little suspicious, too, wouldn’t you ? 

Mr. Kramer. I said it appears to be a coincidence. 

Mr. McCutrocn. I have two more questions, Mr. Chairman. 

One, at the time of making of the FHA cost estimate were there not 
a number of bidders for the construction contract that made estimates 
of the cost of this construction which amounted to a figure fairly close 
to the FHA estimate? 

Mr. Kramer. Yes. I listed three of them that were from relatively 
few dollars to three and four and five hundred thousand dollars with- 
in that estimate. 

Mr. McCutiocn. What was the range between the high and low 
bidders of those who furnished you bids in connection with the con- 
struction work, approximately ? 

Mr. Kramer. They ran from the $7,200,000 that it did cost up to 
$8,400,000 or $8,500,000. 

Mr. McCutzocn. So that various private enterprisers, all making 
estimates on the basis of the same plans, had this wide range between 
high and low. And obviously they were not furnishing you cost esti- 
mates in an effort to reach a certain rental ? 

Mr. Kramer. That is correct. The high bid was $8,461,329—the 
high cost, I should say. 

Mr. McCutzocn. In view of the favorable financial record that the 
corporation has had, would you let the committee know whether you 
have had a fairly full occupancy history in the operation of the 
building ? 

Mr. Kramer. The apartments in this building are without any ques- 
tion the greatest bargain in the city of Chicago, and we have the long- 
est waiting list—I am sure we have the longest waiting list of any 
building in the city. 

The Cramman. There can be no question about it 

Mr. McCutrocn. You have had 100-percent occupancy ? 
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Mr. Kramer. Continuously. 

The Cuamman. There can be no question about that location, 

Let me say this to you: As chairman of this committee, you would 
be a little suspicious. You likewise might get out of humor occasion- 
ally when the head man of this organization, the section 608 program, 
Mr. Powell, in Washington, who has worked for the United States 
Government for 20 years, who was the manager and top man, and 
could say “Yes” or “No” on all these matters that we have been dis- 
cussing here cae morning, on 2 occasions refuses to testify before this 
committee, and hides behind the fifth amendment. 

I suspect, Mr. Kramer, it would make you a little suspicious, too. 

Thank you very much for your testimony. 

Mr. McCuutocu. He is released as a witness ? 

The CuarrmMan. Will you stand by a few minutes?) Thank you for 
your courtesy. 

Now, Mr. Bonthron, will you be sworn ? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God? 


TESTIMONY OF E. HERBERT BONTHRON, CHIEF VALUATOR, 
CHICAGO, FEDERAL HOUSING ADMINISTRATION—Resumed 


Mr. Bonrnron. I do. 

The CuatrMan. Please be seated and give your name to the reporter. 

Mr. Bonruron. E. Herbert Bonthron. 

Mr. Suwon. Your address, Mr. Bonthron. 

Mr. Bonturon. 7800 Euclid Avenue, Chicago. 

Mr. Suwon. Your occupation ? 

Mr. Bonruron. Chief valuator for the Federal Housing Adminis- 
tration, Chicago office. 

Mr. Smron. How long have you been chief valuator for FHA ? 

Mr. Bonruron. Since 1943. 

Mr. Smon. Are you acquainted with the Michigan Shores project. 

1350 Lake Shore Drive? 

Mr. Bonruron. I am. 

Mr. Simon. What is the function of the chief valuator? 

Mr. Bonruron. To supervise the operation of the valuation depart- 
ment. 

Mr. Sron. Did your assistants put a valuation on the land on which 
that building is built ? 

Mr. Bonrnron. Yes: they did. 

Mr. Srwon. What was the valuation of your appraiser ? 

Mr. Bontruron. The first valuation was $650,000. 

Mr. Simon. Was there a second valuation ? 

Mr. Bonruron. Yes. 

Mr. Simon. Why was there a second valuation ? 

Mr. Bonruron. Mr. Kelly, director at that time, was not statisfied 
with that valuation, and called the valuator into his office and told him 
so, and told him that he expected a higher valuation, so he finally came 
in with a valuation of $700,000. 

Mr. Stuon. Was this still the same first valuator? 

Mr. Bonrnron. Yes. 

Mr. Simon. Then what happened? 
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Mr. Bonturon. Mr. Kelly was not satisfied with that and he called 
another valuator in, unbeknown to me, and called him into his office. 

Mr. Stmwon. Was this man one of your assistants ? 

Mr. Bonruron. One of my men; yes. One of my valuators. And 
give him quite a talk, and he then came in with a value of $750,000. 

Mr. Srwon. Mr. Kelly was satisfied with that? 

Mr. Bonruron. No. He got the first valuator to come in with the 
second one, and agree to the $750,000, and = him that he was still 
unsatistied. He said “You know as well as I do that in these lease- 
holds you cannot get anybody interested in buying these leaseholds for 
a return of 4 perce ent. None of them will take less than 5 percent. 

Mr. Stuon. The FHA regulation provided for 4 percent 

Mr. Bonriron. Four percent, the same as the interest paid on the 
mortgage. So that they finally, under duress, of course, came up with 
a valuation of $800,000. 

Mr. Srwon. You say that was under duress ? 

Mr. Bonruron. Yes. 

Mr. Simon. How many leaseholds are there in the city of Chicago 
on residential apartments ? 

Mr. Bonruron. We made a‘survey in June of this year. We got 
in touch with all of the large m: agement firms that deal in the prop- 
erties in this general location, and called up various members of the 
American Institute of Real Estate Appraisers, who make appraisals 
in through there, and the only leasehoids that we could learn of were 
the two that were made under FHA. 

Mr. Stmon. What were those two? 

Mr. Bonruron. That was 1360 Lake Shore Drive. 

Mr. Simon. The Michigan Shores project ? 

Mr. Bonruron. The Michigan Shores project, and the other one was 
the Walton-Seneca 

Mr. Simon. As far as you know, are those the only two leaseholds 
in the entire city on residential property ? 

Mr. Bonruron. That is the only ones I know of. 

Mr. Simon. How does FHA normally estimate the cost of the 
project ? 

Mr. Bonrnnron. The cost engineer will take off the quantities of 
materials, and estimate the materials and the labors of the various 
trades, accepting, for instance, electricians, heating, and plumbing. 
He will get bids from various subcontractors for that. 

Mr. Staton. Is what you are saying they will take off a number of 
feet of lumber, a number of yards of concrete, and then determine 
the cost of the building by taking of those quantities ? 

Mr. Bonturon. That is right. 

Mr. Stmon. How was the ‘estimating done in the Michigan Shores 
project ? 

Mr. Bonrnron. That was done on the basis of Chicago Real Estate 
Board Cost Book. 

Mr. Sraon. Will you explain how that is done? 

Mr. Bonruron. The Chicago Real Estate Board Cost Book, on 
one of the pages there, it gives : the cost for elevator apartment build- 
ings, just one page, with a meager description of the building, and 
shows the cost per square foot, the cost per cubic foot, and, of course, 
on the subject property, of course, you could have a plan showing 
in detail what you had, as well as the specification. 
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Mr. Srwon. Are you saying they determine the number of cubic 
feet in the building and multiply it by some factor ¢ 

Mr. Bonruron. That is right. 

Mr. Simon. In your opinion, is that an accurate way to estimate 
costs ¢ 

Mr. Bonruron. Not near as accurate as taking over the quantities. 

Mr. Stuon. Why isn’t it accurate ¢ 

Mr. Bonrrron. To begin with, as I say this one page in the cost 
book of the real estate board fust gives a short description of the 
building, where here, when you are building the building you have 
got detailed plans and detailed specifications, so that there is no 
comparison between the two. 

Mr. Sraon. Is the real estate board formula based on an average? 

Mr. Bonrnron. I would imagine so. 

Mr. Stwon. Isthat the formula apt to come out more or less accurate 
in a big building than in a small building? 

Mr. Bonriuron. Definitely in a larger building there would be a 
greater difference. 

Mr. Simon. Did the Chicago office of FHA in 1949 formally make 
estimates by the Chicago Real Estate Board method or by taking off 
quantities ? 

Mr. Bonrnron. Our regular procedure called for taking off quan- 
tities. At that time we had a large group of section 608’s in the office, 
and, as I understand, Mr. Kelly got permission from Washington to 
use the Chicago real estate book, because that was much quicker. 

Mr. Simon. Quicker because you merely took the cubie content and 
multiplied it by a factor? 

Mr. Bonruron. Yes, sir. 

The CHatrman. It also figured out higher in the end ? 

Mr. Bontnron. Apparently. 

Mr. Sruon. Did the Chicago Real Estate Board formula come out 
higher in all the cases, or in the majority of the cases, than the taking 
off of quantities? 

Mr. Bonturon. Well, that I couldn’t say, because I didn’t have a 
chance to make those comparisons, but on this here one, it certainly 
demonstrated it. It must have. 

Mr. Stvon. You say that is not as accurate as taking off quantities ? 

Mr. Bontnron. Definitely not. 

Mr. Stuon. What are the rents of this project ? 

Mr. Bonturon. The rentals average $40.12 per room for the apart- 
ments, and $25 per stall for the garage stalls. 

Mr. Sron. Is the rent based on a return of 61 6 percent of the 
estimated cost of the project ? 

Mr. Bonruron. Including the land and the working capital. 

Mr. Srwon. Is that the manner in which you were required to esti- 
mate rents in all section 608 projects ? 

Mr. Bonruron. Yes. The gross rental could not exceed an amount 
that would permit a 614-percent return. 

Mr. Sron. Was that a regulation binding on your office? 

Mr. Bontruron. Oh, yes. 

Mr. Srvon. Could the office, if it wanted to, have fixed a rent at a 
higher level and a return of 614 percent on the estimated cost? 

Mr. Bonruron. It would be violating our regulations. 
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Mr. Stuon. What are the monthly rentals of this project in terms 
of dollars per apartme nt ? 

Mr. Bonruron. The 5 rooms, as I reeall, went from about $220 to 

S275 per apartment, depending on location, floors, ete. 

Mr. Simon. In your opinion, is that the type of project that section 
608 of the housing law was intended to finance? 

Mr. Bonruron. No. I objected to it to Mr. Kelly at the time. I 
told him that I thought that this was luxury housing, and wasn’t 
housing for veterans, for which this legislation was passed ? 

Mr. Simon. And you objected on that ground ¢ 

Mr. Bonruron. Yes, sir. 

Mr. Srwon. You were overruled ? 

Mr. Bonruron. That is right. 

Mr. Simon. Thank you, sir. 

The CHarrMman. Is it a fact that had the rent been based upon the 
actual cost of this project, which is some $7,200,000 rather than 
$8,600,000, plus the land, that the rents at the moment would be 
S100,000° less ¢ 

Mr. Bonrnron. That is right, approximately $100,000 less. 

The CHairman. That is a correct statement ¢ 

Mr. Bonrnron. Yes 

The Ciaran. That is your testimony ¢ 

Mr. Bonruron. That is right. 

The Cuarrman. Thank you, sir. 

Mr. Simon. That continues over the 32 years of the mortgage ? 

Mr. Bonrvunron. It will if the rentals are not changed, and if the 
operating expenses and taxes do not change. 

Mr. Simon. What you mean by that is if the operating expenses 
go up they can come in and ask for an increase in rent because of the 
increased operating expense 4 

Mr. Bonrnron. That is right. 

Mr. Stuon. But the factor of 614 percent return on estimated costs 
will remain the same throughout the 82-year term of the mortgage ? 

Mr. Bonrnron, That is correct. 

The Cuarrman. Mr. McCulloch, do you have some questions ? 

Mr. McCunrocn. What was your function, Mr. Bonthron, as chief 
evaluator in connection with the estimates of cost which FHA made? 

Mr. Bonruron. The costs were estimated by the cost engineering 
and the architectural department, and those costs were given to the 
valuation section. We accepted those costs. We had no alternative. 
We accepted those costs, and added to that our land value, plus the 
financing and carrying charges, and legal and organization expense. 

[ did from time to time question the costs, where the vy were higher, 
but I was told by the chief architect that in his opinion the cost esti- 
mated by the sponsor was incorrect. 

Mr. McCurxocn. Did you give any direction to the department doing 
the physical valuation as to what kind of valuation they should give 
you? 

Mr. Bontnron. We didn’t make the valuation. We only valued 
land and added that to the architect’s costs. 
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Mr. McCuttocu. I beg your pardon. I used the wrong word. 

Did you give any instructions to the engineering and architectural 
departments with reference to the cost estimate? 

Mr. Bonturon. No. 

Mr. McCuttocn. Of physical construction ? 

Mr. Bontnron. No. 

Mr. McCutzocn. Did anyone give you any direction with respect 
to fixing that cost estimate in order to reach a certain rental ? 

Mr. Bontruron. No, sir. 

Mr. McCuuiocu. Did you hear at any time in the FHA of any- 
thing other than an honest attempt to fix this cost estimate accurately ¢ 

Mr. Bonturon. I did not hear of any fixing of cost estimates. 

Mr. McCuttocn. In connection with the valuation of the land, are 
you familiar with the other transactions that may have been made 
next to or very close to the property that is under discussion here / 

Mr. Bonruron. I don’t know what you mean by that. 

Mr. McCutiocu. Are you familiar with sales that may have been 
made at or about or shortly after the time of the sale that is in ques- 
tion here? 

Mr. Bonruron. We make a survey, and check other vacancies, get- 
ting listing prices, actual sales, assessed valuations, and so forth, and 
we establish our land value by comparison. 

Mr. McCutocu. At the sale price of $750,000 for this piece, as it 
was bought by the insurance company, what does that figure to 
roughly per square foot ? 

Mr. Bonturon. That would be about $7.50 a square foot. 

Mr. McCutntocw. Do you know of other sales since that time in 
that area, and the approximate square-foot price that sellers have 
charged in those sales ? 

Mr. Bonrnron. I don’t know—that is, I do not have any actual evi- 
dence, but I have heard about sales prices, but I have never checked 
them. 

Mr. McCunxrocn. Have you heard they were higher or lower? 

Mr. Bonturon. Higher. 

Mr. McCutxiocn. About how much higher ? 

Mr. Bontruron. I was told that there was a piece sold in that vicinity 
for $12 a square foot, but I didn’t check that. 

Mr. McCutxocn. That checks, also. Again T am sure the chairman 
would not mind my revealing this—with the testimony given in 
executive session by the real-estate man who has been before us this 
morning. I think those prices went up 

The CriarMan. Executive session this morning ? 

Mr. McCutiocn. No, by the man who was here this morning, Mr. 
Kramer. 

He gave similar evidence in executive session, as you will recall. 

So that the valuation of the land in that area as revealed by sub- 
sequent sales, even at $800,000, appears not to have been excessive, 
at least in the light of subsequent developments ? 

Mr. Bonruron. It was at that time, in my opinion. 

Mr. MeCutiocn. I understand that was then your opinion, and 
vou so testified. 

Back once more to the question of the estimate of cost, which the 
FHA made. It has been stated here in some of the questioning that 
evidently the FHA reached that estimate of cost of some $8,600,000 in 
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order to reach a certain rental. Do you know of any evidence to sup- 
port that? 

Mr. Bonturon. No, I do not. 

Mr. McCutuocn. So, so far as you are advised, as chief valuator, 
having seen the figures go through your hands, you believe that the 
FHA made an honest estimate of this cost ? 

Mr. Bontruron. So far as I know. 

The Cuarrman. Do you think it was a coincidence? 

Mr. Bonruron. Yes, sir. 

The CuatrmMan. Just a coincidence. It worked out that way. 

Mr. Bontruron. Yes, sir. 

The Caarrman. But you have testified that you had a formula of 
> percent on the cost? 

Mr. Bontruron. That is right. 

The Cuarrman. And had 614 percent in this instance been used on 
the cost the rent at the moment would be approximately $100,000 less ? 

Mr. Bonturon. That is right. 

The Cuarrman. Thank you, sir. 

Mr. Kenney. One question, Senator. 

In conclusion, is it your opinion that the one mistake in this whole 
thing is the fact that FHA overestimated the cost ? 

Mr. Bonturon. Definitely, and also in the land value. 

Mr. McCutxiocn. Is it your conclusion that that estimate was a 
mistake on the basis of what has happened since ? 

Mr. Bonruron. It was a mistake at that time. I can only go at that 
time, and that is what we were working on. 

Mr. McCunvocn. But you checked the figures and put them through 
as an FHA official. 

Mr. Bonrnron. That is right. IT had no alternative. 

Mr. Kenney. But you only knew that the mistake in the estimate 
of cost is made after the building is comple ted, which was some 21%, 
or 3 years after FHA had made their original estimate / 

Mr. Bonruron. That is right. 

The CHatrMan. Did you have before you at all times Mr. Kramer’s 
application for insurance mortgage showing that it would only cost 
$7,200,000, approximately ? ? 

Mr. Boiron. Yes, sir. 

The Crurainman. And Mr. Kramer was satisfied with that? 

Mr. Bonruron. Yes, sir. 

The Cuatman. And yet in spite of that the office issued a commit- 
ment of estimate of some $8,600,000 ? 

Mr. Bonruron. T had no jurisdiction over the cost. 

The Cuairman. Thank you very much. We appreciate your 
testimony. 

I might say this in case some people are wondering about. who is up 
here at the table this morning asking questions, Senator Douglas, as 
you gentlemen know, is a me umber of this committee. Therefore, he 
is entitled to be present and ask questions, and he cannot be present 
today so we are very happy to have his administrative assistant, Mr. 
McCulloch, act in Senator Douglas’ place. 

At this point, I would like to place into the reeord a copy of the 
letter that Mr. Kramer wrote the Citizens for Douglas Committee: 
also a copy of the letter that Senator Douglas wrote to me in respect 
to a newspaper article; and a copy of my reply. 
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(The information referred to follows :) 
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UNITED STATES SENATE, 
Washington, D. C., September 13, 1954. 


Hon. HoMrer CAPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

Dear HoMER: I am attaching to this letter an article from the Joliet Herald- 
News of September 1, 1954—which appeared also in other Copley papers of this 
same date—charging that Mr. Ferd Kramer of the firm of Draper & Kramer, 
who is stated to be actively supporting my campaign for reelection, “reaped a 
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$1,650,000 ‘windfall’ profit” from an FHA insured apartment development known 
as the Michigan Shores Building in Chicago. 

While the article attributes the information on which it is based to Harold 
Rainville, of Senator Dirksen’s staff, it does not further identify the source. 
It does, however, make several references to you and to our committee’s inves- 
tigation of FHA, and the unfavorable inferences relating to me are obvious, 

I have made an investigation of the charge and have found that it is not true. 
Mr. Kramer did not receive any windfall on that project. He and his associates 
on the contrary invested almost a million dollars in excess of the mortgage 
loan of $6,854,000 which the FHA guaranteed. I cannot find that they com- 
mitted any illegal or improper action on this matter. The project appears to 
be highly successful and popular one, serving tenants at rates lower than those 
for other comparable apartments. 

The implications about me are also untrue. Neither T nor any member of 
my staff did, or was asked to, interced in any manner in connection with this 
loan guaranty. I fact I did not know of the FHA guaranty or of the friendly 
support being given to my campaign by Mr. Kramer—a lifelong Republican— 
until I saw the attached newspaper report. 

I am writing you therefore to inquire whether the FHA investigating staff 
of our committee could in any way have originated this untrue and unjust report, 
and if not whether you can determine this actual source. 

I also request that you investigate to determine the truth of the charges and 
innuendoes in this newspaper report. If you find, as I did, that they are not 
true, I further request that you write me such a statement of the facts as I 
can release publicly, to redress the injustice to Mr. Kramer and to me and to 
correct any public impression that our committee or its staff is the medium for 
the release of irresponsible and untrue charges for political purposes. 

I rely upon your sense of fair play to set the record straight in this case. 

“aithfully yours, 
Patt H. Dove.as. 


Cnricaco, Inv., September 14, 1954. 
Hon. Paut H. Dova.as, 
United States Post Office and Courthouse, 
Chicago, Tl. 

Dear Patt: Thank you for your letter of September 18 and also for bringing 
to my attention during our discussion yesterday the attached newspaper article. 

I have run the matter down, and here is exactly what happened : 

Mr. Moreland, the Chicago FHA director, mailed to Senator Dirksen’s office 
in Washington the attached letter, written on the Citizens for Douglas Com- 
mittee To Reelect Senator Paul H. Douglas stationery, signed by Mr. Ford 
Kramer—and wrote on the border of the letter, as you will notice, that this 
Mr. Kramer is the gentleman who built the Michigan Shores project, where the 
FHA appraised valuation was for $1,650,000 more than the cost. 

Mr. Rainville, in Senator Dirksen’s office, informs me over the telephone that 
he in turn handed the letter to Mr. Richards, a newspaperman, and that Mr. 
Richards wrote the story herewith attached. 

The newspaper article, of course, was wrong in stating that Mr. Kramer and 
his company made a windfall profit of $1,650,000. They were also wrong in 
intimating that you had anything whatsoever to do with this project, because 
our inquiry fails to disclose whether you even knew anything about it. How- 
ever, in all fairness to Mr. Moreland, yourself, and Mr. Rainville, and other 
interested parties, one must say that the so-called misrepresentation of the facts 
came about through virtue of the fact that as a result of FHA’s appraised valua- 
tion of Mr. Kramer’s project at $8,600,000, rather than the actual cost, which 
was estimated by Mr. Kramer to be some $7,100,000, resulted in an increase in 
rentals of approximately $100,000 a year as a result of FHA’s overestimating the 
cost of this project by approximately $1,650,000. 

While this committee had absolutely no knowledge whatsoever of the news- 
paper article and had absolutely nothing to do with the issuing of the statement 
on which the article was written, we are happy in this instance to assist you 
in straightening the matter out. 

You may use this letter in any way you see fit in order that the people may 
have the exact facts. 

Sincerely, 


4 Homer E. CareHart, Chairman. 
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The Cuatrman. I believe that is all we need to place in the record 
on this matter. 

Our next witness is Mr. Bard. 

Mr. Bard, will you please take the stand. 

Mr. Bard, will you please be sworn: 

Do you solemnly swear that the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth, so help you 
God? 


TESTIMONY OF JOHN A. BARD, ACCOUNTANT, BANKING AND 
CURRENCY COMMITTEE—Resumed 


Mr. Barn. I do. 

The Cramman. Will you give your full name to the reporter, 
please 

Mr. Barn. John A. Bard. 

The Ciaran. I want to say this, Mr. Bard is an employee of the 
General Accounting Office in Washington, D. C., and he has been 
loaned to us along with other men from the General Accounting Office 
to assist in this investigation or study, and we have asked him to give 
us certain facts and information in respect to this disputed matter 
of rents. Mr. Counsel, you may proceed, 

Mr. Suwon. Mr. Bard, have you computed the difference between the 
rent schedule presently in effect in Michigan Shores property, author- 
ized by the FHA project letter, and what would have been the rent 
schedule if the actual costs had been used instead of the FIA estimate, 
and if the appraiser’s estimate of the land had been used instead of 
the figure to which Mr. Kelly urged them to increase it. As I under- 
stand it, you have used the December 31, 1952, balance sheet of the 
company ? 

Mr. Barp. That is right, sir. 

Mr. Stuon. By whom was that balance sheet prepared ? 

Mr. Barn. The balance sheet was prepared by Davis Himmelblau 
& Co. They are certified public accountants of Chicago, Il. 

Mr. Sraon. They are the auditors for the owners of the property ? 

Mr. Barv. Apparently so. They prepared this balance sheet and 
certified to it. 

Mr. Stuon. The copy you had is the copy that the owners filed with 
FHA? 

Mr. Barp. That is right, sir. 

Mr. Simon. Would you tell the committee, please, what your com- 
putation is? 

Mr. Barn. In the first place, the total cost of the assets, as indicated 
by this balance sheet, are $7,114,175.03. That includes maintenance 
equipment of $3,832.43, and store fixtures of $14,905.66 that I have 


eliminated from my figures. The direct cost of the project is 
$7,095,438. 


Mr. Simon. Those items that you have eliminated would not be 
covered by mortgage; w ould they g 

Mr. Barp. That is right, sir. 

In my figures I have adjusted the land value to $650,000, instead of 
the $800,000 used in the rent schedule. It makes a difference of 
$1,738,028, 
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The CrairmMan. Is that the figure we have been talking about here 
this morning as being $1,650,000? 

Mr. Barn. That is right, sir. 

The Cuairman. It is $1,780,000, according to your computation ? 

Mr. Barn. Yes, sir. 

Mr. Stmon. The difference, Mr. Bard, is you have added to the dif- 
ference in building cost and building estimate the $150,000 by which 
the land valuation was increased by Mr. Kelly ? 

Mr. Barp. That is right, sir. 

Now, on the basis of 6% percent, on the $1,738,028, the rent schedule, 
or the allowable net return on rents, is in excess at the present time of 
the figure based upon my calculations of $112,970. 

Mr. Srxron. You are saying if the rents instead of being based on 
the $800,000 valuation for ‘the |: and, and FITA’s estimate of cost of the 
building, if instead they had been based on the actual cost of the 
building, as shown by the December 31, 1952, balance sheet, and the 
appraisal made by the appraisers of the land 

Mr. Barp. Of $650,000. 

Mr. Simon. The rental ceilings for the property would be the figure 
you have given? 

Mr. Barp. Would have been $112,970 less than what was actually 
used. 

Mr. Simon. Is that per year? 

Mr. Barp. Per year, sir. 

Mr. Srwon. And the mortgage runs for 32 years ? 

Mr. Barp. The mortgage runs for 32 years. 

The Cratraan. You have been with this committee now for 2 or 3 
months, and you have audited and looked over many of the section 
G08 statements, and the computations on the rents? 

Mr. Barp. Yes, sir. 

The Cuarrman. Do you find in every instance that it was computed 
on the basis of 64% percent? 

Mr. Barp. In every one I have examined, sir. 

The Cuarrman. Every one you have examined has been on the 
basis of 614 percent ? 

Mr. Barn. Six and a half percent of the replacement cost. 

The CiarrmMan. Any questions ? 

Mr. MeCunioca. Yes, Mr. Chairman. 

Mr. Bard, is it your understanding that it is the practice of FHA 
to fix the rental schedules in advance of construction ? 

Mr. Barn. I so understand. 

Mr. McCutiocn. Do you know of any way in which the actual 
costs of construction about which Mr. Simon has just been asking 
vyou—any way in which the actual cost of construction could be used 
in fixing the rental schedule, 214 years before completion of that 
construction 4 

Mr. Barn. No, I don’t, if I understand your question correctly ; that 
it is not possible to determine actual cost of construction 2 years prior 
to the construction taking place. I don’t believe that would be 
possible. 

Mr. McCutniocu. So the questions which Mr. Simon has been ask- 
ing you have been hypothetical and more or less of the nature of 
a question like this: “If we have no ham and if we have no eggs, will 
we nevertheless have ham and eggs?” He thus asks in effect if we had 
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different cost estimates and a lower rent schedule—in which case the 
sponsors would not have built the apartments—how much lower 
would the tenants’ rents have been? You recognize the hypothetical 
character of the questions that have been asked ? 

The Cuarrman. Let me say this 

Mr. McCuuzocn. I merely want to be clear, Senator, that when 
we talk about actual costs in his computations 

The CnarrMan. You are confusing the issue, and you are confus- 
ing the witness. There is no ham and eggs. This office estimated 
the cost to be $8,600,000. That is definite. Nobody has denied it. It 
is in the record. 

Mr. McCuniocu. No question about it. 

The CiramrMan. There is no question but what the cost of this 
project was seven-million-two-hundred-thousand-some-odd dollars. 
There is no question about that. There is no question but what Mr. 
Kramer filed an application that was before these gentlemen that did 
the appraising saying this property would cost $7,200,000. There is 
no question but what he has testified that he told them he would not 
build the project unless he could get a $40 per unit rent. There is no 
question about that, and he couldn't get a $40 unit, and Mr. Kelly, 
head of the office here, could not give him a $40 unit under the regula- 
tions unless the project was appraised for replacement purposes on 
the basis of $8,600 000—ap proximately $8,600,000. 

The law requires that they appraise these buildings in advance, 
set the rents in advance, and set the mortgage amount in advance. 
There is no question about that. 

I think if there is anyone confused, Mr. McCulloch, it is yourself. 

Mr. McCutxocn. I defer to your judgment, although I may not 
agree with you. All I want to point out is, as you did in your con- 
clusion, th: at the law did require setting those rates in advance, and 
Mr. Simon’s question-asking him to fix a rental based upon “actual” 
costs which were learned about 2 to 214 years later, is a fairly hypo- 
thetical question. I suppose I could prove as much if I should ask 
Mr. Bard if FHA had fixed a cost estimate of $5,000,000, wouldn’t 
the rents have been very, very much less? 

Mr. Barp. Yes. They would. Based upon their formula and upon 
the way in which they estimate the rents in advance, certainly. 

Mr. McCutiocn. But in that case the building would not have been 
built, and no rents, high or low, would be paid. The fact of the mat- 
ter is, from the evidence here—and you heard it and reviewed the 
record—that they set a higher cost estimate and fixed the rents as they 
had to under the statute at that time on the basis of the cost estimate 
they made at that time; is that correct ? 

Mr. Barp. The annual rent schedule based upon the repli wcement 
cost, as indicated in the project analysis, together with the valuation 
of the land, as placed by the FHA, and as shown in the project analy- 
sis, together with the 114 percent of the mortgage loan for working 
capital. 

Mr. McCutxocn. And the requirement for setting the rent schedule 
at that time is the requirement of the law; is that correct ? 

Mr. Barp. As I understand it, yes. 

The Cuatrrman. Any questions? 

Mr. Kenney. No, sir. 

The Crrarrman. Thank you very much, Mr. Bard. 
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Our next witness will be Mr. Jackson. Will you come forward, 
please, Mr. Jackson. 

Mr. Jackson, will you be sworn, please: 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God? 


TESTIMONY OF CARL A. JACKSON, CHIEF UNDERWRITER, CHICAGO, 
FEDERAL HOUSING ADMINISTRATION 


Mr. Jackson. I do. 

The Cuairman. Thank you, sir. 

Will you be seated and give the reporter your full name and ad- 
dress and your position with FHA? 

Mr. Jackson. Carl A. Jackson, 6855 North Mendota Avenue, Chi- 
cago, and I am chief underwriter in the local office. 

The Cuairman. Of the Chicago office? 

Mr. Jackson. Yes, sir. 

The Cuarrman. How long have you been with FHA ? 

Mr. Jackson. Nineteen years. 

The Cuarrman. You went to work for them about 1934 or 1935? 

Mr. Jackson. 1935. 

The Cuairman. You are now what? 

Mr. Jackson. Chief underwriter. 

Mr. Sruon. Were you chief underwriter in 1949, Mr. Jackson? 

Mr. Jackson. Yes. 

Mr. Simon. The chief underwriter has responsibility for approving 
section 608 mortgages with respect to the appraisals, architectural 
features? 

Mr. Jackson. That is correct. 

Mr. Simon. Are you acquainted or do you recall the Michigan 
Shores project? 

Mr. Jackson. Yes. 

Mr. Suwon. Will you tell us how FHA estimated costs for rental 
housing projects under section 608 of the Housing Act in 1949? 

Mr. Jackson. W ell, we had two methods that could be used. One 
was by the taking of a quantity of materials and developing unit 
prices to apply to the quantities, and in some instances cost prices 
that were developed by the Chicago Real Estate Board were used. 

Mr. Srron. Which method was the normal method in 1949? 

Mr. Jackson. Well, either method might have been used, whichever 
was in the judgment of the chief architect the most practical method 
to use for covering the particular project which might be involved. 

Mr. Simon. Were you examined in an executive session about 10 
o'clock last night ? 

Mr. Jackson. About 8:30, I believe. 

Mr. Simon. About 8:30 last night. Did you testify at that time 
that in 1949 the method used to estimate cost’ was by taking off quan- 
tities, and that any other method it would be a deviation ? 

Mr. Jackson. Would be a deviation ¢ 

Mr. Stuwon. Yes. Was that your testimony last night ? 

Mr. Jackson. It might have been a deviation, but it wouldn’t have 
been unreasonable to use the other method. 

Mr. Simon. Did you testify last night that in 1949 the method used 
by FHA in Chicago for estimating cost was by taking off the 


quantities ? 
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Mr. Jackson. AsT recall it, that is right. 

Mr. Stuon. Did you testify last night that any departure from that 
method would be a deviation ? 

Mr. Jackson. I believe that is what I said. 

Mr. Srmon. Did you also testify that it was your recollection that 
the estimate of costs on the Michigan Shores project had been made by 
taking off the quantities ? 

Mr. Jackson. That was as I remember it. That case was processed 
5 years ago, and it was, of course, difficult without referring to the 

“ase to remember exactly how it might have been processed. 

Mr. Srmon. And last night it was your recollection that it was 
processed by taking off the quantities ? 

Mr. Jackson. That is right. 

Mr. Sruon. You now learn that that is wrong, and it was processed 
by the Chicago Real Estate Board method ? 

Mr. Jackson. In checking the case this morning I find it was done 
the other way. 

Mr. Sron. Do you still think doing it that way was a deviation ? 

Mr. Jackson. Tt was a pe rmissible deviation, if in the judgment 
of the chief architect it was the practical way to handle it, because 
of the type of project involved. 

Mr. Simon. Last night did you testify that using the Chicago Real 
Estate Board method woul | increase the cost over taking off 
quantities ? 

Mr. Jackson, In my judgment, it would probably develop a little 
higher cost price. 

Mr. Stwon. Do you still feel using the Chicago Real Estate Board 
method instead of taking off quantities resulted in a higher estimate? 

Mr. Jackson. That is my opinion. 

Mr. Sraon. Why does the Chicago Real Estate Board method 
result in a higher valu: en than taking off quantities? 

Mr. Jackson. Well, I don’t know that I could explain that. 

Mr. Smron. You do know it results in a higher method, but you 

cannot explain why? 

Mr. Jackson. That is right. The real estate board method is devel- 
oped on a square foot or cubic foot cost method. 

Mr. Simon. If it was the custom, the practice, in 1949 to use the 
method of taking off quantities, why was it permissible deviation 
adopted in this case? 

Mr. Jackson. Well, this particular project was a type that we had 
not had any previous experience with at all, nothing like it had been 
built in the area for many, many years, and it was evidently the 
opinion of the chief architect that that. was the logical w: ay, and the 
most practical way to estimate the cost of this particular deal. 

Mr. Srwon. It was also the simplest: wasn’t it? 

Mr. Jackson. Well, T wouldn’t be able to answer that. 

Mr. Stwon. Didn’t the one method require computing the number 
of feet of lumber and the number of vards of concrete ? 

Mr. Jackson. It required the development of quantities of ima- 
terials, various materials that would go into the building. 

Mr. Staon. The other method merely required computing arith- 
metically the cubic feet of the building, and then multiplying it by the 
real estate board factor ; is that right ? 

Mr. Jackson. That is my impression. 
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Mr. Semon. Would the real estate board factor result in an in- 
creasingly higher or increasingly lower valuation with the increase in 
size of the project ? 

Mr. Jackson. I don’t believe I would be able to answer that 
question. 

Mr. Simon. You meay by that you don’t know ? 

Mr. Jackson. That is right. 

Mr. Stuon. How are rents based in FHA-insured projects under 
section 608 ? 

Mr. Jackson. They were based on 614 percent of the total replace- 
ment cost of the project. 

Mr. Simon. Was that binding on the Chicago office of FILA 

Mr. Jackson. Well, that would be the maximum that could be 
permitted under it. 

Mr. Stuon. Was that the maximum binding on your office? 

Mr. Jackson. Do you mean was it necessary that we allow that 
rental in every case / 

Mr. Stmon. No, sir. What I meant was, Did you have the dis- 
cretion to go above 614 percent if you wanted to? 

Mr. Jackson. No, 

Mr. Simon. You could go below it? 

Mr. Jackson. Yes. 

Mr. Stwon. But 614 percent was the maximum permissible level ¢ 

Mr. Jackson. That is mght. 

Mr. Srwon. In this particular case, Mr. Jackson, the estimated costs 
are somewhere between $1,400,000 and $1,700,000 over the actual cost, 
depending on what computation you use, and they are $1,450,000 
above the owner's own estimates of the cost. 

Can you tell us how that could happen ¢ 

Mr. Jackson. Well, the estimate that was given in the application 
by the sponsor of this particular project was his estimate. We had 
the responsibility for determining an estimate of cost, and to the 
best of your knowledge and belief the figure that we developed was 
the right figure, in our opinion. 

The Ciaiman. Didn't you know at the time when you increased 
his estimate by one-million-some-six-hundred-thousand dollars that 
you were going to increase the rents by something like $100,000 a year? 

Mr. Jackson. I don’t think that 

The Cuairman. Did you give any thought to the matter, sir? 

Mr. Jackson. We didn’t give any thought to that at the time, be- 
cause we were directed to use the 614-percent formula on our estimate 
of cost. 

Mr. Sruon. That is the effect of what you did, though; isn’t it ? 

Mr. Jackson. That is right. There is no question about that. 

Mr. Stuon. Had you used the method of t: aking off quantities, in- 
stead of this cubic content times the factor, in your opinion you would 
have had a lower estimate of cost; is that right? 

Mr. Jackson. It might have been some lower. I wouldn't say a 
great deal below the other figure. 

Mr. Stwon. Did you know that the sponsor had insisted on a $40- 
per-room rental? 

Mr. Jackson. I was familiar with what he had stated in his appli- 

ration, and I believe that was $40 per room per month. 
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Mr. Simon. Is it true that the only way that you could give a $40 
per room per month rental was by reaching an estimated cost of con- 
struction of $8,650,000 ? 

Mr. Jackson. Well, the rental at that particular point in our proc- 
essing had no relation to the estimated cost, because we didn’t know 
what it was at that time. 

Mr. Stwon. Lam sorry. I don’t understand that. 

Mr. Jackson. At the time the application was presented, request- 
ing the $40-per-month rent, we had no knowledge at that time of 
what our cost would be without developing the cost, and it just so 
happened it was a coincidence in my opinion that it developed that 
way. 

Mr. Sron. You say it is purely coincidence that it developed ? 

Mr. Jackson. That is right. 

Mr. Srwon. That the estimate of cost that you gave him was at 
the very figure that was required to reach his rental; is that right? 

Mr. Jackson. That is right. 

Mr. Srmon. That is the fact; isn’t it? 

Mr. Jackson. That is right. 

Mr. Sraron. You say that was just a coincidence? 

Mr. Jackson. That is right. 

Mr. Sion. Thank you, sir. 

The CuarrMan. Questions, Mr. McCulloch ? 

Mr. McCutiocu. Just 1 or 2, Mr. Chairman. I will be very brief. 

The real estate board method that you mentioned was used in con- 
nection with other projects, as well ? 

Mr. Jackson. A few; yes. 

Mr. McCutrocn. You had been using it commonly prior to that ? 

Mr. Jackson. It was a small percentage, I would say. 

Mr. McCunnocn. Had you at any time any evidence that came 
before you of any demand by any FHA official that you fix a valuation, 
higher than what you honestly thought it was? 

Mr. Jackson. No, sir. 

Mr. McCctuocn. In order to reach any certain rental ? 

Mr. Jackson. No, sir. 

Mr. McCutxiocn. Thank you. 

The CuarmrMan. Your testimony was in that respect it was just 
simply coincidental ? 

Mr. Jackson. Yes, sir. 

The Cramman. In other words, you arrived at a figure that would 
return " the basis of 614 percent, $40 per room ? 

Mr. Jackson. That was $40. 

The C HAmMAN. In your best judgment that was simply 100 per- 
cent coincidental ? 

Mr. Jackson. That is right. 

The Cuarmman. And for no other reason ? 

Mr. Jackson. That is right. 

The Cuamman. It just worked out like that? 

Mr. Jackson. That is right. 

Mr. Kenney. In processing the application do you have any way 
of knowing what the final costs were going to be, or any way of re- 
flecting those final costs in your estimates made at the time of 
processing ? 
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Mr. Jackson. No; because at that time the building will probably 
not be finished for a ‘ couple of years. It might be various lengths of 
time, depending on the size of ‘the project and many things occur 
changes in contracts, changes in wage scales that might have some 
effect upon the overall cost. 

Mr. Ky SINNEY. Did you find that your costs vary consistently either 
above or below the sponsor’s estimates of costs ? 

Mr. Jackson. That is right. 

Mr. Kenney. Do they vary above, generally, or below, generally, 
or do they average out ? 

Mr. Jackson. I would say that they generally will run a little bit 
higher than the estimated cost of the sponsor, and in explanation of 
that if you would like for me to give you my thought on it, 1 would 
like to state that it has an effect upon the closing requirements, and 
there may be an inclination to feel that the lower they put in their 
cost the easier it might be to close the case, so far as financial require- 
ments are concerned. 

Mr. Kenney. Or the higher your costs above their estimates the 
more equity capital they have to put in; is that correct ? 

Mr. Jackson. That is right, to close the deal, and that may have 
some influence upon that particular calculation. 

The Cnairman. You mean what might have some influence on it / 

Mr. Jackson. The closing requirement, the cash that would have 
to be deposited at the time of closing. 

The Crratrman. They would have to put more of their own money 
in it? 

Mr. Jackson. That is right. 

The CrarkMan. That would be too bad, wouldn't it ? 

Mr. Jackson. That is right. 

Mr. Kenney. In determining the amount of the mortgage, in the 
project analysis, there are five criteria applied. One is based on in- 
come, another is based on the statutory limit of $8.100 a unit. Do 
you know what criteria applied in this particular case, in setting the 
maximum mortgage ¢ 

Mr. J AcKSON. $8.1 00 per unit. 

Mr. Kenney. Would the rentals have affected that to any consid- 
erable extent unless they have been considerably lower than they were? 

Mr. Jackson. If the rentals—the rental as established would have 
permitted considerably higher commitments, as I recall it. 

Mr. Kenney. Do you know how much higher if it had been based 
on the rentals? 

Mr. Jackson. T couldn’t tell vou exactly. 

Mr. Kenney. You tell us about the operation of your office from 
the standpoint of being adequately staffed. 

Mr. Jackson. We have always operated understaffed. We haven't 
been able to have sufficient help to do a lot of the things that really 
are important. In other words, we could do a lot more work, with 
reference to the gathering of cost information, that we haven't been 
able to do because of lack of personnel. 

Mr. Kenney. You do not have personnel! to compute estimates of 
cost, based on the take-off method ? 

Mr. Jackson. Well, we are very limited, I would say, in that kind 
of technical help, and have been all along. 
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Mr. Ke. sry. Have you been limited in staff in making compliance 
Inspec tions? 

Mr. Jackson. Definitely. 

Mr. Kenney. In the valuation department? 

Mr. Jackson. There is always some backlog in most all of the under- 
writing sections, so far as work is concerned. 

Mr. Kenney. Is there del ay in getting cases out because of lack of 
personnel ? 

Mr. Jackson. That is right. 

The Ciairman. Does the chief architect primarily make these esti- 
mates ? 

Mr. Jackson. The cost engineer or somebody he might direct. 

The Cuairman. The chief architect ? 

Mr. Jackson. Yes. 

The Cuarrman. That is who? 

Mr. Jackson. Mr. Sorgatz was the chief architect. 

The CuarrmMan. Were you present here yesterday when it was testi- 
fied and brought out that he spent a lot of time working for FHA 
builders here? Evidently he wasn’t crowded for time ? 

Mr. Jackson. I was not here. 

The Cuarrman. He testified he took some $10,500 and did work on 
the side. He evidently wasn’t crowded for time. 

Mr. Jackson. I had no knowledge of that. 

The Cuarman. You know he did testify to that effect yesterday ? 

Mr. Jackson. I saw it in the paper this morning. 

Mr. Kenney. Do you have your staff members working overtime 
a great deal to keep up with the workload ? 

"Mr. Jackson. They don’t work overtime, particularly. 

Mr. Kenney. They did during the section 608 program? 

Mr. Jackson. They did during that particular period, if that is 
what you are referring to. 

Mr. Kenney. That is right. 

Were they paid for the overtime work ? 

Mr. Jackson. No. 

Mr. Kenney. What has always happened to your request for addi- 
tional personnel ¢ 

Mr. Jackson. Many requests for additional personnel have been 
made, and nothing happened. 

Mr. Kexney. You never get the help you ask for? 

Mr. Jackson. We have never gotten the help. We have had many 
recommendations made by underwriting supervisors that come 
through the office, and that check the office and workload and nothing 
ever happens on those recommendations for additional help. 

Mr. Kenney. Would your estimates be more accurate, and your 
operation more efficient if you were properly staffed ? 

Mr. Jackson. There is no question about that. 

Mr. Srwon. How many rental units were built in Chicago under 
the section 608 program during its entire existence ? 

Mr. Jackson. As near as I can remember, Seprrinatey 16,000. 

Mr. Sraon. Does that include some section 207’s, 603’s 

Mr. Jackson. No. I would say that includes only as section 
608’s. Possibly 1,000 units of military housing. 

The CHairman. How many projects? You talk about units. How 
many projects were built? 
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Mr. Jackson. Around 230. 

The CHarrMAn. 230 over a period of 10 years? 

Mr. Stwon. Eight years. 

Mr. Jackson. I would say 8 years. 

The CratmrmMan. It would be an average of about 20 or 30 a year? 

Mr. Jackson. Something like that. 

The CuatrMan. So it wasn’t too much work at 30 a year, was it? 

Mr. Jackson. There is a terrific amount of work involved in the 
processing. 

The Cuarrman. On the section 608’s you weren’t overly crowded ? 

Mr. Jackson. Yes; we were during that particular program period. 

Mr. Suaon. Mr. Jackson, did the total number of units that you 
did in the 8-year period in Chicago—about equal to the 6 or 7 big 
projects in New York City; isn’t that right? 

Mr. Jackson. I don’t know. 

Mr. Stwon. Don’t you know they had several? 

Mr. Jackson. I know they had a terrific volume of rental housing. 

Mr. Suwon. Your volume of rental housing in Chicago in compari- 
son to your population was way below any part of the country outside 
of Chicago, wasn’t it ? 

Mr. Jackson. That is correct. 

The Cuatrman. I want to ask one question. This company made 
an application for a mortgage insurance on this project of approxi- 
mately $7,200,000. Did you have that before you at all times when 
you were estimating this cost in arriving at an estimate of $8,600,000? 

Mr. Jackson. The application was in the office, and it was available 
all the time. 

The Cuarrman. Why didn’t you just take their application? This 
was out on the Gold Coast of Chicago. It couldn’t help but succeed. 
Some very wealthy men were behind it. Why didn’t you just simply 
take their estimate? 

Mr. Jackson. Because we were doubtful of their ability to produce 
it at that kind of a price. 

The CHAIRMAN. Were you worrying about these wealthy fellows 
losing money? It would be too bad, wouldn’t it, if they had to put 
some money in. 

Mr. McCuttocn. Mr. Chairman, as a matter of personal privilege, 
may I suggest that you reconsider the characterization you made of 
these people—I don't know them, and I don’t know whether they are 
wealthy or not. 

The Cuatrman. I will stand on my question. I am trying to find 
out, and I think rightfully so—I am suspicious, and I want you to 
know that. Iam suspicious of this whole deal, and I think any honest 
man should be suspicious of it, because here is a man comes In, asks 
for an application for a mortgage insurance of $7,200,000, You 
fellows have it before you. You say “No, you don’t know what you 
are talking about,” and he testified this morning he has been in business 
for 32 years, that he has built and named all the buildings he has 
built here in Chicago. 

You say “you don’t know what you are t: alking about, we are going 
to make it, we will make it $8,600,000,” and he likewise served notice 
on this office that he wouldn’t build the building unless he could get 
$40 per unit per month. You knew under the regulations that to 
give him $40 per unit per month you had to come up with $8,600,000, 
and you came up with $8,600,000, and you all sit here and tell me it 
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was coincidental. It may well have been, but I just want you to know 
that personally I am suspicious about it, because—it may well be the 
way it happened, but you haven’t explained it to me. 

You had these applications before you. I get back to what I said 
& moment ago. You didn’t need to worry about it being a success at 
the at location. Apartments on both sides out there, people pay 5, 6, 
7, 8 hundred or a thousand a month. It is the choice location in Chi- 

cago. It couldn’t possibly fail, and you gentlemen knew it couldn’t 
seen fail. 

Mr. Jackson. As I said before 

The Cuairman. And they were responsible people, good people that 
were behind this. This man, Mr. Kramer here, who made these ap- 
plications, was a fine en and the people associated with him 
are wealthy people. I didn’t say wealthy in the sense that I wanted 
to accuse them of being wealthy. I wanted to say they were respon- 
sible people. They had money. They were good businessmen, and 
the list will show that they were responsible businessmen. One of 
them was the vice president, I believe, of the Inland Steel Co. 

Mr. Jackson. Well, ordinarily in rental housing projects, advances 
during construction are automatically insured. 

The CHamrMan. Yes. 

Mr. Jackson. And that is a question that is in our minds at the 
time we process an application, and determining the estimate of cost. 

Mr. Simon. In this case it was accepted upon completion, wasn’t 
it ? 

Mr. Jackson. That is right. Originally, if I remember correctly, 
it was the thought that advances would be insured as construction 
progressed, and later, because of the fact that our cost was at the 
figure that it came out at, they requested that we commit on the basis 
of insuring completion. 

The Cuarrman. The net result of what you did was only one thing: 
To increase the rents by approximately $100,000, and this sec tion 608 
project was for veterans. It was called defense housing. originally, 
for veterans. That was the purpose of it. I think Mr. Kramer testi- 
fied this morning that he has a large percentage of veterans out there, 
23 percent of veterans out there. Yet the net result of what you did 
here—and I am going to accept your version it was simply a coin- 
cidence, and a mistake—but the net result was that they had an increase 
of $100,000 in rental income per year over a period of 30 years, making 
- million. What you have got here is a rental windfall of about. 

3 million over the life of this mortgage—no windfall on the construc- 
tion of the project, but a windfall of about $3 million on rental income, 
because the rental income is $100,000 more than it would have been if 
you had accepted this man’s figures and taken them. 

That is all I have to say. 

Mr. Jackson. I think we would be criticized if we generally ac- 
cepted the estimates that are submitted by the sponsor of any project. 

The Crarrman. You didn’t take this into consideration at all. 

Mr. Jackson. Sure, we took it into consideration. 

Mr. Sron. May I ask you a few questions? 

The Cratrman. Mr. Kramer testified here this morning. He read 
a letter which he wrote to Mr. Kelly begging Mr. Kelly to keep it at 
$7,200,000. ee t he read such a letter this morning ? 

Mr. Jackson. I did not hear it. 
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The Cuamman. Didn't you, Mr. Kramer, read a letter that you 
wrote to Mr. Kelly asking him to have it remain at. $7,200,000 ? 

Mr. Kramer. I wrote a letter and read the letter, telling him the 
experience we had at 56th and Dorchester, where their estimate of ro 
struction was more than ours. We don’t know what theirs would be a 
that time, and we warned against that procedure. 

The CuarrmMan. In other words, you warned him against an esti- 
mate beyond that which you had asked for; is that a true statement ? 

Mr. Kramer. Yes, and what we felt the building would cost. 

The CuarrmMan. You warned him not to do it? 

Mr. Kramer. That is right. 

The Crarrman. Thank you very much. 

Mr. Stuon. I have a few questions. 

Actually, the estimate of cost that you made had nothing whatever 
to do with the amount of the mortgage; is that right ? 

Mr. Jackson. That is right. 

Mr. Stwon. Because the mortgage was based on the statutory ceil- 
ing of $8,100, and no matter what your estimate was, since it was way 
above $8,100, it couldn’t influence the amount of the mortgage. 

Mr. Jackson. No, sir. 

Mr. Simon. And since the commitment project was insured on a 
commitment to insure upon completion, FHA had no concern with 
whether the building was ever completed or not, because if they didn’t 
complete it you had no commitment to undertake. 

Mr. Jackson. That is right. 

Mr. Stmon. As it turned out the only function served by your esti- 
mate of cost was for fixing the rents: is that right ? 

Mr. Jackson. It so happened in that particular case. 

Mr. Simon, In this particular case that was the only function served 
by the estimate ? 

Mr. Jackson. That is right. 

Mr. Stmon. Thank you, sir. 

Mr. Kenney. You were chief underwriter under Director Ed 
Kelly ? 

Mr. Jackson. That is right. 

Mr. Kenney. Ed Kelly was the head of the office. Your conclusions 
went to the director as recommendations; is that right? 

Mr. Jackson. That is right. 

Mr. Kenney. Was it his prerogative to accept or reject, or to send 
these recommendations to Washington if he differed too much ? 

Mr. Jackson. That is right. 

Mr. Kenney. So he could overrule you, but he accepted all of your 
recommendations in this ease 4 

Mr. Jackson. That is right. 

Mr. McCuuiocn. In searching your recollection as carefully as you 
can—remembering the seriousness of the oath that you have ‘taken— 
searching your rec collection of your own action in this case, and what 
you heard other FHA officials say, and saw them do, in connection with 
fixing this cost estimate, did the desire to reach a certain rental so far 
as you know at any point enter into FHA’s cost estimate ? 

Mr. Jackson. Definitely not. 

Mr. McCutnocn. Thank you. 

The CuatrMan. Any further questions ? 
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It was just coincidental it happened ¢ 

Mr. Jackson, That is right. 

The Cuamman. Mr. Theodore Franzen, will you please come for- 
ward. 

I think I suggested to Mr. Kramer and his attorney that they re- 
main around, and you are privileged to leave any time you doeiee. 
We are all finished with you and your testimony. We thank you very 
much. 

Mr. Franzen, will you please be sworn: 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 
God? 


TESTIMONY OF THEODORE FRANZEN, CHICAGO, PUBLIC HOUSING 
ADMINISTRATION 


Mr. Franzen. Yes, sir. 

The Caairman. Will you give your full name to the reporter, 
please / 

Mr. Franzen. Theodore J. Franzen, F-r-a-n-z-e-n. 

The CuarrmMan. Who are you employed by ¢ 

Mr. Franzen. I am employed by the Public Housing Administra- 
tion. 

The Cuatrman. Here in Chicago ? 

Mr. Franzen. Chicago field office. 

The Cuaiman. Were you formerly with the Chicago FHA office? 

Mr. Franzen. I was. 

The Cuairman. For how many years? 

Mr. Franzen. I said 10 years last night. I happen to remember 
I was away | year. It was approximate sly 9 years. 

The Cuamman. You went to work for them what year ? 

Mr. Franzen. Originally in 1940. 

The Cuairman. What was your official position with the FHA 
oflice here / 

Mr. Franzen. Do you want the last one? 

The Cuarmman. The last one; yes. 

Mr. Franzen. Construction cost examiner. 

The Cuairman. Did you hold that position when this Michigan 
Shores project was proc essed ? 

Mr. Franzen. Yes, sir. 

The CHatrman. Did you handle it? 

Mr. Franzen. Yes, sir. 

The Cuarrman. Did you come up with an estimate, replacement 
estimate, of some $8,600,000 ? 

Mr. Franzen. Well, that is what it ended in; yes. My figures 
didn’t total that amount, - you found out last evening. 

The Cuamman. Your figures didn’t, but you had to add on the 
interest carrying charges so ) it came up to about $8,600,000 ? 

Mr. Franzen. That is right. 

The Cuamman. Did you have anything to do with setting of the 
rents ¢ 

Mr. Franzen. No, sir. 

The Cuairman. But you did come up with this figure of approxi- 
mately $8,600,000 ? 
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Mr. Franzen. I did, the best estimate. 

The Cuamrman. Did you have the application of Mr. Kramer before 
you at the time you arr ived at this $8,600,000 

Mr. Franzen. I may have seen it. I normally would not have it 
before me. 

The Cnarrmanx. What was the purpose of the FILA having these 
forms printed? That is a printed FHA form; what was the purpose 
of having these gentlemen go to all the trouble of filling out these 
applications if you don’t pay any attention to them 4 

Mr. Franzen. Well, the answer to that is this: That there are dif- 
ferent sections in the office that process applications, and in our duties 
it was just a matter of coming up with the best cost estimate that our 
section could produce. 

The Cuairman. But you just testified you paid no attention to what 
the sponsor, himself, estimated that this project would cost. 

Mr. Franzen. I said that last night, too. 

The Cuatrman. I know you did. 

Mr. Franzen. Because we were supposed to derive an estimate of 
our own. 

The Crramman. We want the facts as to how you operate. In other 
words, your testimony is that you paid no attention to it? 

Mr. Franzen. That is correct. 

The CuairmMan. And simply arrived at your own independent 
judgment ? 

Mr. Franzen. That. is correct. 

The Caiman. Can you give me any reason, then, as to why FILA 
had these forms printed, and why they put these gentlemen to all 
the expense and the trouble of making out these forms? 

Mr. Franzen. Well, it was the procedure to make that sort of an 
application, and in many instances, the figures that were submitted 
by the mortgagee—well, in my opinion, they were not too reliable. 

The Cuamman. Did you use the Chicago Real Estate Board 
formula ? 

Mr. Franzen. I did in this case. 

The Cuatrman. Was it the general rule to use the Chicago Real 
Estate Board formula? 

Mr. Franzen. Well, may I add to what I said last night, that we 
had the problem of preparing these estimates. The takeoff method 
would have been a very difficult thing to do. However, we did, T be- 
lieve, once or twice make a complete takeoff, and then compared it, 
using the real estate board basic data. 

Remember, Mr. Chairman, that the real estate board data was still 
subject to correction factors, and that is what we adopted. The big 
problem we had was determining the correction factors. 

The Carman. Thank you very much, unless there are further 
questions. 

You said you had nothing to do with setting the rents ? 

Mr. Franzen. Not athing. 

The Cramrman. Are you familiar with the rent formula used by 
FHA on section 608 projects? 

Mr. Franzen. I may have been at that time. I am not now. 

The Cratrman. Are you familiar with the fact it was 614 percent 4 

Mr. Franzen. Yes. 
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The CuarrmMan. Six and a half percent on the Commissioner’s ap- 
praised replacement costs? 

Mr. Franzen. That is correct. 

The Cratrman. In this instance you arrived at something like 
$8,600,000. 

Mr. Franzen. I think so. 

Mr. McCutiocn. Mr. Chairman ? 

Mr. Franzen, did you know what rental the sponsors were asking 
for the rent in their application ? 

Mr. Franzen. No; I did not. 

Mr. McCutxiocn. You had no knowledge they were asking for $40 
per month per room rent ? 

Mr. Franzen. No, sir. 

Mr. McCuttocn. You are the man that did the physical estimating 
that went into the cost estimate ? 

Mr. Franzen. That is correct. 

Mr. McCutsocn. Am I then correct that in assuming that in your 
fixing of that cost estimate you could not have taken into considera- 
tion what the sponsors were requesting in their application for a 
rental ¢ 

Mr. Franzen. No, sir. 

Mr. McCuniocn. Did you take into account in making your esti- 
mate of those physical costs at any point what you wanted, or what 
you thought anyone in FILA wanted to be a rental figure ¢ 

Mr. Franzen. Definitely no. 

Mr. McCunnocu. You did it solely on the basis of what you hon- 
estly thought 4 

Mr. Franzen. Absolutely right. 

Mr. McCutiocu. What you honestly thought was the probable 
cost of production ? 

Mr. Franzen. That is right. 

The Ciuatrman. I hand you the sponsor’s application which was 
made out by all sponsors, and ask you to look at the top there, where 
he put in $40, and ask you as the headman of this business, and this 
great responsibility you had, if you ever saw that before? 

Mr. Franzen. I probably did. 

The Cuairman. I thought you just told Mr. McCulloch that you 
had no—— 

Mr. Franzen. The point—— 

The CuarrMan. You knew nothing about the $40? 

Mr. Franzen. I pay no attention to the rentals. It did not con- 
cern me in any way, shape, or form. 

The Crairman. Did it concern you that my making a high ap- 
praisal it was going to cost the veterans of the United States higher 
rents? That never concerned you? 

Mr. Franzen. Definitely that would concern me, but the point of it 
is that we came up with an estimate that we thought was fair and 

right. 

Mr. Stuon. While you were unconcerned with 
did know they were asking for $40 a room? 

Mr. Franzen. Well, if I read the application, 1 would know, 
but-—— 

The Caiman. Didn’t you read the application ? 

Mr. Franzen. Undoubtedly I did. 


it, is it a fact you 





T 
M 
7 
stru 
1 
reac 
N 
sub: 
did 


did 


col 
yo 


n 


i 





r’s ap- 


ig like 


asking 
or $40 
nating 


1 your 
idera- 
for a 


r esti- 
what 


. hon- 
bable 


1 was 
vhere 
| this 


b you 


con- 


| ap- 
gher 


of it 
and 


you 


low, 


FHA INVESTIGATION 2261 


The Cuairman. Are you the headman ? 

Mr. Franzen. I was the construction cost examiner. 

The Cuamman. And your responsibility was to arrive at this con- 
struction cost ? 

Mr. Franzen. To arrive at a construction cost. 

The Cuairman. And you now say that you don’t know whether you 
read this application or not? 

Mr. Franzen. Well, I usually read the applications when they were 
submitted and available with the file that I received. Sometimes it 
did not reach me, and in some cases I would have to hunt up the file. 

The Cuatrman. You really operated a real efficient office here; 
didn’t you? 

Mr. Franzen. What can you do when you are crowded to the hilt. 

Mr. McCuttocu. Do you recollect specifically whether you saw 
this application ? 

Mr. Franzen. I saw so many that I can’t recollect specifically ; 
no, sir. 

The Cuairman. Is it possible that you never saw it? 

Mr. Franzen. It is very possible. 

The Cuairman. A $7 million, or $8,600,000 project, you were re- 
sponsible for figuring construction costs, and this gentleman makes 
an application, the sponsor, and in this application he is required to 
fill out his estimated costs and how he arrives at them, and you just 
completely ignored it. Didn’t see it or pay any attention to it. Do 
you want the testimony to stand like that ¢ 

Mr. Franzen. No. 

The CuairMan. Yousay you do not want it to stand ? 

Mr. Franzen. No. 

The Cuairman. How do you want it to stand ? 

Mr. Franzen. I want it to stand that in most instances, at the very 
tail end, I probably reviewed the application. 

The Cuairman. Thank you, sir. That is all. 

Our next witness will be Mr. Moreland, FHA director of the 
Chicago office. 

Mr. Moreland, will you please be sworn. 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 


TESTIMONY OF JAMES C. MORELAND, DIRECTOR, CHICAGO, 
FEDERAL HOUSING ADMINISTRATION 


Mr. More.anp. I do. 

The Crairman. Thank you, sir. 

The CHarrmMan. Will you be seated and give the reporter your full 
name and address, and your position 

Mr. Moretanp. My name is James C, Moreland. My home address 
is 6055 North Menard Avenue. 

The Cuairman. You are the FHA—presently the FHA director 
in Chicago? 

Mr. Morevanp. District director in Chicago. 

The CHairman. I hand you a letter signed by Ferd Kramer over 
the letterhead of the Citizens for Douglas Committee, and what pur- 
ports to be a notation that you wrote on the bottom of the letter, which 
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you supposedly sent to Senator Dirksen’s office, and ask you if you did 
make that notation, and if you did send that letter to Senator Dirksen ? 

Mr. Moretanp. Yes: I did. 

The Cuairman. Is it true? 

Mr. Moreianp. Yes. 

The Ciamman. Will you read the notation that you placed on it? 

Suppose you read the whole letter. 

Mr. Moretanp. You mean from top to bottom ¢ 

The Cnamman. Yes. Start right in and read the whole letter. 

Mr. More.anp (reading) : 

DEAR FRIEND: AS a member of the building and construction industry, I believe 
that you would be vitally interested in the reelection of Senator Paul H. Douglas. 

Senator Douglas has for the past 6 years worked diligently and courageously 
for economy in Government and for a sound, healthy, and ever-growing economy 
Which affects all industries. He has endorsed a sound FHA program and has 
encouraged home building and general construction which is vital to your 
business and mine. 

In order to assure his reelection, T am appealing to his many supporters and 
friends for contributions, and I am confident I can count on you not only for a 
contribution but for your support of Senator Douglas in the November election. 

You will find enclosed a self-addressed envelope for this purpose. Checks 
should be made payable to Citizens for Douglas. 

I hope you will respond to this request at your earliest convenience. 

Sincerely yours, 
Frerp KraMeEn.. 

The Cuarrman. Now, read what you wrote on the bottom. 

Mr. Moreanp (1 rading) : 

Everett. This is the Ferd Kramer, principal sponsor of Michigan Shore—608 
under investigation, and appraised by our FHA office for $1,650,000 more than 
the actual cost, costing the tenants more than $100,000 per year in rent—in excess 
of what they should pay. 

Signed by myself. 

The Cuatrman. Mr. McCulloch, do you have any questions? 

Mr. McCutxocn. Perhaps this isn’t important for the record, but I 
wish Mr. Mereland had read a little louder the laudatory things about 
Senator Douglas’ administrative assistant. 

Mr. Moretanp. I thought I was reading loud enough. 

The CHarrman. It is very laudatory. Mr. Kramer is asking the 
builders in Chicago to contribute to Mr. Douglas’ campaign, and he 
isa friend of the builders. I think that is true. 

Mr. McCutrocn. This is a jocular reference, and I appreciate your 
complimentary remark. 

Mr. Moreland, as director of the FHA offices in Chicago, have you 
been reviewing its practices in order to try to discover weaknesses 
or practices you felt were improper ? 

Mr. Moretanp. Yes; I have. 

Mr. McCuttocn. Have you discovered many such practices? 

Mr. Moretanp. Not too many. 

Mr. McCuniocn. How many cases, for instance, would you think 
you had discovered ? 

Mr. More.anp. I only would have to guess at it. Probably 6 or 7. 
Some of them have been corrected by interviews, and some have been 
corrected by other methods. 

Mr. McCuizocn. Was this part of the general review of the agency 
made by its head and the head of the Housing and Home Finance 
Agency, Mr. Cole? In other words, was it part of the general national 
effort? 
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Mr. Moreianp. No, just my effort to get the greatest efficiency out 
of our office. 

Mr. McCutnocu. That wasn’t part of Mr. Cole’s review of the 
whole agency ¢ 

Mr. Morevanp. No. 

Mr. McCutuocu. Did you bring to the attention of your superiors 
in W ashington any instances of “what you thought were bad past 
practices ¢ 

Mr. Moretanp. In just what manner? I want to answer you in- 
telligently, and I do not quite understand your question. 

Mr. McCutxocu. You indicated you probably had discovered 6 or 7 
cases where you thought things weren’t quite right. 

Mr. Moretanp. When I had reference to the attitude of our person- 
nel, such as somebody being habitually late for work or going out 
before the proper time, and I call attention to the section chiefs, that 
they should check up on it, and see that that was stopped. 

Mr. McCutxocu. Then these were instances which you didn’t have 
to report to higher authorities in Washington ? 

Mr. More.anp. No, sir. 

Mr. McCuuiocu. There are no practices or procedures which have 
developed in FHA, you found when you took office in 1953, that you 
felt required action or attention of W ashington ? 

Mr. Moretann. No. 

Mr. McCuntocn. Did you know that in connection with the agen- 
cies’ own investigation, particularly of section 608 projects, that they 
were investigating the Michigan Shores project? 

Mr. More.anp. Immediately after the Washington publicity was 
released on the section 608 

The CuarrmMan. You mean nek in April? 

Mr. Moretanp. Yes; I think I remember the date, April 2—we 
had numerous inquiries from the press, and asking about certain 
projects, and I think because Michigan Shore was the largest of 
its kind, largest multiple-rental units, that I was asked more about 
that than I think other section 608’s. I had requests from Washing- 
ton that if I found anything that I thought was irregular, in any 
of the section 608’s, that I should report them. So I examined the 
file of the Michigan Shores and I did find the discrepancies that had 
been brought out at this hearing, and 1 was rather astonished because 
I had heard from many of the builders that the office was so tight 
that many rental units were not built because we were too tight i in 
our cost estimates. So I was particularly interested in this when I 
found that the reverse was true, and I did report this to Washington. 

Mr. McCuutocn. To whom did you report it in Washington ? 

Mr. Moretanp. All of our reports have to go through our regional 
directors, and he forwards them, 

Mr. McCuttocn. Do you know to whom he sends them ? 

Mr. Moretanp. No; I don’t. 

Mr. McCuut.ocu. Do you have a copy of the report you, yourself, 
made on this matter to the regional office ? 

The CuairMan. I show you a copy of the report and ask you if 
that is the one you are ti king about ¢ 

Mr. Morevanp. I didn’t come prepared with that. 

Mr. Simon. Would you give the date of that letter, Mr. Moreland ¢ 

Mr. More,tann. May 4, 1954. 
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Mr. Sruon. Is that the report you are referring to? 

Mr. Morevanp. Yes. 

The CHamMan. Without objection, we will make that report a part 
of the record, and if you wish it read we will have it read. 

Mr. McCuuiocn. I haven't seen it, sir. I haven’t any idea what 
is In it. 

(The information referred to follows :) 

FEDERAL HOUSING ADMINISTRATION, 
OFrriIceE OF THE DIRECTOR, 
Chicago, 1ll., May 4, 1954. 

Re Project Nos. 071—42097-98, Michigan Shore Building Co. 
Personal and confidential to be opened by addressee only 
Mr. Crype R. Biack, 

Regional Director, Federal Housing Administration, 

Washington 25, D. C. 

Drar Mr. Black: In reply to your request that I furnish any information that 
might result in our future embarrassment in connection with the investigation 
of 60S’s in this office, I have examined the files of the captioned multifamily 
rental project. 

I have received inquiries from the newspapers relative to this particular proj- 
ect which is comprised of 2 buildings upon the former Potter Palmer estate under 
lL ownership and 1 management. 

I am informed by my chief valuator that the original appraisal price of the 
land was $650,000 which by direction of the former director was finally appraised 
at $800,000 which amount was used as a basis of a leasehold that was accepted. 

Our records show that the replacement cost of building, exclusive of land as 
of August 25, 1949, was $8,683,466. According to the statement of the Michigan 
Shore Building Co. dated December 31, 1952, the actual cost of the construction 
exclusive of land was $7,114,175.03 less the amount for store fixtures of $14,905.66, 
making the actual cost of the building exclusive of land $7,099,270. According to 
a statement dated December 81, 1953, the cost is shown with additional appurte- 
nances as $7,153,993. This gives a discrepancy of $1,550,000 between our estimate 
of replacement and the actnal cost of the building; however, the loan was based 
upon 90 percent of the actual cost of the building. 

The important factor as I see it is that the tenants in these buildings have 
been paying rent based upon a net income of 61% percent on $8,683,466 or on 
$1,500,000 plus, which they were permitted under the act to do. 

If the newspapers did get wind of this matter it would undoubtedly cause 
some very unfavorable publicity and I know that two of the papers deal with 
just this kind of information. T will not give it out unless you instruct me to 
do so. I believe you wish this information for your own private use. 

Sincerely yours, 
JAMES C. MorELAND, Director. 


Mr. Moretanb. This is the letter, addressed to Mr. Black. 

The CuatrmMan. Who is the regional] director ? 

Mr. Moretanp. Yes; regional director. 

Mr. McCuniocu. You knew, then, this was under investigation ? 

Mr. Moretanp. Yes, I did. I didn’t know it was going to be under 
investigation. I suggested they investigate. 

Mr. McCutiocn. You knew section 608 projects were being investi- 
gated by the Agency? 

Mr. Moretanp. That is right. 

Mr. McCcixocn. In connection with that you reviewed this build- 
ing project, and you reviewed others? 

Mr. Moretanp. No, I didn’t. 

Mr. McCuniocn. This was the only one? 

Mr. Morrentanp. If you could just put yourself in my place at 
that time, with all the pressure and everything that attends such an 
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expesure, you would find that I had very little time to review it. I 
did review this one. 

Mr. McCunsnocu. This is the only one you reviewed ? 

Mr. Moretanp. Yes. 

Mr. McCutiocn. How did you happen to single it out 4 

Mr. More.anp. Because, as I said, it was the largest, and it was the 
one I had the most inquiries about. Your letter, I think, covers it 
exactly. 

The Cuaimrman. The letter says Mr. Black wrote you about it, to 
check into it. 

Mr. Morretanp. Yes, he did. We had communications, and prop- 
erly so. He was the head, I understand. 

The Ciaran, Isn’t it a fact the FHA office themselves had been 
investigating this matter for weeks, and had staff men in your office 
investigating the operation of your office, operation of section 608 
projects, title [, home repair, and so forth 4 

Mr. Moretanp. We may have had an army of investigators from 
several agencies, 

The Caiman. It was not necessary, therefore, for you to 
do it) yourself, because it was done by investigators sent out from 
Washington 4 

Mr. Moretanp. I had to get help on this, of course. It is quite a 
job, as you may know. You have gone into this one. It is quite a 
job to intelligently approach. it. 1 passed no judgment on it. I 
couldn't. I just gave them the information he asked for. 

The Crairman. Isn’t it a fact the FHA office in Washington has 
written to some 7,000 section 608 projects and sent them a question- 
naire, and asked them to fill it out and return it to Washington, and 
they are doing so? 

Mr. Morenanp. That is right. 

The Cuamman. That means every section 608 project in the Chi- 
cago region that you cover, every section 608 project is being reviewed 
by the FILA in Washington ? 

Mr. Morenanp. That is right. 

The Cuarrman. Those are the facts. 

Mr. McCunzocu. Have you in connection with any other investiga- 
tions of yours, or inform: ition that has come to you as a director of 
the Chicago office, released information in advance of the conclusion 
of the investigation to persons not in the agency, and not on the 
Banking and Currency Committee ? 

Mr. Moretanp. No; I haven’t. 

Mr. McCutnocn. Is the instance which the chairman has brought 
into the record, your sending a letter to Senator Dirksen, the only 
instance where you have made such information available ? 

Mr. Moretanp. That was not a letter. That was 

Mr. McCuitocn. A note? 

Mr. More.tanp. A note, to a close personal friend. It was not 
intended for any publication, and it was written in my own home, and 
the postage was paid by myself. There was absolutely no connection 
at all with the Government. 

The Crairman. Mr. Dirksen is the Senator from the State of 
Illinois? 

Mr. Moretanp. The State of Illinois. 
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The Crairman. And being a Senator from the State of Illinois he 
is naturally interested in this office ? 

Mr. Moretanp. Yes, indeed. 

The Crramrman. You sent it to your Senator? 

Mr. Moreanp. Yes. 

The Carman. It wasn’t necessary to send it to Senator Douglas, 
because he knew about it, because it is the Citizens for Douglas Com- 
mittee. Therefore, you were notifying both United States Senators 
from Illinois? 

Mr. Morretann. They would have the same information. 

Mr. McCunsocn. You didn’t send this information to Senator 
Douglas, did you? 

Mr. Morenanp. No; he had it. 

Mr. MeCviiocn. That is not the case. But I shall come to that ina 
moment. Do you know if Senator Dirksen is a member of the Banking 
and Currency Committee ? 

Mr. Moretanp. I really didn’t pay too much attention to it. Actu- 
ally, to be very truthful with you, and I oughtn’t to be reprimanded 
because of my ignorance, I actually thought Senator Dirksen was a 
member; he is a member of so many hearings, a member of the Me- 
Carthy hearings, and so prominent. I thought he was a member—— 

Mr. McCutiocn. Of all the committees ? 

Mr. Morenanp. At least of this committee. I really actually did. 

Mr. McCutxocn. In other words, this was kind of an extracurricu- 
lar activity; is that right, Mr. Moreland / 

Mr. Moretanp. That is correct. 

Mr. McCutiocn. Seeing the effects of the publicity given as a 
result of the 

Mr. Moretannp. Unwarranted 

Mr. McCutziocu. Unwise judgment of one of his assistants. Do 
you not recognize the importance as an administrative official of not 
either prematurely, or in any other way, allowing information which 
may be subject to varying interpretations, some of which are most 
unfair to the persons concerned, to get out of your hands? 

Mr. Moretanp. I do; I certainly do. 

The Cuairman. The information you gave, of course, was actual 
and truthful ? 

Mr. Morevanp. It was truthful. 

Mr. McCutiocn. There is evidence in the record that it is not en- 
tirely correct. There is evidence in the record that the interpretation 
given by Mr. Moreland is also incorrect, and the newspaper report 
based upon it—charging a windfall—is damagingly incorrect. 

The Cuamman. There would be no question but what the Chic: ago 
office appraised for replacement purposes this project at $1,650,000 
more than the actual cost. There is no question but what as a result 
of that that the rents in this project are some $100,000 a year more 
than they would have been had they not missed the appraisal by 

$1.650,000, 

Mr. Moreranp. I was really incorrect in stating the amount. I 
should have said $1,738,000 instead of $1,650,000. 

Mr. McCvutiocn. That is your interpretation. 

Mr. Moretanp. That is the breakdown I have. 

Mr. McCutiocn. I merely asked these questions, Mr. Chairman, 
because, as you know, Senator Douglas felt rather strongly and said 
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to Mr. Moreland that he felt his conduct in submitting ex parte in- 
formation, which seemed obviously geared to a political campaign—— 

Mr. Morenanp. Certainly. 

Mr. McCvutiocrr. To someone who is not involved in the investiga- 
tion, was obviously improper as the conduct of a public official who is 
appointed to serve all of the people, and to do so impartially. 

Mr. Morenanv. It would have been improper had I addressed it to 
anyone other than my good friend Everett Dirksen. 

The Cuaiman. I don’t think it is improper to send any informa- 
tion to your Senator. I think it would have been improper to send 
it to Dirksen and not send it to Douglas, but I presume there was no 
necessity for sending it to Douglas because he knew all about it. It 
is the Citizens for Douglas Committee, and here is a group of men 
over here that are members of it, and 

Mr. McCuizocn. We have only learned of the matter since the first 
newspaper story 2 weeks ago, Mr. Chairman—and I am sure you are 
convinced as you acknowledged in your letter to him that Senator 
Douglas did not know anything about it—and that he knew nothing 
about the project. 

The CHatrmMan. Are you saying that Senator Douglas knew nothing 
about this Citizens for Douglas ‘Committee, reelect Senator Paul H. 
Douglas; that all of these centlemen are members of ? 

Mr. McCutrocn. I see we have a floating “it.” When I said “it” I 
referred to Mr. Kramer’s letter. 

The Cuatmrman. He did know about the committee. 

Mr. McCunnocn. He did know about the committee. He did 
know many citizens wanted to support him. He didn’t know of the 
sending out of the letter soliciting funds, and as he told to you in 
executive session he didn’t know of Mr. Kramer’s involvement in the 
project, or of the FHA guarantee of the loans. I may say also that at 
the press conference which Senator Douglas had yesterday, he stated 
to the members present—and IT am sure they will confirm it—that you 
acted very promptly and fairly in order to counteract and rebut the 
untrue charges about Mr. Kramer and untrue inferences about Sena- 
tor Douglas that had appeared in public print, as a result of Mr. 
Moreland’s letter. 

The Crarmman. This committee so far has, and will continue to cdo 
so. I assure you, let the chips fall where they may. We did not 
interject any politics into this matter. We knew nothing about it. 
It was called to our attention by Senator Douglas, a member of-this 
committee. We immediately proceeded to hold executive hearings on 
the matter. I got in touch with Mr. Moreland; I got. in touch with 
Mr. Dirksen’s office in Washington, and today I asked Mr. Moreland 
to come here as a witness, in an effort to assure that the people of 
Ilinois and the country might have the facts. 

IT don’t know how I could have been more fair to everybody con- 
cerned. If someone can tell me how I can have been more fair I 
wish they would do so. I wanted to be fair in the matter, tried to be 
fair in the matter, and I think I have. 

If there are no more questions, and no one has any good reason 
why we shouldn’t recess until 2 o’clock, we will do so. 

We will now recess until 2 o’clock. 

(Whereupon, at 12:45 p. m., a recess was taken until 2 p. m. of the 
same day.) 
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AFTERNOON SESSION 


The Cnairman. The committee will please come to order. 

Our first witness will be Mr. Maurice Bauman. 

Mr. Bauman, will you be sworn, please ? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God? 


TESTIMONY OF MAURICE BAUMAN, WILLIAMSBURG MORTGAGE 
REALTY CO., AND UNIVERSITY REALTY CO., URBANA, ILL., 
ACCOMPANIED BY RICHARD PATTERSON, COUNSEL 


Mr. Bauman. Yes, sir. 

The CuHatrman. Thank you, sir. 

Will you be seated? The gentleman with you is Mr.— 

Mr. Bauman. Mr. Richard Patterson, attorney. 

Mr. Stwon. Mr. Bauman, would you move up close to the micro- 
phone so they can hear you ¢ 

Mr. Bauman. Yes, sir. 

The Cuairman. Will you please give the reporter your full name 
and address / 

Mr. Bauman. Maurice Bauman, 2206 South Vine Street, Urbana, 
Til. 

Mr. Smon. Mr. Bauman, what is your business ? 

Mr. Bauman. I was in the mortgage business, sir; mortgage, 
finance, and real estate. 

Mr. Simon. When did you go into that business ? 

Mr. Bauman. Approximately September 1947. 

Mr. Stuon. What was the name of your company or companies? 

Mr. Bauman. Williamsburg Mortgage & Realty Co., and University 
Realty Co. 

Mr. Simon. Were those corporations ? 

Mr. Bauman. The Williamsburg Mortgage and University Realty 
were; yes, sir. 

Mr. Srmmon. They were corporations ? 

Mr. Bauman. Yes, sir. 

Mr. Srwon. Were the other two just trade names that you did busi- 
ness under? 

Mr. Bauman. Yes, sir. 

Mr. Simon. Who owned the stock of the corporations? 

Mr. Bauman. I did, sir. 

Mr. Srvon. <All of it? 

Mr. Bauman. Yes, sir. 

Mr. Simon. Did you operate as a dealer under title I of the National 
Housing Act in the home-improvement business 4 

Mr. Bauman. No, sir. 

Mr. Stmon. Did you finance repairs under home-improvement pro- 
visions of the act? 

Mr. Bauman. I would like to decline to answer a question on the 
grounds of possible incrimination, sir. 

Mr. Srvon. Say that again. 

Mr. Bauman. I would decline to answer that question under the 
fifth amendment on the ground of possible self-incrimination. 
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Mr. Srmon. Did you ever purchase or deal in paper that was 
financed under title of the National Housing Act? 

The Cuamrman. We had better remind this gentleman that if he 
answers one question he will have to answer all of them. Don’t you 
think so? 

Mr. Stmon. Yes. 

The Cuatrman. He has his own attorney. 

Mr. Srmon. I take it you have advised him, Counsel, if he answers 
any questions he loses his immunity on the others? 

The CrrarrMANn. We want to be perfectly fair and honest with you 
as we have been with every witness that has been before this commit- 
tee. I do want to say this: We are going to read into the record for 
the benefit of the record itself the testimony of this gentleman in execu- 
tive session. I just want to make sure that you understand that if 
he answers one question he is under obligation to answer all of them. 

(There was a conference between Mr. Bauman and Counsel Pat- 
terson.) 

Mr. Bauman. I would like to raise the question, the problem, what- 
ever it may be that I would lke to, inasmuch as I have testified in 
executive session, that I would like to answer questions as best I can, 
and if it is agreeable to you, having made the objection heretofore, I 
will, subject to that objection, proc eed to answer your questions. 

Mr. Stuon. I don’t quite understand what you mean. You say you 
will answer the questions? 

Mr. Bauman. Subject to the objection which I have stipulated; 
yes sir. 

Mr. Srvon. I don’t understand. Can you explain what he means, 
Counsel ? 

Mr. Parrerson. Prior to appearances before the committee in closed 
hearings, Mr. Bauman, after several objections, did testify, did give 
information. 

Mr. Srwon. Mr. Bauman has voluntarily testified before this com- 
mittee. 

Mr. Parrerson. That is right. 

Mr. Srwon. Under oath. 

Mr. Parrerson. Subject to the objection under the fifth amendment. 

Mr. Sion. He hasn’t raised that objection. The point we want 
to make very clear is that if he thinks by testifying here today he gets 
immunity for possible criminal violations of the law, we want to m: take 
crystal clear that nothing he says here today, or has said, gives him 
any immunity from criminal violations. 

Is what you are driving at by raising the fifth amendment and go- 
ing ahead and testifying you think you get some kind of immunity ? 

Mr. Bauman. You would permit me, I would like to confer with 
my counsel. 

Mr. Simon. I want you to understand in conferring with you, if 
you testify here today you will have no immunity for any testimony 
you give. 

The CrarrmMan. You may consult with him here, or go out in the 
lobby, or in the other room, whichever you wish to do. 

(Mr. Bauman and Counsel Patterson retire from the room.) 

The CrarMan. What are your wishes? 

Mr. Bauman. I will proceed to answer the questions. 
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Mr. Simon. You understand that there is no immunity attaching to 
your doing so? 

Mr. Bauman. Yes, sir. 

Mr. Simon. Mr. Bauman, did you deal in or handle paper insured 
under title I of the National Housing Act ? 

Mr. Bauman. I dealt in paper, sir, which I have found was han- 
dled under the National Housing Act. 

Mr. Simon. How did you find it was handled under the National 
Housing Act ? 

Mr. Bauman. When this so-called investigation began in January 
1954 I then learned for a fact, or from newspapers, and so forth, that 
I could not actually testify that at the time I handled the paper I knew 
it. I was in the mortgage business, and had knowledge of those 
general regulations, and so forth. 

Mr. Simon. Did you make loans under title I for home improve- 
ments on nonexistent buildings? 

Mr. Bauman. We made loans for the Mercantile Mortgage Co., 
which I understand were sold to FHA or insured by them. 

Mr. Srwon. Were they nonexistent buildings? 

Mr. Bauman. Well, as I have explained in the executive session, 
there were some cases of that; yes, sir. 

Mr. Smron. Will you explain what you mean by some cases of that? 

Mr. Bauman. There was one case where an address was given and 
I believe it was merely a nonintentional mistake on the part of our 
office that we gave an address as 204 Country Club Road, Urbana, 
when in fact the correct address I believe was 203, and that in making 
up the application I just hurriedly put that address in, thinking at the 
time it was correct, but it was sent in as 204. 

Mr. Simon. Is that a golf course? 

Mr. Bauman. Yes, sir. 

Mr. Suwon. Did you make loans for strawmen, who didn’t receive 
the money ? 

Mr. Bauman. Yes, sir. 

Mr. Sion. Will you explain how you did that? 

Mr. Bauman. Well, these strawmen, as they have been referred 
to, 1 would pay them various sums of money, ranging from $25 to 
$100, or thereabouts, and send through these ‘loans to the Mercantile 
Mortgage Co., and then I would take over the payments. 

The Cuarrman. The Mercantile Mortgage Co. ? 

Mr. Bauman. Yes, sir. 

The CuarrMan. Is that your company % 

Mr. Bauman. No, sir. 

The Cuarrman. How were you, Williamsburg Mortgage Co., do- 
ing business through the Mercantile Mortgage Co. ? 

Mr. Bauman. The Mercantile Mortgage Co. was located in the same 
community there, and I became acquainted with them, and did busi- 
ness with them, sir. 

Mr. Srron. Did you go to a strawman and pay him this $25 or $100 
for the use of his name; is that it? 

Mr. Bauman. Yes, sir. 

Mr. Ston. Then who signed the notes, you or he? 

Mr. Bauman. I believe in all cases that he signed the notes, sir. 

Mr. Simon. Did he sign them in blank ? 

Mr. Bauman. In many cases they did; yes, sir. 





a 
— 
=) 
tTQ tat te 


° 
e 

—_ 

— 
bod bol 29 


sa 


— 
— 


od ed toad bed bal bd bo be 


fra 
> 
D 
a 
Jo 5 


tot tot bot 


| 
“4 
~ 
~ 
a= 


® Wwol 
\ 

gen 

A 

hon 

N 

V 

app 


‘ rigl 





gto 


ired 
han- 
onal 


ary 
that 
new 
hose 


ove- 


Co., 


sion, 


hat? 
and 
our 
ana, 
king 
t the 


-elve 


rred 
25 to 
ntile 


, do- 


same 
busi- 


$100 





- 


FHA INVESTIGATION 2271 


Mr. Stwon. What was the usual amount you filled the note in for? 

Mr. Bauman. It was either $2,500 or $2,000 loans, generally speak- 
ing. 

Mr. Smon. The statutory maximum on a title I loan is $2,500; is 
that right ? 

Mr. Bauman. On a single-family; yes, sir. 

Mr. Srwon. Did you generally get two loans in the name of the 
same person ¢ 

Mr. Bauman. Yes, sir. 

Mr. Simon. And, generally, was one for 2,500 and one for $2,000? 

Mr. Bauman. That is correct, sir. 

Mr. Srwon. So that would be $4,500? 

Mr. Bauman. Right. 

Mr. Stwon. The strawman would sign the notes in blank? 

Mr. Bauman. Yes, sir. 

Mr. Stwon. And you would pay him the $25 or $100 for the privi- 
lege of hi aving him sign the notes; is that right? 

Mr. Bauman. Yes, sir; that is correct. 

Mr. Srton. Did the paper list any real estate that he owned? 

Mr. Bauman. Yes, sir; generally. 

Mr. Srtox. Who would really be the owner of the real estate, or 
would it be a wholly fictitious address ? 

Mr. Bauman. If it was not a fictitious address, I would generally be 
the owner. 

Mr. Simon. Was it frequently a fictitious address ? 

Mr. Bauman. I couldn’t answer that at this moment, sir. I don't 
know. 

Mr. Stmon. Did you ever use fictitious addresses? 

Mr. Bauman. As I pointed out, there were some, and there were 
cases where an address might be 636 Pelsman, we might show 638 or 
something like that. 

Mr. Srtmon. Forgetting for a moment mistakes, were there cases 
in which the address was wholly a fictitious one ¢ 

Mr. Bauman. I would say “ Yes.’ 

Mr. Sron. The $4,500 that you would get on those two notes, who 
would get that money ? 

Mr. Bauman. The deals, you would call them, would vary, sir, but, 
generally speaking, I would get it. 

Mr. Stuon. Was any part of it used for a home improvement or 
home repair on the property described in the notes? 

Mr. Bauman. It would be very unlikely. 

Mr. Stuon. Now, in order to get an FHA loan discounted at an 
approved mortagee, you had to have a completion certificate; is that 
right ¢ 

Mr. Bauman. Yes, sir. That is my understanding. 

Mr. Sron. ~ you sign the completion certificates? 

Mr. Bauman. I didn’t personally, sign them. 

Mr. Stwon. Who did? 

Mr. Batman. Well, the strawman or whoever was involved. 

Mr. Suwon. He would sign the completion certificate ? 

Mr. Bauman. Yes, sir. 

Mr. Srwon. And in that certificate he would certify that work 
of the contract value of the amount of the note had been done on his 
home? 
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Mr. Bauman. Yes, sir. 

Mr. Srwon. And, of course, in every case that was false; is that 
right? 

Mr. Bauman. Well, in almost every case ; yes, sir. 

Mr. Simon. How big a volume of business had you done in the 
last—you started in 1947? 

Mr. Bauman. Yes, sir. 

Mr. Sion. How big a volume have you done in the last 6 years 
on these notes with strawmen ? 

Mr. Batman. Say $100,000, in respect to strawmen, sir. 

The Cuarrman. A hundred thousand dollars ? 

Mr. Bauman. Yes, sir. 

Mr. Simon. After the notes were made would you make monthly 
payments on them? 

Mr. Bauman. Yes, sir. 

Mr. Stwon. What did you hope to gain by making these fictitious 
notes if you had to pay them back with interest ? 

Mr. Bauman. I was borrowing money for the operation of my 
business, and also in many of these cases these strawmen, as they have 
been referred to, were buying houses from me, such as that. In other 
words, there might be a variety of deals there. 

The Ciamman. Were these strawmen—they were real men in some 
instances ¢ 

Mr. Bauman. The strawmen were real men in all instances, sir. 

The Ciaran. You paid them for the use of their name, $25 
to 850? 

Mr. Bauman. That is right, sir. 

The CiairmMan. Do you have the names of those strawmen with 
you’ 

Mr. Bauman. I do; yes, sir. 

The Cuatrman. I think we had better have those right at this point. 
How many are there? 

Mr. Bauman. Well, there is—I honestly don’t know. There is 
probably 25 or 30 men involving 

The Cratrman. Are you testifying, now, these men received money 
from you and knew that they were strawmen 4 

Mr. Bauman. Let me make it clear in this manner: That many of 
them did receive money from me as strawmen. Others received con- 
sideration in the form that they were buying a house from me, some- 
thing of that nature. In other words, in every instance there is some 
definite consideration. 

The CruatmrMan. In every instance did they know they were a party 
to this transaction ? 

Mr. Bauman. I think they understood very well, sir. I couldn’t 
say they knew every detail. 

The CiratrmMaNn. May we have their names and addresses ? 

Mr. Bauman. They are all in these books. 

The Cuamrman. Let me have the books. We will possibly have 
the young lady copy them. 

Mr. Stwon. Mr. Bauman, about how many cases were there in 
which the strawman had no connection with you whatever other than 
the fee you paid him for using his name ? 

Mr. Bauman. I would have to make an offhand guess, sir. I would 
say 15 or 20. . 
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Mr. Srmon. Fifteen or twenty cases ? 

Mr. BauMaNn. Yes, sir. 

Mr. Srmon. Do you know a man named Gillespie, Vernon 
Gillespie ? 

Mr. BaumaN. Yes, sir. 

Mr. Siuon. What is his job? 

Mr. Bauman. He was vice president and local manager of the 
Mercantile Mortgage Co. in Champaign. 

Mr. Simon. Manager of the Champaign office? 

Mr. Bauman. Yes, sir. 

Mr. Stmon. Did you ever pay him any money ? 

Mr. Bauman. Yes, I did. 

Mr. Simon. How much did you pay him? 

Mr. Bauman. In the form of checks, I paid him a total of ee 
somewhere around $3,500 and perhaps another $1,000 in cash, but 
would have to check the figures on that, sir. 

Mr. Stwon. What was the money paid to him for? 

Mr. Bauman. I paid him, I think it was generally $50 on each loan 
that went through, and it was merely that my understanding that 
everything would go through all right that way, if that is fair phrase- 
ology. 

Mr. Sron. Was that $50 paid to Mr. Gillespie personally or did 
it go to the Mercantile Mortgage Co. ? 

The Cuarrman. Will you yield 1 moment? I am having those 
names and addresses copied for the purpose of placing them in the 
record. If there is no objection, when the young lady has finished 
copying the names and addresses of these so-called strawmen who re- 
ceived money from you, or favors, for the purpose of using their name, 
which, by the way, makes them as guilty to this transaction as—makes 
both parties guilty of the same transaction—I think you understand 
that? 

Mr. Bauman. Yes. 

The CuarrmMan. We will have those names available here shortly to 
place in the record. Each of those coupon books you gave us repre- 
sents a strawman ? 

Mr. Bauman. Yes, sir. 

The Mercantile mailed those to the men. 

The Cuarrman. I noticed in each of those instances that the Mer- 
eantile Mortgage Co. handled the mortgages. Did they know that 
these were strawmen ? 

Mr. Bauman. I know that Mr.—well, I couldn’t honestly say. 

Mr. Stwon. You say you paid $50 in each case to Gillespie ? 

Mr. Bauman. Yes, sir. 

Mr. Stwon. Did that go to Gillespie personally, or did that go to 
the mortgage company ? 

Mr. Bauman. I gave it to Vern Gillespie. How he disposed of it 
is beyond my knowledge. 

Mr. Simon. The checks were made payable to him? 

Mr. Bauman. Yes. 

Mr. Stmon. Not to the company ? 

Mr. Bauman. No, sir. 

Mr. Simon. What was that $50 a note for? 
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Mr. Bauman. Well, Gillespie, as I understood and talked with him, 
that he would let these loans go through and not—there wouldn’t be 
any particular matter of what the facts were—but they would go 
through and I gave him $50. 

Mr. Srwon. You mean Gillespie knew they were phonies, and for 
the $50 a note he let them go through without rejecting them; is that 
right? 

Mr. Bauman. Well, he at least knew what was in the applications 
wasn’t all factual, by any means. 

The Crarrman. I was busy here. Who is Gillespie? 

Mr. Stmon. Gillespie is the manager of the Champaign office of the 
Mercantile Mortgage Co.; is that right ? 

Mr. Bauman. Yes, sir. 

Mr. Simon. You say he knew what was in the application wasn’t 
true ? 

Mr. Bauman. Yes, sir. 

Mr. Simon. Now, in connection with those 

The Cramman. Is he scheduled to testify here today ? 

(Discussion off the record. ) 

Mr. Stmon. In connection with these applications, you had to sub- 
mit a financial report on the borrower? 

Mr. Bauman. Yes, sir. 

Mr. Simon. Did you run a credit reporting service of your own ! 

Mr. Bauman. Yes, sir; I did. 

Mr. Simon. What was the name of that? 

Mr. Bauman. Merchants Credit Bureau Corp. 

Mr. Srwon. Merchants Credit Bureau, a corporation / 

Mr. Bauman. Yes, sir. 

Mr. Smon. Did you own all the stock of it? 

Mr. Bauman. Yes, sir. 

Mr. Stwon. Where did it operate? 

Mr. Bauman. Champaign, Urbana, sir. 

Mr. Stwon. When you had to get one of these phony loans, did you 
prepare a credit report on the strawman ? 

Mr. Bauman. Yes, sir. 

Mr. Srwon. And were the facts in your credit report true? 

Mr. Bauman. They were not true. I mean, they tied in with the 
application on the loan. 

Mr. Simon. In other words, you put in the credit report whatever 
facts you had to in order to make it look good at the bank; is that 
right? 

Mr. Bauman. At the Mercantile Mortgage; yes, sir. 

Mr. Simon. As far as you were concerned, it was not intended to 
reflect the true credit status of the applicant ? 

Mr. Bauman. Yes. 

Mr. Simon. You say Gillespie knew the credit reports were not true 
and accurate 4 

Mr. Bauman. I would say he did. I feel certain that he knew that 
I owned the credit bureau. In fact, I remember discussing it with 
him, that I did own it. 

Mr. Siavon. Did you make title I loans for furniture? 

Mr. Bauman. Well, some of the proceeds of these loans by the 
Mercantile Mortgage were as I know used for furniture. 

Mr. Stwox. Some of them were used to buy real estate ? 
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ith him r i 
ldn’*t ed Mr. Bauman. Yes, sir. 
Mr. Sruon. So far as you know, were any of them, any of the pro- 


ould go 
ceeds ever used for home repairs? 


— ~ Mr. Bauman. It would be a very rare occasion, sir. 
arn hs Mr. Suwon. Did the Mercantile Mortgage Co. run an insurance 
; 1s that - 4 


agency ¢ 

Mr. Bauman. Yes, sir; they did. 

Mr. Simon. What was the name of that? 
a Mr. Bauman. Rainford Agency, Inc. 

Mr. Simon. Was Mr. Rainford the president of the Mercantile 
Mortgage Co. 4 

Mr. Bauman. I understand he is; yes, sir. 

Mr. Suwon. And did Mercantile ever insist to you that you had to 
put your insurance with this Rainford Agency as a condition prece- 
dent to accepting your title I paper? 

Mr. Bauman. Yes, sir; as I testified, they did. 

Mr. Simon. What extent were you required to place your insurance 
with them ¢ 

Mr. Bauman. Well, they merely told me in a conference with sev- 


ications 


‘e of the 


1 wasn’t 


to sub- ; : “ae 2 ; 
eral of their officers in Champaign at the Decatur office, and Cham- 
paign office, that in order to make the operation profitable for them 
wecni® that would be a beneficial arrangement that we could make. 


Mr. Simon. Who told you that ? 
Mr. Bauman. It was Mr. Brooks and Mr. Devero, and 
Mr. Simon. And Mr. Rainford ¢ 
Mr. Bauman. No. 
Mr. Simon. Mr. Gillespie ¢ 
Mr. Bauman. Yes, sir; that is right. 
¥ Mr. Simon. Did you then write insurance that was placed with the 
° Rainford Insurance Agency / 
Mr. Bauman. Yes, sir: I did. 
Mr. Simon. Did you get any commission or fee on that ? 
Mr. Bauman. No, sir. 
Mr. Simon. They kept the entire insurance agent’s commission ? 





did you 


4 : 
9 Mr. Bauman. Yes, sir. 
vith the Mr. Simon. And was that in addition to paying Gillespie $50 a note 
on these notes / 
hatever Mr. Bauman. Yes, sir. is 
is that Mr. Simon. Did you handle any title 1 paper that was legitimate, 


bona fide paper ¢ 
Mr. Bauman. Well, there might have been some of it, there was. I 


nded to can’t recall offhand. 
*) Mr. Simon. Did you have to pay Gillespie the $50 on the legitimate 
x paper ¢ a ~ an 
not true Mr. Bauman. IT paid him $50 on every case. 
Mr. Suwon. On every case ¢ 
ew that Mr. Bauman. Yes. 
it with - Mr. Simon. Even if it was legitimate paper ? 
Mr. Bauman. Yes, sir. 
° Mr. Simon. [take it you knew legitimate paper could be discounted 
by the at any bank without paying that fee 4 


Mr. Bauman. I suppose so. 
The Cuarrman. How much money did you pay this Mr. Gillespie ? 
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Mr. Bauman. I stated before, I think the total in cash and checks, 
roughly $4,000. 

The Cuairman. $4,000 at the rate of about $50 a fee for handling 
these strawman reports? 

Mr. Bauman. That is right. 

The Ciarrman. And the strawman transactions you think ran 
about $100,000 2 

Mr. Bauman. Yes, sir. 

Mr. Simon. Now, $50 each, $4,000 would be about 80 loans; is that 
right ? 

Mr. Bauman. Yes, sir. 

Mr. Simon. And 80 loans, at $2,000 apiece, would be $160,000. 

Mr. Bauman. Well, you say I may be misleading you, but in quot- 
ing $100,000 I was not including loans where the borrowers actually 
got all the proceeds, themselves, and where they used it for furniture 
or whatever else it might have been. 

The CuarrmMan. You are just talking about the $100,000 where you 
got the proceeds rather than them. 

Mr. Bauman. Where I got part of it, anyway; yes, sir. 

The CuarrMAn. You paid the strawmen, then ? 

Mr. Bauman. Yes, sir. 

Mr. Stmon. In addition there is another $60,000 to $100,000, where 
the signer of the note actually got the proceeds but it would be a very 
rare case if he used it for home improvement ? 

Mr. Bauman. That is correct, sir. The total volume was roughly 
a quarter of a million dollars. 

Mr. Simon. Total volume was a quarter of a million dollars? 

Mr. Bauman. Just roughly. 

Mr. Srmon. That was all discounted at the Mercantile Mortgage 
Co. ? 

Mr. Bauman. Yes, sir. 

Mr. Sruon. Did you have any dealings with Brooks on this title 
I paper? 

Mr. Bauman. Well, Mr. Brooks came up there in the beginning 
and conferred with me, as I recall, in the company of Devero, Gilles- 
pie, and myself. That is when we discussed insurance matters, and 
so forth. 

Mr. Srwon. Apart from telling you that his company had to receive 
your insurance, did Brooks participate in any of these transactions? 

Mr. Bauman. I can’t actually say that he got any money. He did 
in the orginal conference there, as I recall it, title 1, or the loan sub- 
ject was brought up, that he said that they would be happy to make 
them on that condition, and I asked him if they had financed any house 
trailers, and he said they had. 

Mr. Stmon. Do you keep books? 

Mr. Bauman. I keep them as well as I can, sir; yes, sir. 

Mr. Stmon. Do your books show exactly how much money you paid 
Gillespie, and in what years? 

Mr. Bauman. Yes, sir; they do. 

Mr. Srmon. Did you charge these $50 fees as a cost of doing business 
for your personal income-tax returns? 

Mr. Bauman. Yes, sir; I did. However, I want to make clear in 
filing my return in January, I made it clear that I was involved in 
a lot of litigation and I might have to file an amended return. 
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Mr. Srmon. How about your 1952 return which you filed in 1953? 

Mr. Bauman. I would have taken that off as a commission paid, or 
whatever you want to call it, some expense. 

Mr. Sron. I believe you have testified already that you frequently 
signed the signatures of the borrowers to these title I applications? 

Mr. BAauMAN. Yes, sir; that is correct. 

Mr. Stmon. Was that the regular course? 

Mr. Bauman. Yes, sir. 

Mr. Simon. Did Gillespie know that frequently it was your signa- 
ture on the application ¢ 

Mr. Bauman. Well, I would think he would. 

Mr. Stmon. Let me ask you this: When you signed the name of 
somebody else to an application did you make an effort to forge their 
name; that is, to write it as they would have written it, or did you just 
write their name in your normal handwriting? 

Mr. Bauman. I just wrote their name in my normal handwriting. I 
made no effort to conceal it. 

Mr. Simon. So that anybody looking at the applications would 
have known they were written by the same hand ? 

Mr. Bauman. Yes, sir. 

Mr. Simon. Did you personally do that or was someone in your 
office used to sign the names? 

Mr. Bauman. I did it personally, no one else. 

Mr. Simon. Did you frequently put more than 1 loan, more than 2 
loans, on the same property @ 

Mr. Bauman. Yes, sir. 

Mr. Stmon. Is there 1 case, Mr. Bauman, where you had 7 loans on 
1 piece of property ¢ 

Mr. Bauman. Well, I originally testified that I thought there were 
7, but on the basis of my ac tual figures, I only know that there were 4. 
I do think there were more. 

Mr. Simon. You know there were 4, and you think there were more? 

Mr. BauMAN. Yes, sir. 

The CHamman. On the same address? 

Mr. Bauman. Yes, sir. 

The Cuarrman. And what company discounted that, Mercantile? 

Mr. Bauman. Mercantile Mortgage; yes, sir. 

Mr. Simon. What was that address? 

Mr. Bauman. 707 West Ohio Street, Urbana. 

Mr. Simon. Who owns 707 West Ohio? 

Mr. Bauman. I, all that time personally owned it, sir. 

Mr. Srwon. Did you live there? 

Mr. Bauman. No, sir. I bought it for speculation. 

Mr. Sruon. Whose name was signed to the applications on the 4 
loans that you know were made on that property ¢ 

Mr. Bauman. There were 2 loans made in the name of R. Duane 
Cook, and the other 2 loans I gave in that testimony up here recently, 
and I can’t recall them at this moment. 

Mr. Stmon. Was it names other than Cook? 

Mr. Biuman. Yes, sir. 

Mr. Simon. So you had different names showing for the same 
property ? 

Mr. Bauman. That is correct, sir. 
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Mr. Srvon. And I take it none of the proceeds of any of those loans 
went for home improvements, or home repairs, on that property ? 

Mr. Bauman. That is correct, sir. 

Mr. Simon. Did you ever inform Gillespie or anybody at Mercantile 
to mail loan notices to you on any of those loans? 

Mr. Bauman. Yes, sir; I did. 

Mr. Stuon. On all of them? 

Mr. Bauman. Yes, sir; on all of them that I was to make the pay- 
ments on, I did. 

Mr. Srmon. So that you had something like 80 loans, or maybe 
50 loans? 

Mr. Bauman. Something like that. 

Mr. Stmon. Fifty loans would be about right ? 

Mr. Bauman. That is right. 

Mr. Sraon. On which Mercantile’s records showed that the notices 
were being sent to you and you were supposed to make the payments? 

Mr. Bauman. Yes, sir. I assume the records showed that. I 
notified them. 

The Cuairman. You notified them to that effect ? 

Mr. Bauman. Yes, sir: I did. 

The Cuarrman. And did the notices come to your address? 

Mr. Bauman. They sent—let me make it clear, they originally sent 
a payment book 

The Cuatrman. Sent what? 

Mr. Bauman. They sent these payment books which you are copying 
off the names to the borrower. 

The Cuatrman. To the strawman? 

Mr. Bauman. Yes, sir. He brought the payment books into me. 
I had immediately notified the Mere: antile I had assumed it and sent in 
the first payment, usually. 

The Cuairman. Then they sent the notices to you from that time on ? 

Mr. Bauman. Yes, sir. 

Mr. Sion. On the loans where you didn’t get the money, and where 
the person who signed the application and the note did get the money, 
in those cases were the proceeds used for such things as downpayments 
on real estate, purchase of automobiles, purchase of refrigerators ? 

Mr. Bauman. Yes, sir; they were. 

Mr. Suwon. Now, you have testified previously that you were mail- 
ing premiums to Mercantile amounting to as much as $3,000 in 1 
month. 

Mr. Bauman. Not premiums. That was monthly payments, sir, on 
the loans. 

Mr. Srmon. On the loans that you were paying them back ? 

Mr. Bauman. Yes, sir; in one check. 

The Cnamman. Were you mailing your check to apply on some 
other man’s account in some other name / 

Mr. Bauman. Yes, sir; I would mail them 1 check and clip 30 or 
40 coupons on it. 

The Cnamman. And this Mercantile Co. would accept it ? 

Mr. Bauman. Yes,sir. They cashed them. 

The C HAIRMAN. Where were their headquarters? 

Mr. Bauman. Originally, they were sent to Decatur offic e, and later 
on they transferred, and had them sent to the home office in Granite 


City. 
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Mr. Simon. Were you dealing with the Decatur or Champaign 
office / 

Mr. Bauman. I was dealing with both. The Decatur boys were up 
there all the time, I mean frequently. 

Mr. Srwon. Who was the manager of the Decatur office? 

Mr. Bauman. Mr. Brooks. 

Mr. Simon. Did you ever pay Brooks any money ? 

Mr. Bauman. No, sir. 

Mr. Stwon. I gather you paid Gillespie in Champaign $50 on each 
one of these ¢ 

Mr. Bauman. That is correct, sir. 

Mr. Srwon. Why didn’t you bring your business down to Decatur 
if you could get it taken there without paying for it? 

Mr. Bauman. Well, the Champaign office was in control there, 
and all business conducted in Champaign had to be done through 
them. 

Mr. Stmon. So even if you took it to Brooks you still had to pay off 
Gillespie; is that right? 

Mr. Bauman. That would be true; yes, sir. 

The CHarrMan. Is Gillespie an officer of the Mercantile? 

Mr. Bauman. He is vice president, as I understand. 

Mr. Stmon. Brooks is, too, isn’t he? 

Mr. Bauman. Yes, sir. 

Mr. Srvon. Is that their practice to make the manager of each 
office a vice president ¢ 

Mr. Bauman. I believe so. They seem to have quite a few of them. 

Mr. Simon. Now, you have previously told us that Mercantile in- 
vestigators coerced homeowners to sign forgery affidavits against 
you! 

Mr. Bauman. That is my opinion; yes, sir. 

Mr. Simon. Will you tell us what facts you base that on? 

Mr. Bauman. As I understand, they went to these borrowers and 
it has been reported to me, anyway, by some of the borrowers, that 
they threatened them with a possible criminal action, or indictment, 
if they did not sign the affidavit, and there seemed to be some cases 
in which these borrowers signed these affidavits, I would say, under 
duress, and without probably knowing the full content of the affi- 
davit. 

Mr. Srmon. Were those cases in which the strawman or borrower 
had actually signed the note? 

Mr. Bauman. Yes, sir. 

Mr. Srwon. And they got them to say it was not their signature? 

Mr. Bauman. They got them to say that the signature on the check 
was a forgery. 

Mr. Staton. Was the signature on the check a forgery ? 

Mr. Bauman. Not within the meaning of the law, it wasn’t, be- 
cause the borrower had the knowledge and had given consent to that, 
and knew of the transaction. 

Mr. Suwon. You say he had consented because you paid him $25 to 
$100 for that privilege; is that right? 

Mr. Bauman. He knew it went “through; yes, sir. He got the pay- 
ment. book and brought it in to me. * 

Mr. Stmon. Then you signed his name to the check and cashed 
it ? 
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Mr. Bauman. Yes, sir. 

Mr. Simon. You say you had paid him for the right to do that? 

Mr. Bauman. Yes, sir; it was purely a matter of convenience to 
save having him come in to sign it. 

Mr. Simon. I take it the reason that Mercantile did that they were 
trying to collect from their bonding company on a claim for forgery ¢ 

‘Mr. Bauman. That would be my assumption; yes, sir. 

Mr. Simon. Did you ever have any business dealings with the 
Thompson Lumber Co. ? 

Mr. Bauman. No, sir; I didn’t. 

Mr. Simon. Did you at any time discount your paper with the 

Allied Building Credits Co. ? 

Mr. Bauman. Well, I might correct the term “discount.” Any 
paper that I handled through Mercantile or anyone else was purely 
in their name. I never did have it in my name, or anything else. 

Mr. Srwron. Did you transact a half-million dollars’ worth of busi- 
ness since 1951 with Allied Building Credits? 

Mr. Bauman. I told them in the second hearing that I was not cer- 
tain of that figure, but I would say somewhere between $100,000 and 
$500,000, and I can’t go any more accurate at this moment. 

Mr. Simon. You can’t be any more accurate than to say $100,000 
to $500,000 ? 

Mr. Bauman. No, sir; because most of those went directly to the 
borrowers, and I had no further interest in them. 

The Cuarrman. Is this business you solicited in the name of Allied ¢ 

Mr. Bauman. Yes, sir; that would be correct. 

The Cuarrman. Their name? 

Mr. Bauman. Yes, sir. 

Mr. Simon. Were you their local representative ? 

Mr. Bauman. Well, if there is such a thing, at least I did business 
through them. 

Mr. Staton. Who got the money in those loans? 

Mr. Bauman. Gener rally speaking, the borrowers got the money in 
those loans, and 

Mr. Stuon. What purpose was the money used for? 

Mr. Bauman. The same as these others, for downpayments, and 
such as that. 

Mr. Simon. And not for home repairs, or home improvements? 

Mr. Bauman. No, sir. There were cases where it was done for that. 

The Cuatirman. What Allied office did you do business with? 

Mr. Bauman. That was their office in Chicago. 

The Cnatrman. Here in Chicago? 

Mr. Bauman. Yes, sir. 

The CuatrmMan. I wish some of our employees would summon the 
manager of Allied here. We want him as a witness today or to- 
morrow, 

Mr. Stmon. Did you do business with Mr. McCully in the Chicago 
office of Allied Building Credits? 

Mr. Bauman. Yes, sir; as I recall, strictly by mail. I don’t know 
that I ever met him personally. 

Mr. Stmon. So you solicited the applications for credit and the ap- 
plications for a loan from the homeowner; is that right / 

Mr. Bauman. Yes, sir. 
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Mr. Suwon. And in each application did it say they wanted the 
money for a home repair or home improvement? 

Mr. Bauman. Yes, sir. 

Mr. Stmon. Did you accompany the application with a completion 
certificate 

Mr. Bauman. I believe I did; yes, sir. 

Mr. Srmon. And if the money was used for a home repair or home 
improvement that was purely a coincidence or unusual ? 

Mr. Bauman. No. It wouldn’t be quite that bad. I mean there 
were a lot of them in Allied Building Credits, and I could not abso- 
lutely testify as to what number were used for any specific purpose 
at. this time. 

Mr. Stmwon. Do you know what percentage of your total volume 
with Allied Credits was actually used for home repairs or home 
improvements? 

Mr. Bauman. I don’t want to make any statements that I can’t back 
up, sir, and I couldn’t honestly make a guess at this time. 

Mr. Srmon. Would you say it was as much as 50 percent ? 

Mr. Bauman. I would say it could have been. I don’t want to go, 
or be bound to that. 

Mr. Stmon. It could have been, but you don’t know ? 

Mr. Bauman. Yes, sir; that is right. 

Mr. Simon. Did Allied Building Credits pay you between $50 and 
$100, or did you get that from the homeowner ? 

Mr. Bauman. I got that from the homeowner. 

Mr. Sraon. Did you get anything from Allied Building Credits? 

Mr. Bauman. No, sir. 

Mr. Simon. Let me understand this: You got a homeowner who 
borrowed $2,500. 

Mr. Bauman. Yes, sir. 

Mr. Simon. You filled in the paper for him and you sent them to 
Allied Building Credits; is that right ? 

Mr. Bauman. Yes, sir. 

Mr. Sraon. Then they would give this homeowner $2,500 ? 

Mr. BaumaN. Yes, sir. 

Mr. Siaon. The homeowner would then pay you $50 to $100? 

Mr. Bauman. That is correct, sir. 

Mr. Stuon. What did Allied Building Credits think was your inter- 
est in the picture ? 

Mr. Bauman. I couldn’t honestly answer the question, sir. As I 
understood their relations, they were making what they called direct 
loans on their behalf, but they were, of course, soliciting in a manner 
of speaking through me. 

The Cuarrman. How many loans did you send Allied of that 
nature ? 

Mr. Bauman. Well, we went through that here. I don’t mean to 
be rude, but [ couldn’t exactly answer the question. 

Mr. Sruon. He said between $100,000 and $500,000. 

The Cnatrrman. How many loans, would you say, 100 or 200? 

Mr. Bauman. They would range anywhere from $1,000 to $5,000, 
and say an average loan, maybe $2,000. 

The Cuatrman. Could it be as much as 100 different loans? 

Mr. Bauman. Yes, it could be. 

The Cratrman. Allied paid you nothing for it? 


2282 FHA INVESTIGATION 


Mr. Bauman. No, sir. 

The Cramman. You still were their agent ? 

Mr. Bauman. I can’t say I was their agent. I was merely— 

The Ciuarrman. Were you on their payroll ? 

Mr. Bauman. No, sir. 

The Cuaiman. Did they feel that you were just doing this out of 
the goodness of your heart ¢ 4 

Mr. Bauman. I can’t say what they felt. I can’t testify on that, sir. 

The CHamman. You were being paid by the borrower, himself? 

Mr. Bauman. That is right, sir. 

The Cuarrman. Do you have a record, now, of those 100 transac- 
tions? We must have that, you know. 

Mr. Bauman. I will get it for you, if you want it. 

The Cuarrman. We must have that. 

Mr. Bauman. Yes, sir. 

(The information referred to will be found in the files of the 
committee. ) 

The Cuarrman. Those 100 homeowners, did they know what they 
were doing when they paid you $50 to $100 ¢ 

Mr. Bauman. I think basically you could say they knew what they 
were doing, and the same was true of these others. I couldn’t say 
they knew all the details, but they knew, generally. 

The Cuarrman. Did Allied know you were doing this? 

Mr. Bauman. I don’t know that, sir. I can’t say. 

The Cuatrman. Would you send these contracts into Allied your- 
self? 

Mr. Bauman. Yes, sir. 

The Cnamman. Would they acknowledge receipt of them to you? 

Mr. Bauman. Well, there was never any receipt sent. 

The Cuamman. Would they acknowledge receipt of them ? 

Mr. Bauman. Well, they would alw ay s—I mean, they knew that I 
would send them in. There isn’t any question of that. 

Mr. Stmon. Did you have stationery with your name on it? 

Mr. Bauman. Yes, sir. 

Mr. Srwon. When you sent these in they were on your stationery? 

Mr. Bauman. Yes, sir. 

Mr. Srwon. Your name was signed, not the homeowners ? 

Mr. Bauman. li I sent anything on my stationery, it was purely a 
letter accompanying the applic: ition. 

The CuarrMan. Do we have all the files and correspondence of this 
gentleman ? 

Mr. Bauman. No, sir; you do not. 

The Cuairman. We are ordering you now not to move any of your 
files or correspondence. 

Mr. Bauman. All right, sir. 

The Caiman. We will send—if you want a subpena, we will 
send a subpena down to pick up all your files and correspondence with 
Allied and Mercantile, and every other known concern. 

Mr. Bauman. Can I ask you a question, sir ¢ 

The CuHatrman. Yes, you may. 

Mr. Bauman. As I understood in conference with one of the gentle- 
men, that if I presented the originals to you, you would be willing to 
photosti at them and return them to me? 

The CuHairman. Yes. We will see that they are handled in such a 
way that—we will inconvenience you as little as possible. 
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Mr. Bauman. Thank you, sir. 

‘The Cirairman. We will cooperate and work with you. 

Mr. Bauman. Thank you. 

Mr. Sruon. In the meantime, vou leave them where they are with- 
out moving them. 

Mr. Bauman. All right. sir. 

Mr. Sivxron. When Allied Building Credits mailed their check on 
this business, was the check mailed to you or mailed to the home- 
owner ¢ 

Mr. Bauman. | believe in the beginning that they mailed them 
direct to me. 

I can’t actually testify to that. I do believe they were. Later on 
they changed it and sent them direct to the homeowner. 

The Cnuamman. If they sent them to you and yet they weren’t pay- 
ing you anything, and you weren’t on their payroll, they must have 
known what you were doing, did they not? 

Mr. Bauman. I couldn't ‘testify that they did, sir. 

Mr. Simon. How did you happen to first get connected with Allied 
Building Credits ¢ 

Mr. Bauman. I believe I wrote them a letter and asked them if 
they were interested in soliciting title I business in Champaign, and 
they sent a fieldman through whose name I do not recall, and he 

came into my office, which was then on Randolph Street, and said 
they would be interested ; we started doing business. 

Mr. Srwon. He said they would be interested in what? 

Mr. Bauman. In handling this paper; title I paper. 

Mr. Srwon. Did you tell him you wanted to borrow the money your- 
self, or did you tell him this would be loans you would work up for 
other people? 

Mr. Bauman. I probably told him it was to be worked up for other 
people, I do not think I told him I was going to borrow on it my- 
self. I did personally get some loans from them in my own name. 

Mr. Stmon. Were those for home repairs and home improvements? 

Mr. Bauman. Yes, sir. 

Mr. Simon. On the property you owned ¢ 

Mr. Bauman. Yes, sir. 

Mr. Srwon. What property ? 

Mr. Bauman. I believe it was 317 Elmwood Road. I can’t actually 
testify. 

Mr. Simon. How hany loans did you get on 317 Elmwood Road? 

Mr. Bauman. I believe just one, sir. 

Mr. Srmon. Is that the only one you got in your own name and 
actually used the money for home repair? 

Mr. Bauman. Yes, sir; I believe that is correct. 

Mr. Stuon. When did you first make this arrangement with Mer- 

cantile to pay Gillespie $50 a note ? 

Mr. Bauman. I am sorry, I didn’t get you. 

Mr. Stwon. When did you make the arr angement with Mercantile 
to pay Gillespie $50 a note ? 

Mr. Bauman. Well, as I recall, it was approximately in the begin- 
ning. I mean when the first loans were made. 

Mr. Staon. When was that ? 

Mr. Bauman. I would just have to make a guess, some time in 
March of 1953 
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Mr. Simon. And how long did it continue ? 

Mr. Bauman. Until January 1954. 

The CHamrMan. January of this year? 

Mr. Bauman. Yes, sir. 

Mr. Srmon. It was in that period of 9 or 10 months that you paid 
him $4,000 ? 

Mr. Bauman. Yes, sir. 

Mr. Srwon. When did you make this arrangement with Brooks 
about giving them all of your insurance? 

Mr. Bauman. I don’t remember the exact date, but we all met in 
Urbana, Lincoln Hotel there, at a noon luncheon, and discussed it 
then, but it was shortly after, or about the time that these operations 
commenced, 

Mr. Stmon. That would be March of 1953 ? 

Mr. Bauman. Somewhere around there; yes, sir. 

Mr. Srmon. Had you done any business with Mercantile before 
about March 1953 ? 

Mr. Bauman. I may have. I can’t actually testify to it, sir. I 
don’t have the dates. 

Mr. Srwon. When is the earliest you think you did any business with 
Mercantile? 

Mr. Bauman. I originally thought, when I mentioned a while ago, 
March 1952 or 1953. 

Mr. Stuon. March 1952 or 1953? 

Mr. Bauman. March 1953. 

Mr. Stmon. Is that vour best recollection of the earliest date ? 

Mr. Bauman. At this moment, it is; yes sir. 

Mr. Sraon. Was it at the same time that you made the deal to give 
Gillespie $50 a note and also agreed to give them your insurance busi- 
ness without any compensation ? 

Mr. Bauman. I believe that is correct, sir. 

The Cuairman. Thank you very much, and if you will stand by we 
may want you a little later in the day. 

Mr. Bauman. All right, sir. 

The Crairman. As I say, do not touch your files because we want 
those files. 

Mr. Bauman. All right, sir. 

The Cuarrman. If you want a subpena, we will give you a subpena, 

Our next witness will be Mr. William Rainford of the Mercantile 
Mortgage Co. of Granite City, Il. 

Mr. Rainford, will you be sworn. 

Do you solemnly swear that the testimony that you are about to 
give will be the truth, the whole truth, and nothing but the truth, so 
help you God? 


TESTIMONY OF WILLIAM RAINFORD, PRESIDENT, MERCANTILE 
MORTGAGE CO., GRANITE CITY, ILL., ACCOMPANIED BY WESLIE 
LUEDERS, COUNSEL 


Mr. Ratnrorp. I do, sir. 

The Cnatrman. Thank you, sir. 

If you wil] be seated, and the gentleman with you is 
Mr. Rarnrorp. This is my attorney, Weslie Lueders. 
The CuarrmMan. Will you give your name, please ? 
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Mr. Luepers. Weslie Lueders. 

The Cuamman. What town ¢ 

Mr. Luepers. Granite City, Ill. 

The Cuairman. And your full name, Mr. Rainford ¢ 

Mr. Rarnrorp. William Charles Rainford. 

The Cuarrman. Are you president of Mercantile Mortgage Co.? 

Mr. Ratnrorp. Yes, sir. 

The CHairman. Where is your home office? 

Mr. Ratnrorp. Granite City, sir. 

‘The Cuairman. How many branches do you have? 

Mr. Raryrorp. Six branches. 

The Cuarrman. Where are they located ? 

Mr. Rarnrorp. They are located in Peoria, Decatur, Indianapolis; 
Clayton, Sykeston, Mo. 

The CHairMAn. Would you give us the names—— 

Mr. Ratyrorp. And Carbondale. 

The Cuarrman. Would you give us the names of the managers of 
each of those places ? 

Mr. Rainrorp. There are 2 suboffices out of Decatur, which are 
Springfield and Champaign, and 1 suboffice out of Carbondale, which 
is located at Mount Vernon, Ill. 

The CuairMAN. Give us the names. Are the managers of each 
of these offices, each of your branch offices, are they directors or officers 
of your corporations ¢ 

Mr. Ratnrorp, Officers, sir. 

The CHarrMan. What rank ¢ 

Mr. Ratnrorp. Vice president. 

The Cuairman. Each of your branch managers, or branch office 
managers, is a vice president of the company ¢ 

Mr. Rarnrorp. Yes, sir. 

In the early stage of a man’s career with Mercantile he might start 
out as an assistant vice president. 

The CHatrMan. Will you give us the names of the vice presidents 
and managers of each of ‘those branches? 

Mr. Ratnrorp. Yes, sir. 

At Peoria, Ill., it w ‘ould be C. L. Assen; at Decatur, Ill., Werthen 
Brooks; Indianapolis, Ind., Seaworth Barnett; at Granite City, Il., 
Richard Holstlaw; at Clayton, Mo., Eugene Thomas: at Sykeston, 
Mo., C. A. Keller; and at Carbondale, Ill. ., Mr. W. E. Rodd. 

The CHairman. Are each of those gentlemen a vice president of 
your company ¢ 

Mr. Rarnrorp. They are now, sir. We have just promoted Mr. 
Holstlaw from an assistant vice president to vice president within a 
matter of the last 

The Cuatrman. Are these men directors of your company ? 

Mr. Ratnrorp. No, sir. 

The Cuamman. Are they stockholders of your company ? 

Mr. Rarnrorp. For the most part; no, sir. 

The CuHatrMAn. You are the president of the company ? 

Mr. RainForp. Yes, sir. 

The Cuatrman. And who is the secretary-treasurer ¢ 

Mr. Rarnrorp. Mr. A. L. Laur. 

The CuarrMan. Are you an Illinois corporation ? 

Mr. Rarnrorp. A Delaware corporation. 
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The CHaArrman. A Delaware corporation ? 

Mr. Rarnrorp. Yes, sir. 

The CuHarrman. When were you organized 4 

Mr. Ratnrorp. In 1926. 

The Cuairman. And you deal exclusively in home-repair loans? 

Mr. Rarnrorp. No, sir. We are an approved mortgagee, and we 
deal also in real-estate mortgages. 

The Cuarrman. You are an approved FHA mortgagee? 

Mr. Rarnrorp. Yes, sir. 

Mr. Srston. Don’t you mean you were, Mr. Rainford ? 

Mr. Rarnrorp. No, sir. 

Mr. Simon. Maybe the letter hasn’t reached you yet, but as of 
Monday you were no longer an approved mortgagee. 

The Cuarrman. You may proceed, Mr. Counsel. 

Mr. Srvon. What is the age of Mr. Brooks? 

Mr. Rarnrorp. Mr. Brooks would be aproximately 32 to 33 years 
old. 

Mr. Stmon. What is the age of Mr. Barnett ? 

Mr. Ratnrorp. Mr. Barnett would be approximately 42 years old. 

Mr. Stmon. What is the age of Mr. Allen? 

Mr. Rarnrorp. Mr. Allen would be approximately 53 years old. 

Mr. Stmon. What is the position of Mr. Gillespie ? 

Mr. Rarnrorp. Mr. Gillespie was a vice president. 

Mr. Srwon. When did he cease being a vice president ? 

Mr. Raryrorp. Approximately January 12, the day that I found 
that Mr. Bauman had paid him $50 per case. 

Mr. Sraron. He was vice president of your St. Louis office? 

Mr. Rarnrorp. No, sir. 

Mr. Stwon. I mean your Champaign office ? 

Mr. Rarnrorp. Yes, sir. 

Mr. Stuon. Excuse me. 

Do you own the Rainford Insurance Agency ? 

Mr. Rarnrorp. Yes, sir; I own 10 percent, Mercantile Mortgage Co. 
owns 90 percent. 

Mr. Simon. And your family owns Mercantile Mortgage Co. ? 

Mr. Rainrorp. Yes, sir. 

Mr. Sruon. Did you hear a few minutes ago Mr. Bauman testify 
that he was required to give his insurance business to the Rainford 
Insurance Agenc re in order to discount his paper with your company ? 

Mr. Rarxrorp. I did, sir. 

Mr. Srvon. Did you know that? 

Mr. Ratnrorp. No, sir. 

Mr. Sruon. Were you present at a session within the last week in 
which Mr. Brooks was interrogated by the staff of this committee ? 

Mr. Rarnrorp. Yes, sir. 

Mr. Stmon. Did you hear him say that he had made that request 
of Mr. Bauman? 

Mr. Ratyrorp. I didn’t understand him to say—f it is in the tran- 
script—he probably did say that, but I cannot recall that was exactly 
what he said. 

Mr. Srwon. What is your recollection of exactly what he said in 
that respect ? 
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Mr. Rainrorp. I can’t recall, sir. I would like to see the transcript. 
Mr. Suwon. Could you give me your best recollection of what he 
said ¢ 
Mr. Rarnrorp. My best recollection of what he said, there was some 
discussion with Bauman about insurance. 
The Cuatrrman. How much FHA title I paper do you have out- 
standing at the moment ? 
Mr. Rarnrorp. We don’t have any, sir, in that we sell the paper as 
we make it. 
The CuarrmMan. Who do you sell it to? 
aie Rarnrorp. Currently we sell it to the First National Bank in 
t. Louis. 
Strhe CuarrMAN. You make the paper and then sell it immediately ? 
Mr. Rainrorp. Yes, sir. 
The Cuarrman. Do you sell it with recourse or without recourse? 
Mr. Rarnrorp. Without recourse 
The CuatrMan. You sell it without recourse? 
Mr. Rainrorp. Yes, sir. 
The CuatrMan. How do you make any money on it, then? Do you 
sell it at a premium ? 
Mr..Rarnrorp. We service it, sir. 
The CuHairMan. Do you get a premium on it? 
Mr. Ratnrorp. We get a fee for servicing it. 
The Cuairman. From the First National Bank of St. Louis? 
Mr. RatnForp. Yes, sir. 
The Crarrman. How much business have you handled for a fee, on 
a fee basis, for the First National Bank of St. Louis in the last. 12 
months ? 
Mr. oo Sir, it is not on a fee basis. It is on a servicing basis. 
Mr. Stuon. How much paper have you turned over to the First 
National Bank? 
Mr., Rarnrorp. In the calendar year 19538, slightly over $3 million. 
The CuarrMan. Slightly over $3 million? 
Mr. Rarnrorp. Yes, sir. 
The CuarrMan. But you carry none of the paper yourself ? 
Mr. Rarnrorp. No, sir. 
The CHarrMaAn. You are just sort of a brokerage office ? 
Mr. Rarnrorp. No, sir; I would call us a serv icing office. 
The Cuamman. You have none of your own money in these 
mortgages ¢ 
Mr. Rarxrorp. We put our money in them, and then when the pa- 
pers are perfected we deliver them to the First National Bank and 
they pay us. 
The Cuatrman. Do you do any business with any other banks at the 
moment ? 
Mr. Rarxrorp. Well, you mean on title I, sir? 
The CHarrman. Yes, si 
Mr. Ratnrorp. No, sir. 
The Cuarrman. In the past have you? 
Mr. Rartnrorp. Yes, sir. 
The Cratrman. What banks? 
Mr. Rainrorp. The Irving Trust Co. in New York. 
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The Cuarrman. How much business would you say you gave them # 

Mr. Rarnrorp. Over $5 million—between $5 and $6 million. 

The Cuatrman. You handle other FHA mortgages, you mean 
mortgages on homes? 

Mr. Rarnrorp. Yes, sir. 

The Cuatmrman. Do you handle that business yourself? Do you 
create the business, and finance it, and put your own money in it, and 
hold the mortgage, or do you likewise sell them ? 

Mr. Rainrorp. We likewise sell those. 

The CuarrMan. To whom do you sell those ? 

Mr. Rarnrorp. To approximately 30 life-insurance companies and 
270 banks. 

The Cuatrman. Thirty life-insurance companies. How much of 
that sort of paper have you handled in the last 2 or 3 years? 

Mr. Rainrorp. The last year, $13 million, and approximately that 
amount going back to as much as $20 million a year. 

The Cuatrman. You say 270 banks? 

Mr. Ratnrorp. Yes, sir. 

The Cuarrman. And insurance companies? 

Mr. Rarnrorp. And 30 insurance companies. 

The CuarrMan. You just simply create this paper for them? 

Mr. Rarnrorp. Yes, sir. 

The CrarrMan. On a service-fee basis? 

Mr. Ratnrorp. Yes, sir. 

Mr. Simon. Mr. Rainford, were you present when this conversation 
took place: 


Question. Is it not a fact— 


Let me say, first, they were referring to a conference that Gillespie 
and Bauman and Brooks had in the U rbana, Lincoln Hotel, in Urbana, 
Tll., and the question was asked: 

Is it not a fact that during the time that this proposition was made, you made 
it a condition precedent to your accepting any title I loan business from Bauman 
that he would have to obtain for you a certain amount of insurance, home 
insurance? 

Mr. Brooks. The matter of insurance was discussed in relation to this meeting. 

Question. Was it not a consideration? 

Mr. Brooks. It was a consideration. 

Do you recall that testimony at the session last week ? 

Mr. Rarnrorp. I can’t tell you whether that was it verbatim. There 
was a discussion of insurance, but actually in discussing this matter 
of insurance, to the best of my knowledge, after having looked into 
it, is that there weren’t over 10 insurance policies Ww ritten where Bau- 
man had any connection with them. 

Mr. Srwon. Did your people say that they wanted his insurance 
business ? 

Mr. Rarnrorp. I don’t know, sir. 

Mr. Simon. Did you hear Brooks say that, getting his insurance 
business was a consideration of taking his title I paper? 

Mr. Rartnrorp. You mean at this session Saturday ? 

Mr. Stmon. Right. 

Mr. Rainrorp. Approximately, sir. I can’t remember whether 
those were the exact words, but there was a reference to that. Of 
course, I haven’t seen the transcript of what took place Saturday. 
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The CuarrmMan. When did you fire Gillespie? 

Mr. Rarnrorp. Approximately January 12, sir, the day that I found 
out from Mr. Bauman that he had paid him $50 a case to put these 
loans through. 

The Cuairman. You send all this paper to the Frst National Bank 
in St. Louis? 

Mr. RarnForp. Yes, sir. 

The Cuamman. Bauman testified a few moments ago that he cre- 
ated considerable paper and turned it over to you. Would you like- 
wise send that paper to St. Louis, the First National Bank in St. 
Louis? 

Mr. RatnForp. Yes, sir. 

The Cuamman. You heard Mr. Bauman testify ? 

Mr. RarnForp. Yes, sir. 

The Cratrman. Did you know prior to his testimony today that 
he had been participating in all the transactions that he testified to 
today ¢ 

Mr. Rarnrorp. I knew it, sir, in early January. 

The Cuatrman. In early January of this year? 

Mr. RarnForp. Yes, sir. 

The Cuatrman. And that is when you fired Mr. Gillespie? 

Mr. Rarnrorp. Yes, sir; and at that time I made a full disclosure 
of the situation to the Federal Housing Administration. 

The CuarrMan. In January of this year? 

Mr. RarnForp. Yes, sir. 

The Cuarrman. To whom did you disclose it? 

Mr. Rarnrorp. I disclosed it originally to Mr. Hollyday. 

The Cuamman. In January of this year to Mr. Hollyday? 

Mr. Rarnrorp. Yes, sir. 

Mr. Simon. Orally or in writing ? 

Mr. Raryrorp. Orally, sir. 

Mr. Simon. You mean you went down to see him? 

Mr. Rarnrorp. No; I was in Washington for an executive commit- 
tee meeting of the Mort gage Bankers Association at the time. When 
I received the phone cz ll that these irregularities had been discov- 
ered 

The Cuamman. Did you talk to Mr. Hollyday personally? 

Mr. RarnForp. Yes, sir. 

The Cuatrman. Did you give him a written memorandum he could 
have left in his files? 

Mr. Rarnrorp. I discussed it with him personally, and subsequently 
wrote a letter to Mr. Frentz. When I got back I got the trans—— 

The CuatrmMan. What action did Mr. Hollyday take, if any? 

Mr. Raryrorp. To my knowledge, sir, none. I would have no way 
of knowing if he had done anything. 

The Cuairman. You know Mr. Hollyday is no longer with the 
FHA? 

Mr. RarnForp. Yes, sir. 

The CHarrMan. You know one of the reasons the President gave 
for letting him go was his failure to take action on these matters, do 
you not? 

Mr. RatnForp. I read that in the paper. 
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The Cuairman. And your testimony under oath is that you per- 
sonally called this to Mr. Hollyday’s attention in January of this 
year ¢ 

Mr. Ratnrorp. Yes, sir. 

The Cuairman. As far as you know, he took no action? 

Mr. Rainrorp. There a ‘been a complete investigation made by 
the Federal Housing Administration. 

The Cuairman. We have been making one for some time, and the 
FHA has also. 

Mr. Ratnrorp. That began on January 6. As soon as I got back to 
Granite City, I called Mr. Frentz and made a complete verbal report 
of this situation, and I believe January 26, I forwarded Mr. Frentz— 
first, I went down and made a report to Mr. Bodson of the Depart- 
ment of Justice, and Mr. Hillock, head of the FHA. 

The Cuarrman. You understand we are investigating FHA oper- 
ation and FHA officials, as well as we are dealers and mortgage bank- 
ers, and others. 

Mr. Rarnrorp. I have a copy—— 

The CuarkMAn. We are interested in laxities and failure on the 
part of FHA officials to take action in these matters. 

Mr. Ratnrorp. | have a copy of the letter which I wrote, which 
detailed it. 

The CHarrman. Do you have it with you? 

Mr. Rainrorp. I have it in my briefcase. 

The CHarrMANn. May we have it for the record, please ? 

Mr. Simon. Mr. Rainford, did your man Brady testify that in De- 
cember he noticed these duplications of loans? 

Mr. Rainrorp. December 28, sir, Mr. Brady brought it to my atten- 
tion that there were duplications on these loans. I immediately 
arranged to have him and Mr. Brooks go up and make this investiga- 
tion. 

You asked if he testified. To my knowledge, he hasn't testified 
anywhere, Mr. Brady hasn't. 

Mr. Stmon. Brooks said that, or maybe you said it. I guess you 
said it. 

Mr. Rarnrorp. Mr. Brady, to my knowledge, hasn’t testified. 

Mr. Simon. But in December of 1953 Brady discovered the dupli- 
cation of loans; is that right? 

Mr. Rarnrorp. Yes, sir. 

Mr. Sruon. How did he discover it ? 

Mr. Ratnrorp. One of the ways that he discovered it was that we 
were following a program of centralizing our operations and par- 
ticularly accounting, and instead of having payments go to these 
various branch offices where loans were made, the payments were to 
go direct to the home office at Granite City. 

Mr. Simon. When was that change made? 

Mr. Rarnrorp. That was made in November, sir, and at that time 
we sent out envelopes to all the holders of loans so that it would 
facilitate the payments coming direct to the home office. 

Mr. Simon. Well, now, there were a number of these duplicate loans 
in Brooks’ Decatur office; weren’t there? 

Mr. Rarnrorp. To my knowledge—you mean by duplicate loans, 
the loans involving Bauman? 

Mr. Simon. Yes. 
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Mr. Rarnroxrp. To my knowledge, of course, that would be the only 
place they would be originated, because that was in Brooks’ territory. 
Mr. Stmon. How could Brooks help but have known that Bauman 
was making these duplicate loans? 
Mr. Rainrorp. I don’t know, sir. 
° Mr. Stuon. Did you have a man named Devero with you ? 
Mr. Rarnrorp. Yes, sir. 
Mr. Sriaon. What is his position ? 
Mr. Rarnrorp. He was in charge of title I at the Decatur office. 
i« Mr. Stwon. Do you recall his testifying on Saturday that these 
credit reports that Bauman submitted were also alike in what they said ‘ 
that anybody reading them should have become suspicious ? 

Mr. Rarnrorp. Well, again, I can’t say verbatim that that is what 
he said, but substantially that is what he said, to the best of my knowl- 
edge and belief. I would have to see the transcript. 

Mr. Simon. Substantially, that is what he said? 

Mr. Rarnrorp. Yes, sir. 

Mr. Sruon. Did anybody read these credit reports when they came 
into your office? 

Mr. Rarnrorp. What do you mean, sir, into my office ? 

Mr. Simon. The office of the Mercantile Mortgage. 

Mr. Rainrorp. Yes, sir. It was Gillespie’s responsibility, sir. 

Mr. Ratnrorp. How about those that went to the Decatur office? 

Mr. Rarnrorp. They were further checked there, but it was Gilles- 
pie’s responsibility to examine these files, and the ones that he did not 
accept or would ot recommend for being made, whether they were 
Bauman’s loans or any other loans, were not sent to the Decatur office, 
so that by sending them on to the Decatur office it amounted to an 
approval by Gillespie. 


4 Mr. Simon. Did anybody in the Decatur office ever read these credit 
reports ¢ 
Mr. Rainrorp. Mr. Devero says that he read some of them, or all 
of them. 
Mr. Suwon. Doesn't he say that anybody reading them should have 
‘ become suspicious at the start 4 
, Mr. Ratnrorp. I believe that is substantially what he said; yes, sir. 
Mr. Stmon. Then what reason is there that it took from March or 
April or May, when these loans started, until December to learn that 
they were irregular loans 
Mr. Raryrorp. Well, actually, the loans started in any volume in 
September. Now, you must realize that Gillespie was paid $50 a case 
to put these cases through. That should have been the first stop, and 
“ if Gillespie had been doing his job and hadn’t been bribed, they should 


have stopped at Champaign. Then when they go on to Decatur, I 
. agree that they should have been caught at that time, but it started in 
September, and we caught up with it in December, and we took imme- 
diate action as soon as we found the situation. 
Mr. Simon. You say you caught up with it in December ? 
" Mr. Ratxrorp. Yes, sir; December 28 was the day that we stopped. 
We called Decatur and told them not to take any more loans pending 
an investigation. 
Mr. Simon. When you caught up with this in December, apart from 
firing Gillespie on January 12— 
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Mr. Ratnrorp. I said approximately, sir. I would have to refer to 
the records. 

Mr. Simon. Apart from firing Gillespie, what did you do? 

Mr. Rarnrorp. Well, could you be more specific, sir? I did a lot 
of things. I would be very glad to answer. 

Mr. Simon. What did you do to clean up this situation other than 
firing Gillespie? 

Mr. Rarnrorp. Well, sir, a lot of that is covered in this letter. 

The Cuarman. If you will yield a moment, at this point we will 
place in the record a letter of January 26, 1954, addressed to Arthur 
J. Frentz, Assistant Commissioner, Federal Housing Administration, 
Washington. 


Dear Mr. FreENtTz: In accordance with your request, the following is a con- 
firmation of my verbal report to you on January 21, 1954, of the situation that 
existed in the Champaign area. 


Is this the report you gave to the Washington office ? 

Mr. Rainrorp. That is a copy of a letter that I sent to Mr. Frentz. 

The CuatrMan,. This is after your conference with Mr. Hollyday ? 

Mr. Rarnrorp. Yes, sir. It is referred to in the early paragraph 
there, my verbal report. 

The Cuairman. We will place this in the record. I have only 
glanced through it hurriedly. We will read it and study it later. 
It will all be placed in the record. 

(The letter referred to follows :) 

MERCANTILE MORTGAGE Co., 
January 26, 1954. 
Mr. ARTHUR J. FRENTZ, 
Assistant Comissioner, 
Federal Housing Administration, 
Washington, 25, D.C. 

Dear Mr. FRENTz: In accordance with your request the following is a con- 
firmation of my verbal report to you on January 21, 1954, of the situation that 
existed in the Champaign area: 


Monday, December 28, 1953 


Mr. R. P. Brady, vice president of Mercantile Mortgage Co. in charge of title 
I operations, brought to my attention that there were a large number of direct 
loans being made by our Decatur branch of the Champaign suboffice and involving 
a realtor, insurance agent, mortgage banker named Morry Bauman. He sug- 
gested that further processing be stopped at once, which was done. 

Mr. Brady advised me that among other things that had brought his attention 
to this were requests by Bauman to have payment envelopes sent to him on a 
number of accounts he stated “he had assumed.” Mercantile Mortgage Co. 
recently had changed its system from decentralized to centralized servicing, i. e., 
all payments to be made direct to Granite City home office and self addressed 
envelopes were mailed direct to each borrower. (Attached hereto is a copy of 
the type of letter.) An analysis was made of Decatur branch business. This 
was possible since all the title I loan files are sent to the home office at the 
time the notes and FH4 are forwarded to First National Bank in St. Louis for 
discounting. 

Mr. Brady determined that direct loans only were involved and he made a 
detailed examination of all direct loans and prepared the first chronological 
list of accounts (on the 14’’ by 814’’ column work sheets). 


Thursday, December 31, 1958 

The week was spent in determining the cases which were then entered on 
these sheets. 

Before leaving for Washington, D. C., to attend an executive committee 
meeting of the MBA, I directed that Mr. Brady and Mr. Brooks should go to 
Champaign and investigate some of these cases to determine the situation. 


“ 
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Monday, January 4, 1954 

Seven or eight cases were investigated and irregularities were found even 
though the people involved had been schooled or briefed to give answers that 
would indicate that the transaction was regular and orthodox, as indicated by 
photostatic copy of briefing memorandum picked up from Duane Cook by one 
of our investigators. 

Prior to commencing the investigation, Mr. Brady was requested by me to 
call Mr. Nooner and advise him of his plans, which he did. 


Tuesday, January 5, 1954 

Brady and Brooks continued their investigation and after acquiring sufficient 
information to satisfy themselves of irregularities went to Bauman’s office to 
interview him and he indicated there were some irregularities. 

Mr. Brady called me at Washington, at 7 p. m. to advise me of the foregoing. 


Wednesday, January 6, 1954 


I attended a luncheon at which Mr. Guy T. O. Hollyday was also present and 
I reported to him the information that had been phoned me and that I wanted 
to report it to him especially in view of the recent title I letter of December 28, 
1953. 

Mr. Brady at my suggestion in the above phone conversation called Mr. 
Nooner and reported developments and that Bauman was involved. 


Friday, January 8, 1954 

I returned to Granite City and phoned Mr. H. H. Nooner, district director, 
FHA; Leslie H. Cook, Ine., agent of Lloyd’s, our bonding company; Mr. Lawson 
Watts, vice president, First National Bank in St. Louis; and Mr. Arthur Frentz, 
Assistant FHA Commissioner in charge of title I. 


Monday, January 11, 1954 


Spent this day with Mr. A. H. Jacoby, the adjuster for Lloyd’s, discussing their 
liability and what was necessary to establish their liability under our bond of 
$200,000. It is our opinion that we are covered either under the forgery or 
fidelity portion of our bond. They would expect to subrogate. 

It was determined that a thorough investigation was in order and a question- 
naire was designed for our men to complete as they investigated. A sample of 
this form is enclosed. Where people stated they did not endorse the checks we 
had them sign affidavits before a notary public and you have been furnished 
photostatiec copies of these and the checks involved. The statements made and 
entered on the questionnaire were taken by one man and witnessed by another. 

Each of these men were selected from outside the Decatur or Champaign 
office to assure no prejudice and an honest reporting of the information received. 


Tuesday, January 12, 1954 


Mr. Mayhew of the CID of FHA arrived at our Granite City office at approxi- 
mately 4 p.m. and presented his credentials and a full disclosure was made to 
him of the facts known at that time. We also showed Mr. Mayhew the field 
investigations of Brooks and Brady of January 4 through January 7. 

It was explained to him also that the three two-man teams had been dispatched 
to Champaign under the direction of Mr. A. L, Laur, secretary-treasurer and Mr. 
R. P. Brady, vice presideint in charge of title I operations. He was also advised 
that the original notes were at the First National Bank in St. Louis and that he 
could obtain photostatic copies of those notes he desired, which the bank advised 
us that he did. 

Mr. Mayhew was furnished with photostats of our loan files as requested by 
him and we kept him posted from day to day of all developments. 

Mr. Mayhew was advised that we were planning to meet with Bauman and we 
invited him to attend the conference. He advised us he was not ready to inter- 
view Bauman. 

Wednesday, January 18, 1954 

A letter was written to Mr. H. H. Nooner, district director of the FHA, giving 
the information in our possession up to that time. 

At noon on this day I left for Champaign, accompanied by Mr. Wesley Lueders, 
Mercantile Mortgage Co.’s attorney, for a meeting with Morry Bauman at 4 p. m. 

After introducing myself, as I had never met him before, Bauman stated that 
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he would make a transfer of his assets which he had scheduled in a type of 
balance sheet, stating his assets and liabilities thereof with supporting details: 

1. One listing the loans on which he stated he was obligated. 

2. (a) One listing the loans on which the people were making the payments; 
(v) another as he termed it “legitimate loans’; and (c) the ‘Rantoul loans,” as 
he termed them. 

3. A detail of the balance-sheet item termed “Notes and Contracts.” 

On the bottom of the balance sheet was a statement of his proposal. 

He stated that he would make this transfer and turn his entire business over 
to Mercantile Mortgage Co. and do something else either in another type of 
business or work for someone. 

I told him I would have to think about this and would meet with him at 7 p. m. 
in our office, which is located in the same building. 

At this meeting Mr. Lueders was present and, after a few preliminary explana- 
tions by Bauman, I asked him if any of Mercantile Mortgage Co.’s employees 
were involved, and he said “Yes; he had paid Gillespie $50 per case for putting 
the loans through.” He said at this time Gillespie did not receive nearly as much 
out of this as he had and that he would like to see him given another chance. 
Bauman also stated he would not sign a statement. Vernon L. Gillespie was an 
assistant vice president and manager of the Champaign, IIl., suboffice of the 
Decatur branch of Mercantile Mortgage Co. 

He went on from there to attempt to explain the details of his assets but was 
not able to do so clearly. He suggested that in the morning his secretary, 
Romayne Ziroli, could locate and furnish details, so it was agreed to meet at 9 
the next morning. 


Thursday, January 14, 1954 


Mr. Lueders and I arrived at Bauman's office and from the hall could hear 
a discussion, which was rapidly becoming very heated, between the Dodgsons 
and Romayne Ziroli, relative to information that had come out in the discussion 
with our investigator the night before. They threatened to get a lawyer and 
would prosecute, ete.. if Bauman did not straighten things out by 9:30 a. m. 
that morning. 

Very soon after they departed, Mr. Lueders and I entered the office and were 
ushered into his private office and Bauman soon appeared. 

We asked Bauman to make a statement relative to the money paid to Gillespie, 
which he did on a typewriter on the desk next to his own and signed it. 

He and his secretary then proceeded to give us the statement of notes and 
contracts, originals of which you had photostated while I was in your office. Mrs. 
Ziroli was able to furnish first names and other minor details that Bauman could 
not remember. No reference was made to any books or records while this lengthy 
detailed statement was prepared, Bauman stating all checks and records were 
in a safety-deposit box. Upon completion of the statement Mrs. Ziroli left the 
room and Bauman was asked to tell which of the checks he endorsed. He did this 
and Mr. Lueders wrote as Bauman dictated and then asked him to sign and date 
the statement, which he did. (See item No. 7, p. 10.) 

Bauman stated that in the beginning he made some payments to Gillespie 
in cash, on one occasion $500 but that most payments were by check. We asked 
him for the checks. He stated they were in the safe-deposit box and would have 
them for us at 2 p.m. At that time he delivered 22 checks, totaling $3,150, and 
indicated there were more checks. The next day Bauman’s other secretary 
called and stated that Mr. Bauman had located another check and she would 
deliver it to me in the lobby of the hotel. This was done. The additional check 
was for $150 making a total of $3,800 in payments by check to Gillespie. 

Immediately after receiving the checks from Bauman, I asked Gillespie to come 
down to the hotel. As soon as we were in my room, i. e., Mr. Lueders, Gillespie, 
and myself, I told Gillespie that Bauman had stated in writing, he had paid him 
$50 per case and he said, * I do not deny it.” He was then asked by Mr, Lueders 
to make a written statement as to what he had done and Gillespie’s statement 
No. 1 was the result. He left my room (481) about 4:40 p. m. 

Soon after his leaving I called Mr. Worthen Brooks, vice president and man- 
ager of Decatur Branch, Gillespie‘s immediate superior, and asked him to come 
to Champaign. 


Friday, January 15, 1954 


Mr. Worthen Brooks met Gillespie when he came to the office and had him 
go down to the hotel and Gillespie made statement No. 2. Upon its completion 
Brooks called for a witness to the statement. Then Gillespie asked to talk to me. 


- 
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After explaining that he had not meant to be disrespectful the previous day, he 
went on to make statement No. 3. 

After having made the statement Mr. Brooks asked for an accounting of ex- 
penditures of this money. Gillespie was only able to account for approximately 
$1,700; $500 was used to repay a note to Scot Weller of Ozier & Weller, the 
local National Homes dealer. The balance was stated to have been for a weekend 
of goose shooting in southern Illinois, a 2-week vacation and numerous other 
household items, including a washing machine, dryer, and new dining-room suite. 

Gillespie is 35 years old, married, and has 3 children, ages 9, 7, and 4. Ilis 
own statement of his assets is enclosed. He purchased his home 5 months ago 
and Mercantile Mortgage Co. closed a conventional mortgage loan on his prop- 
erty located at Champaign, Ill., which is held in its own portfolio although a 
commitment is held for its purchase from the Metropolitan Life Insurance Co. 

Shortly after noon of this day, Mr. Medernach, title I representative of the 
FHA district office, inquired as to developments to date and I personally made 
an outline report of what had transpired to this time. 

At approximately 2 p. m., Mr. Mayhew was similarly advised and told that 
Mr. Nooner, the district director, would be advised at Springfield of these 
developments to date also. 

I called upon Mr. Nooner at Springfield, Il., office of FHA, at 5 p. m. and 
related the known facts to him, Mr. Buford Harper, his assistant, and Mr. 
Medernach. I presented the Bauman and Gillespie statements, the Bauman 
balance sheet with supporting detail and the detail of assets statement, the 
original checks paid by Bauman to Gillespie, and the Bauman statement rela- 
tive to forced endorsements. I offered to give them photostatie copies of any 
or all of the papers. 

I explained that Mercantile Mortgage Co. had a $200,000 blanket bond and 
that I believed this covered us either under the forgery or fidelity portion. I 
also advised him that eligible claims would be filed under the FHA insurance. 
Some discussion was held relative to the liability of borrowers and Mr. Nooner 
was told that our investigators were making an expression of their opinion of 
eollectibility. 

The detail of the items shown on the balance sheet as notes and contracts was 
discussed with particular note being taken that as an approved mortgagee, 

sjauman had taken second mortgages and other secondary financing behind 
FHA mortgages and VA real-estate mortgages. 


Saturday, January 16, 1954 


Saturday morning, at about 9 o'clock, Bauman called me at home and advised 
me that Ehler, one of the borrowers involved, had advised him that if his claim 
was not settled immediately plus $1,800 he stated was due on a previous real- 
estate transaction, he would take immediate action and wanted to know what, 
if anything, I could tell him. I told him I would call him back. I phoned Mr. 
Lueders and he called Bauman and made an appointment to see Bauman and 
his attorney at 9 a. m. at the Inman Hotel, Monday, January 18. 


Monday, January 18, 1954 


At approximately 9:20 a. m. Bauman appeared with a Mr. C. E. Tate, who 
advised us he was a lawyer practicing in criminal cases. Mr. Tate, stating he 
was familiar with the fact we could not compound a felony, asked what could 
be done to straighten this matter out and Mr. Lueders advised him that in his 
opinion nothing could be done, stating these matters involved violations of Fed- 
eral statutes and regulation; that any action would be passed upon by the Fed- 
eral Government, but suggested Bauman consider transferring his assets to a 
trustee. Mr. Tate stated he had been the attorney for a Peoria dealer who 
became involved in some fraudulent paper with a bank in St. Louis and that 
when he repurchased the paper, criminal charges were dropped. 

Mr. Tate was advised at his request that Mr. Nooner was the district director 
and Tate said he would call for an appointment. As soon as they left the room 
I called Mr. Nooner to advise him of the foregoing. 

At 11 a. m. Paul A. Rexroat came to our room hecause of an appointment 
arranged by Mr. R. P. Brady, vice president in charge of title I operations. 

Rexroat stated that all his dealings had heen through Bauman and not with 
Gillespie. He stated he did not know that Bauman was paying Gillespie and 
that he thought the $50 fee he charged for putting through the loans was high 
but that he knew he couldn’t be expected to do it for nothing, and he had 
charged fees for mortgage loans. He stated that he and Bauman had organized 
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the Rantoul Federal Savings & Loan Association about a year and a half ago 
and subsequently Bauman had withdrawn. 

He stated that he had not profited in any way and he wanted to help straighten 
out the situation in any manner that he could. 

Hie explained that on one case he had sent loan papers to Bauman in the 
amount of $1,700 and when the check came through it was for $2,500 and did 
not know what to do with it, but finally did put it to the credit of the borrowers 
in the savings and loan association. This loan has been repaid to Mercantile 
Mortgage Co. 

Our investigation brought out that Rexroat must have known of irregularities 
as per the signed statement (photostatic copy enclosed) of Lloyd (Mike) Johnson 
involving a cash payment of $50 and the purchase of his home without a down- 
payment. Johnson states further that Rexroat told him that if he desired to 
make additional money he should find others who would like to do as he had done, 
i. e., buy property without a downpayment. He did have his brothers, Roy and 
Robert, and a colored man named Sanford Oaks sign papers, and he (Johnson) 
paid them $20, he retaining $30 out of the $50 paid him by Bauman, but through 
Rexroat. 

Rexroat stated he would have the parties execute all of the loan papers in 
duplicate and that he would then pencil in the required data on the application 
form or attach it on a separate sheet and send it on to Bauman who would then 
complete the actual paper, and that he did not think this irregular since Bauman 
had told him that was the way that they were to be submitted. 

Rexroat stated that in his opinion certain loans were ineligible, including one 
of his own (he holds two title I loans), and that he would see that these were 
paid off. Four loans totaling $10,182.10, have been paid off, but Rexroat’s own 
loans are not included in that figure, and have not been paid off. 

Rexroat was asked why he did not submit the loans directly to Mercantile 
Mortgage Co. He stated he did not know Gillespie and had always dealt through 
Bauman so that did not occur to him. 

Rexroat maintained he had no knowledge of doing anything wrong and asked 
if he should see an attorney. Mr. Lueders advised him that was his own decision 
to make. 

Mr. Lueders, Mercantile Mortgage Co.’s attorney, advised the Champaign 
County State’s attorney of the situation existing. 

Tuesday, January 19, 1954 

The schedule of the investigation summary was delivered to Mr. Lawson M. 
Watts, vice president of the First National Bank in St. Louis. I made a verbal 
report to him also of the situation to date. 

It was his opinion that charges should be placed against both Gillespie and 
Bauman. This was a suggestion made in the interests of assuring FHA that 
every move was being made to protect the interests of all parties involved or 
concerned. 

Wednesday, January 20, 1954 

To determine the FHA’s attitude I called Mr. H. H. Nooner, district director 
of the Federal Housing Administration, who stated he would call me back. He 
ealled and advised that this type of action was up to us and that FHA would 
take action based on its own findings. 

Believing that it was best to have a more complete understanding I wired 
Mr. Krentz for an appointment and was in his office the next morning to make a 
full report. 


Thursday, January 21, 1954 


Conference was had with Mr. Arthur J. Frentz, Assistant Commissioner in 
the presence of Mr. Hillock of CID of FHA and Mr. Bodson of the Department 
of Justice. 

The following photostatie copies were given to Mr. Hillock to facilitate FHA’s 
investigation : 

1. Original list of cases on worksheet 14 by 8%. 

Isauman’s statement of his payment of $50 per case to Gillespie. 
Gillespie’s three statements. 

Bauman’s checks paying Gillespie. 

Summary of investigation sheets. 

Copies of forged checks and affidavits relative thereto, 
Bauman’s statement relative to forgeries. 
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8. Bauman’s detail of the notes, contracts, and second-mortgage items in his 
balance sheet. 

9. Bauman’s briefing statement to Duane Cook. 

10. Lloyd (Mike) Johnson’s statement. 

Mr. Frentz requested that I return after lunch to discuss administrative 
procedure. 

He called in Mr. McCallum and the following items were agreed to: 

Mercantile Mortgage Co.-— 

1. Not to accept credit reports ordered by dealers even though delivered direct 
to us. If any are delivered to us another to be obtained from a dillerent 
agency. 

2. In requesting credit reports from any agency the following information 
only to be given them and the agency to obtain all other information: Name 
and address ; employer ; mortgagee. 

3. Credit bureaus or agencies all to be approved by our home office with an 
actual verification being made with banks and other reliable sources of infor- 
mation on this subject. 

4. All repeat loans, i. e., those second or more loans to the same party to 
be approved by the branc . manager and forwarded to the home oifice for tinal 
approval. 

5. Any payments transmitted or made by third parties will be brought to the 
attention of home office executive staff. 

6. No brokers under any guise. 

All checks in settlement of direct loans will be mailed to the parties made 
out to both husband and wife and/or all parties involved in the transaction. 

Until further notice all applications processed in the Decatur territory will 
be finally approved in the home office. No disbursements will be made in 
Champaign. 

The credit agency used on the Bauman cases was the Merchants Credit 
Bureau. 

We have, of course, stopped use of this agency that Bauman controlled, in 
fact, it was only used on these cases involving Bauman. Gillespie either made 
independent credit check or used another agency on all other loans. 

I wish to thank you for the opportunity to present all the facts as Mercantile 
Mortgage Co. knows them and shall keep you informed as to the developments. 
Very truly yours, 


MERCANTILE MortaGaceE Co., 
Granite City, 1. 


Drar Str: We enclose a supply of self-addressed envelopes for your conven- 
ience in forwarding payments on your home-improvement loan. 
If you desire to pay in cash, you may continue to pav our local cashier in the 
branch office which now serves you, as it is not safe to mail currency. 
Any questions pertaining to your loan will be handled by our local brauch 
office. 
Very truly yours, 
MERCANTILE MortGAcE Co., 
A. L. Laur, Treasurer. 


The Cnuarrman. I want to say to the staff of this committee that we 
want, no later than a week from now, every step that Mr. Frentz and 
Mr. Hollyday, or anybody else, had to do, or every step that they took 
after receiving this letter and this verbal report from this gentleman— 
every step that was taken in respect to this man Bauman who just 
testified—exactly what happened to this action, because as far as we 
know now, they didn’t take any action, or haven't. 

Is that correct ? 

Mr. Srmon. As far as I know. 

The CrarrMan. I want no later than a week from now a complete 
report, and we will possibly have Mr. Frentz and Mr. Hollyday, and 
others testify as to what they did, or did not do, in respect to this 
matter. 
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Mr. Simon. In December 1953 were you considering going into the 
small-loan business with Bauman ? 

Mr. Rainrorp. No, sir. 

Mr. Simon. Did Brooks so testify last Saturday in your presence? 

Mr. Rarxrorp. Would you restate the question, sir? 

Mr. Simon. Did Brooks say last Saturday, in your presence, that 
in December 1953 you were interested in entering the small-loan busi- 
ness with Bauman ? 

Mr. Ratnrorp. No, sir. 

Mr. Simon. Was this question asked of Brooks in your presence 

Did you not verify the fact that Mr. Rainford was interested in entering into 
a small-loan-company proposition with Bauman? 

Mr. Brooks. Mr. Bauman asked me that. 

Question. Did you not verify the response of Mr. Rainford as “Yes’’? 

Mr. Brooks. No. 

Question. “But right now I can’t meet with you to discuss it; got an important 
meeting.” That was around Christmas, was it not, in December 1953, they were 
tied up with other business? 

Mr. Brooks. I don’t know what you are talking about, sir. 

Question. You don’t? 

Mr. Brooks. No, sir. I wasn’t tied up. 

Question. Did you not report that to Bauman and Gillespie, that Rainford 
would consider that proposition? 

Mr. Brooks. Very easily Mr. Rainford will consider any proposition I send 
to him. 

And then on December 22, didn’t Bauman write you a letter, with a 

carbon copy to Gillespie, about this small-loan business, a copy of 
which I show you? 

The Crramman. Do you recognize that letter? 

Mr. Rarnrorp. Yes, sir. 

Mr. Son. Did you receive that letter ? 

Mr. Rainrorp. It was forwarded to me by Mr. Brooks. I received 
it on December 28. I happen to recall this because it occurred at the 
Saturday hearing, and I checked my files. 

Mr. Ston. Was that letter completely unexpected by you? 

Mr. Ratnrorp. Yes, sir. 

Mr. Srmon. You hadn’t any prior knowledge that Bauman was con- 
templating going into the small-loan business with you? 

Mr. RArNrorb. No, sir. 

Mr. Stwon. You know, of course, that Mr. Frentz, to whom you 
addressed that letter, was formerly the man at FHA in charge of all 
title I activities; is that right? 

Mr. Rainrorp. That is exactly, sir, why I went down to make my 
reports to Mr. Frentz personally, and why at his request I confirmed it 
in writing. 

Mr. Sruon. You know, of course, that he since has been relieved of 
his duties ? 

Mr. Rarnrorp. Yes: I do. 

The Cuamman. Any further questions? 

Mr. Srron. No, sir. 

The Cuatmman. If you will stand by for just a little while we will 
appreciate it very much, 

Mr. Ratnrorp. I have a statement I would like to read into the 
record, sir. 

The Cuatrman. You may proceed to do so. 
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Mr. Rarnrorp. Mercantile Mortgage Co. was incorporated in 1926 
to do a general mortgage loan business. The company was approved 
as an FHA mortgagee in 1936 and was given a title I contract for 
insurance in 1947, .At the present time it is servicing approximately 
$91 million of real-estate mortgage loans for approximately 30 insur- 
ance companies and 270 banks. In 1953 it closed new real-estate 
mortgage loans in the amount of approximately $13 million. 

Since receiving its contract for title I loans Mercantile Mortgage 
Co. has made approximately $14 million of title I loans, representing 
approximately 23,000 loans. 

At the present time Mercantile has 162 employees with 6 branch 
offices and 38 suboflices, Decatur, I1l., being a branch office and Cham- 
paign being a suboflice under Decatur. 

Mercantile has had lines of credit with various banks including Na- 
tional City Bank of New York; the Chase National Bank of New 
York; Irving Trust Co. of New York; Marine Midland Trust Co. 
of New York; Mellon Nationa] Bank of Pittsburgh, Pa.; Merchan- 
dise National Bank, Chicago; Central National Bank, in Chicago; 
First National Bank, in St. Louis; and Mercantile Trust Co., St. 
Louis, in addition to banks in e: ach of the cities in which we have 
branch offices. 

In the calendar oe 1953 title I loans were made by Mercantile 
amounting to $3,031,538.50, of which 

The Cuatrman. Do you know how much of that was turned in by 
Mr. Bauman ? 

Mr. Ratnrorp. Not exactly. 

The CHatrman. Would you say $100,000 ? 

Mr. Rainrorp. From our investigation, there were $210,000 in loans 
involved originally in the Bauman situation, and L will cover that 
later, sir, in this report. 

The Cuaiman. You may proceed. 

Mr. Rarrorp. Of which approximately $600,000 were made by the 
Decatur office, which includes loans made at the Champaign suboffice. 
More than one-half of the loans made through the Decatur office came 
from the Champaign suboffice. 

Bauman was involved in 91 loans, totaling approximately $210,000. 
Sixteen loans, totaling $36,000, have been paid off in full. Borrowers 
are continuing to pay on 27 loans totaling $49,000. In 41 cases, total- 
ing $95,000, borrowers contend that the endorsements on the loan-dis- 
bursement checks are forgeries. 

All of these 91 loans were direct loans. None of them were dealer 
loans. 

Morry Bauman was a real-estate and insurance man at Champaign. 
He was also president of Williamsburg Mortgage Co. which was 
wholly owned by him and which company was an approved FHA 
mortgagee. He also represented Franklin Life Insurance Co., Peoples 
Life Insurance Co., and Penn Mutual Life Insurance Co., in the mak- 
ing of FHA and VA mortgage loans. 

The Cuarrman. Mr. Bauman did that?) Who represented them ? 

Mr. Rainrorp. Mr. Bauman. 

Bauman was a former president of Rantoul Federal Savings & 
Loan Association, an approved appraiser for Veterans’ Administra- 
tion and senior member Society of Residential Appraisers. Bauman 
had a good Dun & Bradstreet report. 
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Bauman made no real-estate mortgage loans through Mercantile 
Mortgage Co. 

Bauman was not qualified as a title I lender. His approach to Mer- 
cantile in connection with the offering of the title I loans was that 
while Bauman was engaged in the real-estate business and was making 
real-estate mortgage loans, he also had inquiries from various cus- 
tomers for loans which would qualify under title I, and that he would 
like to process these loans through Mercantile. In that way he would 
retain the customer and protect the servicing on his mortgage-loan 
portfolio. 

Vernon L. Gillespie was in the employ of Mercantile Mortgage Co. 
continuously from February 1, 1951, through January 1954. Prior to 
his employment by Mercantile, Gillespie was credit manager of a large 
department store in Danville, Ill. Gillespie was manager of the title 
I department in the Decatur office from September 1951 until April 
1952, and then was made manager of the Champaign office which was 
opened at the time as a suboffice of Decatur. He had been thoroughly 
instructed in the processing of title I loans, was familiar with regula- 
tions covering title I loans, and knew that his duties included the 
checking and investigating of title I applications. 

In the earliest deals with Bauman, Gillespie examined and inves- 
tigated these cases. After the first 6 deals, Bauman paid Gillespie 
$00 per case, the first of which, to use Gillespie’s own words was paid 

“under the table.” After the $50 payments were started Gillespie 
made no investigation, but forwarded the papers to Decatur, thereby 
giving his approval, as the cases he rejected were not sent to ‘Decatur. 
In cases where questions arose at the Decatur oflice they were not 
cleared by spot check, Gillespie was contacted and confirmed what- 
ever was necessary to satisfy Decatur as to the eligibility of the loan. 

Gillespie had been thoroughly instructed and by experience knew 
he was to deliver the disbursement checks direct to the borrower per- 
sonally or by mail. Gillespie signed three loan disbursement checks 
but all others were mailed to him from Decatur for delivery to the 
borrowers, but instead he personally delivered all checks to Bauman. 

That possible irregularities existed in these loans first came to the 
attention of the company about December 28, 1953, and arrangements 
were then made by the company to make an investigation of these 
loans. This investigation was begun on January 4, 1! J54, Mr. Rain- 
ford was in Washington to attend a committee meeting of the MBA, 
and on Tuesday evening, January 5, 1954, was advised by the com- 
pany’s representatives who were making the investigation what they 
had discovered in checking some 7 or 8 cases. On Wednesday, Janu- 
ary 6, Mr. Rainford advised Mr. Guy T. O. Hollyday of this. On 
returning to Granite City on Friday, January 8, 1954, Mr. Rainford 
telephoned Mr. Arthur J. Frentz advising him in greater detail of 
the situation. 

Beginning January 11, 1954, a crew of 8 to 12 persons, all from 
oflices of the company other than Champaign or Decatur, investigated 
each loan. Meanwhile Mr. Mayhew of the CID of FHA arrived at 
Champaign, and he was kept fully informed as to the developments 
from the investigation. 

On January 13, 1954, Mr. Rainford wrote to Mr. H. H. Nooner, dis- 
trict director of the FHA, giving him the information up to that time, 
and on January 15, 1954, Mr. Rainford called on Mr, Nooner at the 
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Springfield office of FHA, and went over the whole matter in detail 
with Mr. Nooner, Mr. Beauford Harper, his assistant, and Mr. Med- 
nernach, title I representative. On January 21, 1954, Mr. Rainford 
had a conference with Mr. Arthur J. Frentz, Assistant Commissioner, 
together with Mr. Hillock of CID of FHA, and Mr. Bodson, of the 
Department of Justice, advised them fully and delivered to Mr. 
Frentz photostatic copies of all pertinent papers that had been accu- 
mulated up to that time. 

All of these loans had been sold by Mercantile Mortgage Co. to 
First National Bank in St. Louis with an agreement for repurchase 
by Mercantile in the event any were declared ineligible for insurance 
by FHA. Accordingly, as loans became delinquent claims were filed 
with FHA, a full disclosure being made as to the facts in each case, 
and all such claims have been declared ineligible for insurance by 
FHA. 

Mr. Stmon. Mr. Rainford, did I understand you to say disburse- 
ments of these loans were made directly by Gillespie to Bauman ? 

Mr. Ratnrorp. Yes, sir. 

Mr. Srtmon. I have a letter here dated September 21, 1953, signed 
by M. J. Devero, in Decatur, addressed to Williamsburg Mortgage 
Co., Champaign, Ill., attention Morry Bauman, and the first sentence 
reads: 

Enclosed please find check in the amount of $2,500 in relation to the Lamont 
T. Dodson home-improvement loan. 

Would you look at that letter and see if that doesn’t indicate that at 
Jeast that loan was disbursed by the Decatur office to Mr. Bauman ? 

Mr. Rarnrorp. Well, it clearly indicates that, sir, but I have a signed 
statement by Mr. Gillespie that he did deliver all the loans to Bauman. 

Now, likewise—— 

Mr. Simon. In that one case the check came to Bauman from 
Decatur, didn’t it? 

Mr. Rarnrorp. It appears that way, sir. You take the letter | 
received from Mr. Bauman came to me from Mr. Brooks at De- 
catur, even though it was addressed to me at Granite City. 

The Cnairman. Aren’t you shocked at this Bauman deal? 

Mr. Rarnrorp. Certainly I am, sir. 

The Cuairman. I think it is the most shocking revelation I have 
ever listened to. 

Mr. Rarnrorp. I quite agree. 

The Cuatrman. A man sits there and tells us for a half hour or 
more of deals that he made where he just absolutely 100 percent 
was violating the law, and bribing people, and cheating. And yet you 
say you reported this to Washington in the early part of this year? 

Mr. Ratnrorp. Yes, sir. I feel, sir, that I did the best I could 
with a bad situation. 

The Cuairman. I think it is an amazing shock, for a situation 
like that to exist. I think there must have been some looseness in this 
whole business to permit a thing like that to happen. It is amazing 
and shocking. Any other questions? 

Mr. Sruon. No, sir. 

Mr. Rarnrorp. Senator, I feel this could not have happened if 
Gillespie hadn’t sold out, sir. 

The Ciairman. Where is Mr. Gillespie? Will we have him as a 
withess ‘ 
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Mr. Rarnrorp. As far as I know, he is in Sanford. Fla. P 

Mr. Stuon. Do vou know his address there 4 

Mr. Rarnrorp. No, sir: I don't. 

The CuarMan. Let us get him for testimony in Indianapolis next id 
week, 

Will vou help us find him ¢ Le 


Mr. Rarnrorp. I would be delighted to, sir. 
The Cratrman. Thank you, sir. 
If you will just stand by we might want you just a little later. 
Our next witness will be Mr. Nels V. Olson. of Rantoul, Tl. « 
Mr. Olson, will you be sworn 4 
Do you solemnly swear the testimony you are about to give will 

be the truth, the whole truth, and nothing but the truth, so help 

vou God 4 


TESTIMONY OF NELS V. OLSON, RANTOUL, ILL., ACCOMPANIED BY 
ROBERT C. SUMMERS AND JOSEPH M. WILLIAMSON, COUNSEL 


Mr. Orson. I do. 

The CuHatrmMan. Will you be seated ? 

Mr. Oxson. Robert C. Summers, attorney from Champaign, Il., 
and Joseph M. Williamson, attorney, Urbana, TI]. 

The Cuarrman. These gentlemen are your attorneys, Mr. Olson. 

Will you please give your name and address to the reporter, please, 
for the record ¢ 

Mr. Oxtson. Nels V. Olson, 505 West Grove, Rantoul, I. 

Mr. Stwon. Mr. Olson, do you and your wife own a house or did 
you own a house in Rantoul ¢ 

Mr. Orson. Yes, sir. 

Mr. Stmon. Was that at 505 West Grove Street / 

Mr. Otson. Yes, sir. ? 

Mr. Simon. Did you put your house up for sale / 

Mr. Orson. Yes, sir. 

Mr. Simon. Who did you put it up for sale with ¢ 


Mr. Oxtson. Paul Rexroat. realtor, in Rantoul. « 
Mr. Staon. Did he bring somebody around to buy it? ° 


Mr. Orson. He did not. 

Mr. Srvxton. Did he ever come around with 2a man named Bauman ? 

Mr. Otson. He did on the first one I sold. 

Mr. Simon. That was 501 West Grove Street, Rantoul; is that 
right ? 

Mr. Orson. That is right. 

Mr. Simon. What bappened when Rexroat brought Bauman around 


, e) 
to see you? 
Mr. Otson. He looked the house all over, and a day or so after that ° 
Rexroat informed me, he says the house was sold to Bauman. 
Mr. Srwon. Then what happened? How much was Bauman going 
to pay you for the house? 
° 


Mr. Orson. He was going to pay me $15,000. 
Mr. Sraron. In cash ? 
Mr. Ouson. No, contract. 
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? Mr. Simon. How much were you going to get in cash ¢ 
Mr. Otson. $500 cash, and settling date would be June on 
for the $3,500, and sess ther re would be two notes, one to run a yea 
! at $2,500 and 7 percent, and the other one was going to be paid off at 
, $50 a month, at 7 percent. 
> Mr. Simon. This happened in March and June of 195: 
Mr. Ouson. Yes, sir. 
Mr. Simon. Did you sign some papers ¢ 
Mr. Ouson. I did. 
Is Mr. Stmon. Do you know what the papers were that you signed ¢ 

Mr. Orson. Only the contract and the deed at that time. 

Mr. Simon. Did you later get some money 4 

Mr. Otson. Yes. I went to see Rexroat about a month before the 
time that settling date was to be done, and | asked them, I says, I am 
hard pressed for money, and how would it be to get about $1,500 of 
this $3,500 that I had coming. Well, he says, I w ill see what I can do, 
and see what arrangement we can make. 

In less than 2 days after that he came out with $1,500. 

Mr. Simon. Did you sign any papers then? 

Mr. Otson. At that time I signed two yellow slips, but they were 
all covered up. 

Mr. Simon. What do you mean they were covered up / 

Mr. Otson. He would have the paper laying this way, put a paper 
underneath, lay it crosswise, another one laying crosswise, “put your 
John Henry on that.” I says, “What is that for?” He says, “That is 
aun agreement and receipt that you are getting $1,500,” and he had 
two of them, so I signed the two. I have had my confidence in Rex- 
roat, and he has been more or less my businessman in renting and 
things like that, you know, and insurance, etc. He took care ‘of all 


4 that forme. I have my confidence in him. 
Mr. Simon. You didn’t see what you were signing or didn’t know 
what you were signing? 
Mr. Oxson. I didn’t see it. I was out on a job, busy, working. 
Mr. Simon. Did you later find out what the paper was that you 
. signed @ 
° Mr. Otson. Yes. I found that out some time in December. 
Mr. Sraon. What was the paper you signed ? 
Mr. Otson. They were FHA loans through the Mercantile Mort- 
gage Co. 
Mr. Srwon. For a home repair on your house 4 
Mr. Orson. I presume so, because ‘T haven't read them. 
Mr. Simon. Was it a title I loan? 
4 Mr. Ouson. Title I-A. 
Mr. Simon. Did you do any repairs to your house ? 
. Mr. Outson. No, sir. 
Mr. Simon. Did you make any improvements to the house? 
Mr. Otson. No, sir. 
Mr. Simon. What did you do with the money you got out of the 
° 


loan ¢ 
Mr. Orson. I didn't get the money. 
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Mr. Stwon. Didn’t you get the $1,500? 

Mr. Witiiamson. The $1,500 was paid to him on the contract of 
sale, 

Mr. Otson. That was on the contract of the house. 

Mr. Simon. You didn’t consider the $1,500 as a title IT loan? 

Mr. Wituramson. He didn’t know anything about that. 

Mr. Orson. I didn’t know anything about that. 

Mr. Simon. In what form was the $1,500 paid to you? 

Mr. Orson. What form? <A check. 

Mr. Sraon. Whose check ? 

Mr. Ouson. It was signed by Morry Bauman. 

The Cuamman. Mr. Bauman, the man that just testified here this 
afternoon? 

Mr. Ouson. Pardon? 

The CrarMman. The man that testified here this afternoon? 

Mr. Orson. Yes; that is right. 

Mr. Simon. Did you ever make any payments on the “1,500 title I 
loan? 

Mr. Orson. There was no loan for that $1,500. That was part of a 
payment for the 501 property that I had sold to Bauman. 

Mr. Simon. I am sorry, there were two loans, weren’t there? 

Mr. Orson. There were two FHA loans. 

Mr. Simon. One for $2.000 and one for $2,500? 

Mr. Orson. That is right. 

Mr. Stmon. Did you ever get the $2,000 or the $2,500? 

Mr. Orson. I did not. 

Mr. Sraon. When did you find out that those papers were title I 
loans for $4,500? 

Mr. Orson. The first part, when I became suspicious was when I 
had my first hearing for this civil suit. 

Mr. Simon. What civil suit? 

Mr. Orson. Against Morry Bauman to collect on these houses. 

Mr. Simon. He didn’t pay you the balance of the contract price? 

Mr. Wru1amson. If I might interject here, Senator 

Senator Carrnarr. You may proceed to advise your client. Go 
ahead. 

Mr. Wini1amson. We represent him in a civil action against Mr. 
Morry Bauman to set aside these contracts of sale. 

The Cuarrman. Contract of sale for the house? 

Mr. Winitamson. There are two house transactions that Mr. Simon 
will get into. Asa part of it, in the light of that litigation, we found 
there had been placed these title I loans; at that time a letter was 
addressed to the Mercantile Mortgage Co., and a copy sent to the FHA. 

The Cuarrman. What was the date of that? 

Mr. Witiiamson. I am sorry. That is in my file. I haven’t been 
in Urbana for several days. 

The Caiman. Approximately what time? 

Mr. Witiiamson. I would guess it is in January. 

The Cuarmman. Of this year? 
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Mr. Witi1amson. No, 1953. 

Isn’t that right ? 

Mr. Staon. It would have to be 1954. 

Mr. Winnramson, 1954. 

At that time we advised Mercantile Mortgage Co. that this man had 
not made any loans, that the checks had been forged, the endorse- 
ment had been forged, and sent a copy of that to the Federal Housing 
Administration, and we heard nothing more. 

The Crarrman. Was what happened, are you testifying that Mr. 
Bauman, and what was the other man’s name? 

Mr. Orson. Rexroat. 

The CHatrman. How do you spell that ? 

Mr. Orson. R-e-x-r-o-a-t. 

The Cuatrman. Is he a real-estate dealer in Rantoul, Ill.? 

Mr. Orson. He used to be, insurance man and real estate. 

The Cnarrman. Where is he now ? 

Mr. Winntamson. I think he is still in Rantoul. 

The Coarrman. Was he a partner of Bauman’s? 
ing together? 

Mr. Wini1Amson. That was an issue in the case. 
able to determine that. 

The CratrMan. In any event, Rexroat came to you and got you 
to sign 2 title I loans, 1 for $2.000 and 1 for $2,500, a total of $4.5002 

Mr. Orson. That is right. 

The Cnarrman. You never received the money ? 

Mr. Orson. That is right, I never received the money. 

The CHarrMan. Does the record show that FHA guaranteed these 
two loans, and the Mercantile Trust Co. paid the $4,500 to somebody ? 

Mr. WitiiAmson. He doesn’t know that, because all he got was this 
one notice. 

The Cuarrman. Did Mr. Bauman give you any money 
these papers? 

Mr. Otson. Except the FHA, which they turn out to be. 

Mr. Srvon. All you got was the $1, 500 and $500 on the contract? 

The CHaAirMAN. To purchi ise your house? 

Mr. Orson. Yes; then in June the balance of that $ 
posed to be in, the settlement date. 

The CrarrMan. Was the first you knew you had since these title I 
notes nor ‘n you received a notice from the Mercantile on December 
11, 19537 

Mr. Orson. Yes. 
thing brewing. 

Mr. Staon. When did you sign these papers? 

Mr. Orson. That was at the time when he gave me that $1,500. 

Mr. Srmwon. When was that, Mr. Olson? 

Mr. Orson. That was around the middle of May. 

Mr. Simon. The first notice you got from Mercantile was in Decem- 
ber of 1953? 
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Mr. Orson. It wasn’t really a notice. It was 2 packages, 1 to rep- 
resent each one of the loans, and a bunch of envelopes. 

Mr. Sruon. What did you get ? 

Mr. Otson. Envelopes, from the Mercantile } Mortgage Co. in Gran- 
ite City, and a form, printed communication in there too, “For your 
convenience, makes checks payable to the Mercantile Mortgage Co. at 
Granite City.” 

Mr. Simon. That was the first you knew they thought you owed 
money ¢ 

Mr. Orsen. Yes; then I got the papers. 

Mr. Simon. Did Bauman and Rexroat come to see you on one 
occasion ¢ 

Mr. Stmon. That is the time when Rexroat brought Bauman out to 
look the house over. 

Mr. Simon. Did they give your wife a little gift ¢ 

Mr. Simon. That was later. 

Mr. Stmon. When was that ¢ 

Mr. Oxison. That was after these FHA documents were signed, and 
at that time when he handed me them documents he says, “Here is 
another $300 check. I says what is that for? He says, “I sold the 
other house, too,” the one I was living in. I says, “Wait a minute, 
you are going too fast.” I says, “I will have to talk that over with 
my wife.” He came out the next evening, or the following evening, 
he came out, and we were much satisfied with the way things were 
eoing, and she just finished a nice doily, about 40 inches wide, put at 
lease 2 months’ work in it, crocheting, and he says, “Is your wife out 
there?” and I says, “Yes.” She came in. “For our appreciation, we 
want to give you this,” he says, as a gift. 

Mr. Simon. Your wife gave that to his wife ¢ 

Mr. Outson. Yes. 

Mr. Simon. At that time were they in Bauman’s car / 

Mr. Otson~n. No. This was Rexroat’s car. 

Mr. Stmon. What kind of a car was it / 

Mr. Ouson. I think that was a Buick. 

The CuatrmMan. What is your business ¢ 

Mr. OLSON. My business is builder and carpenter. 

The Cuatmnman. You do not know who received the $4,500 ? 

Mr. Wittramson. We have the forged checks here, the instruments. 

The CHamman. What do you say these checks are ? 

Mr. Witiiamson. Those checks are photostatic copies of the origi- 
nal title I loans. 

The CHatrman. These checks are made out to the Mercantile Mort- 
gage Co.,, this one for $2,000, They are both made out to Mercantile 
Mortgage Co. 

Mr. Winttamson. They are made to— 

The CHatrman. They are made out by Mercantile Mortgage Co. 
payable to Olson. Is your testimony, Mr. Olson, that you did not 
receive this money ? 

Mr. Orson. I did not. 











Tl 
your 
Mi 
this 
Tl 
M: 
Mi 
Baw 
M 
on Ve 
M: 
TI 
for s 
M 
TI 
accol 
signe 
Mi 
Sut 
TI 
tile ! 
Mi 
Tl 
COrre 
Mi 
TI 
eantl 
Baw 
Yo 
Coe 
Mi 
Mi 
see y 
M 
Tl 
timo 
Mi 
Tl 
is an 
M) 
Tl 
M 
Th 
M 
Th 


part 





| to rep- 


X 
n Gran- 
‘or your 
re Co. at 


ou owed 


On one 


in out to 


ned, and 
*Here is 
sold the 
minute, 
ver with 
evening, 
igs were 
e, put at 
wite out 
ition, we 


1 


ruments. 
he origi- 


ile Mort- 
ercantile 


gage Co. 
| did not 


4 


2307 


- FHA INVESTIGATION 


The Ciamman. | show you these two checks and ask you if that is 


your signature on the back of these two checks / 


Mr. Ouson. 
this signature. 

The CHAIRMAN, 

Mr. Ouson. No. 

Mr Witniamson. He has charged in a civil litigation that Morry 
Bauman forged his name. 

Mr. Simon. Have you ever seen the credit report they turned in 
on you? 

Mr. Orson. I have not. 

The CuarrMan. Let the record show that this check—here is a check 
for $2,500, made payable to Mr. Olson by the Mercantile Trust Co. 

Mr. Winuiamson. Mercantile Mortgage Co. 

The CHatrMAN. Endorsed by Nels V. Olson, for deposit only to the 
account of the Williamsburg Realty Co. It looks like Mr. Bauman’s 
signature. 

Mr. WiiiiamMson. I direct your attention, those were mailed to Mr. 
Bauman, as the face of those show. 

The CHarrMan. They were mailed to Mr. Bauman by the Mercan- 
tile Mortgage Co. / 

Mr. Witntamson. That is right. 

The CHatrMAN. The date of these checks is May 7, 1953; 
correct é 

Mr. ScumMers. There is one May 12. 

The CHarrMan. This one is dated May 12, 1953, for $2,000, Mer- 
cantile Mortgage to Olson, endorsed to the : account—deposit to Morry 
Bauman’s account. 

You say these two checks were mailed by the Mercantile Mortgage 
Co. directly to Mr. Bauman ? 

Mr. WittiamMson. They so advised us. 

Mr. Simon. Did a man from the Mercantile Mortgage Co. come to 
see vou and show you a credit report that they had on you? 

Mr. Orson. No. They never showed no credit report. 

The Cuamman. Then this is outright forgery; is that your tes- 
timony ? 

Mr. Orson. Beg pardon ? 

The CHatrmMan. This is out and out forgery? Your signature here 
is an outright forgery ? 

Mr. Otson. That is not my signature. 

The CuairmMan. Then it is an out and out forgery ? 

Mr. Orson. Yes, sir. 

The CrairMan. That is your testimony ? 

Mr. Orson. Yes, sir. 

The CratrMan. Without objection, we will make these two checks a 
part of the record, if we may. 


That is not my signature. That doesn’t compare with 


Does the record show who forged your name? 


is that 








i BEAL Fn: RM 





~ 





Co 





DEPOSTT ony acvouat Williame- 


At, Ves 


9989S VOSS em SHIT D Ai 





Te? +45" nee Sir~ds 





FHA INVESTIGATION 


thy anaes poe pens ecegumme 
SND IOPERLBON FM LN IWR nage tages Os a s 
ee . “ ROT  B % a 
WOT & 9, 3% arts 


COR ii + sani — sein : ra ge r +: vomit . — nance inten Rettiitinete st seninnitpinn iota iewetnee Ate 
g 2 . Pi bi 33 : : ee “A 
Be ge h 
s : & 
hited & a 


2 
b> niet f ar Oe 
 Prewaeor 


“OCS oh tihar, Gee piteay ri ioc Se 
sothalitinn thy ted 2 PWS 


(The checks referred to follow :) 


2308 





2309 


INVESTIGATION 


FHA 


ij 
fi] 
if 
ie 





* 


fcaerit oo ’ . 
a Rite 2 
ie ead io * teeta Se 
an Pte aa, ‘ Be 


\N¥GINOD, ADDED MOY TRIN Oe APY 








5 ESE 
aed 
a es 
SOM tts ees Si Bh 
WOVE WHOti«<k SHOZtLi2 BM. 
& 
WUSITTY «Ge cedar . 
ST 8 Oe 
weet LAr S ; “ 
seers . oe BOD 
: tr & 
Se 


So 


re i “Ave 










2310 FHA INVESTIGATION 





The Carman. Thank you very much, Mr. Olson. We appreciate 
your testimony. We will excuse you now. You may return. 

Our next witness will be Mr. Clyde Levitt, of Champaign, IIL. 

Mr. Levitt, will you be sworn plea se ¢ 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God? 


TESTIMONY OF CLYDE LEVITT, CHAMPAIGN, ILL., ACCOMPANIED 
BY ROBERT C. SUMMERS, COUNSEL 


o 
Mr. Levirr. Yes, sir. 
The CuarrMan. Thank you, sir. 
The CHairman. Will you please be seated and give the reporter 
your full name and address, please ? 
Mr. Levirr. Clyde T. Levitt, 302 East Park, Champaign. 
The Cuarrman. What is your business, Mr. Levitt ? 
Mr. Levirr. Up until last week I have been employed as a pest 
exterminator. 
The Cuamman. In Champaign, I1.? 
' Mr. Levitt. Yes, sir. 
The Cuatrrman. Employed by someone else? 
Mr. Levirt. Yes, sir. 
Mr. Stwon. What did you say your address was, Mr. Levitt? 
Mr. Levirr. 302 East Park Street. 
Mr. Simon. Did you purchase a home from Mr. Bauman? 
Mr. Levirr. Yes, sir. 
The CHAIRMAN. W ill you yield just 1 moment? 
Without objection, I place in the record at this point 47 names that 
have been described by Mr. Bauman, a previous witness, names and 
addresses supplied by him to us as strawmen, meaning, I believe, Mr. 94 
Bauman testified that these were people whom he sold or dealt with ® 
in title I of the FHA in which there was no such individuals. 
Is that the way he described it? 
Mr. Stwon. No. The people existed, but they didn’t get the pro- 
ceeds of the loan. He paid them a fee for using their name. a 


The CuHarrMan. In other words, these were strawmen in which ° 
loans were made by FHA to these people, but they did not receive 
the money, but Mr. Bauman did, and he paid these people fees from 
$50 to $100 each for the privilege of using their names. 
Ts that the correct testimony ? 
Mr. Srmon. I think so, Senator. 
The Cuairman. We will put those in the files. 
Mr. Srmon. Did you purchase a home from Mr. Bauman? 
Mr. Levirr. Yes, sir. " 
Mr. Stmon. When did you buy that house? > 
Mr. Levirr. Sometime late spring or early summer of 1953. 
Mr. Stwon. How much did you pay down? 
Mr. Levirr. Nothing. 


Mr. Simon. Shortly after you moved into the house did you get i 
a letter from Mr. Bauman about paying off the amount you owed 
him ? 


Mr. Levirr. Yes, sir. 
Mr. Summers. Excuse me 
The Cuatrman. Your name, please? 
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Mr. Summers. Robert C. Summers. 
The Cuairman. Is he your attorney, and you wish him to act for 
you ¢ 

Mr. Levirr. Yes, sir. 

The CuamMan. You may proceed. 

Mr. Summers. I wanted to point out Mr. Levitt has never lived in 
the house. 

Mr. Stmon. You never moved in? 

Mr. Levirr. No, sir. 

Mr. Srmon. On October 1, 1953, did you get a letter from Mr. 
Bauman which starts out— 

An idea occurred to me which might be of mutual advantage to us. It 
amounts to the fact that in order to obtain more capital for investment, I 
would be willing to discount the amount you owe me. 

Did you get that letter ? 

Mr. Levirr. Yes. 

Mr. Simon. Following that letter did you have a meeting with 
him / 

Mr. Levrrr. Yes, sir. 

Mr. Simon. Where did that meeting occur ? 

Mr. Levirt. In his office. 

Mr. Simon. Did you go in to see him when you got this letter? 

Mr. Levirr. Yes. 

Mr. Simon. What did he tell you when you went in to see him? 

Mr. Levirr. He told me about the idea that occurred to him. 

Mr. Simon. Will you talk a little louder? 

Mr. Levirr. He said an idea occurred to him, as he stated in his 
letter there about obtaining more capital for his business. 

Mr. Stwon. What did he say was the idea? 

Mr. Levirr. Well, about getting a loan. 

Mr. Stmon. Did he tell you what kind of a loan? 

Mr. Levitt. Well, me, I thought it was a second mortgage. 

Mr. Simon. A second mortgage on your house ? 

Mr. Levirr. That is what I ‘thought it was. 

Mr. Stmon. How much was it going to be? 

Mr. Levirr. He said $2,500. 

Mr. Stmon. Now, up to that point you had bought the house and 
you had paid nothing inet 

Mr. Levirr. Yes, sir. 

Mr. Simon. And you thought you were going to get a second mort- 
gage on it; is that right? 

Mr. Levitr. Yes, sir. 

Mr. Simon. $2,500: is that right? 

Mr. Levirr. Yes, sir. 

Mr. Srmon. Did yousign some papers? 

Mr. Levirr. I signed an application for him. I thought it was the 
Williamsburg Mortgage Co. 

Mr. Simon. What did you later find out it was? 

Mr. Levirr. If I remember right, it was somewheres around Janu- 
ary 14, I believe. 

Mr. Stmon. 1954? 
Mr. Levirr. 1954. 
Mr. Simon, What did you find out then ? 
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Mr. Levrrr. It was an FHA application form. 
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Mr. Levirrt. 


Mr 


. SIMON. 


FHA title I application form ? 

Yes, sir. 

For how much ? 

$2,500. 

Did you ever sign the completion certificate ? 

No, sir. 

Did you ever do any repair work on that property ? 
No, sir. 

Did you ever make any improvement to the property ¢ 
No, sir. 

How much was the amount of the loan for which you 


signed an application ? 
Did you say $2,500? 
Mr. Levirr. Yes, sir. 
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Did vou get any of that money / 

$1,350. 

You got $1,350? 

Yes, sir. 

Who got the other $1,150, if you know ? 
As far as I know, Morry Bauman. 

What did you do with the $1,350 you got ¢ 
Paid outstanding bills. 

You used it to pay other bills? 

Yes, sir. 

Unconnected with the house ? 

Yes, sir. 

None of those bills were for repairs or improvements 


Mr. Levirr. No, sir. 

Mr. Simon. That is all. 

The Cuamman. That was Mr. Bauman’s idea. He promoted you, 
a workingman into doing that sort of thing? 


Mr. Levirr. What? 


Mr. Simon. Did you use part of that money, Mr. Levitt, to go into 


the grocery business? 
Mr. Levirr. Wholesale produce. 
Mr. Stuon. Wholesale produce business ? 
Mr. Levirr. Yes, sir. 
Mr. Stuon. With part of that money ? 
Mr. Levirr. Yes, sir. 
Mr. Simon. Thank you. 
The Cuamman. Has that loan since been repaid ? 


Mr. 


SIMON. 


Are you repaying the loan now ? 


Mr. Levirr. No, sir: not now. 


Mr 


. SIMON. 


You haven’t made any payments on it? 


Mr. Levirr. T made one payment. 


Mr. 


SIMON. 


To the Mercantile Mortgage Co. ? 


Mr. Levirr. Yes, sir. 


Mi 


* SIMON. 


Tlave you made any payments since then ? 


Mr. Levirr. No, sir. 


Mr. Srron. Do you know whether anybody else has made any pay- 


ments for you? 
Mr. Levirr. No, sir. 
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The Cramman. Has the Mercantile Mortgage Co. been around to 
see you! 

Mr. Levirr. They came around to see me once, I believe, the 14th of 
January 1954. 

The CHamman. For what purpose did they come to see you? 

Mr. Levirr. To collect the loan. 

The CuatrrmMan. What did you tell them ? 

Mr. Levirr. Well—— 

The Cuarrman. Did you tell them it was an honest loan ? 

Mr. Levirr. As far as I knew. 

The Cuairman. It was? 
hich you Mr. Levirr. | 

Mr. Staron. What did you think happened to the $1,150 that you 
didn’t get? 

Mr. Levrrr. What do you mean by that? 

Mr. Simon. You said the loan was for $2,500. You said you got 

$1,850; is that right? 

Mr. Levirr. Yes, sir. 

Mr. Sraon. The balance would be $1,150. What did you think hap- 
pened to that money ¢ 

Mr. Levirr. That was supposed to be given to Morry Bauman. He 
Was supposed to discount somewhere around $1,200, I believe it was, 
off of the purchase price of the property. 

The Cuamrman. Ile was supposed to give you credit for some $1,200 
on the purchase of the property that you made from him? 

Mr. Levirr. Yes, sir. 

The Cramman. Did he ever do it? 
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vements Mr. Levirr. Yes, sir. 
\ The Cuatrman. He did do it. you say ? 
. Mr. Levirr. Yes, sir. 
The Cuairman. He gave you credit? 
ted you, Mr. Levirr. Yes, sir. 


The CHairMan. Have you since purchased this house? Do you 
now live in it 4 

. go into “ Mr. Levirr. No, sir. 

The CHamman. Do you own the house today? 

Mr. Levirr. No, sir. 

The Cuamman. What happened to it? 

Mr. Levirr. On that date [ quit paying. When I found out what 

I thought was fraud I quit paying. 
The CuairmMan. In other words, when you found out what you 
thought was fraud you quit? 

Mr. Levirr. Yes, sir. 

The Crairman. You still have the $1,350 which you haven’t paid 
* back ¢ 

Mr. Summers. Just a moment-—— 

Mr. Simon. Is that right? Did you ever pay back the $1,350? 

Mr. Levirr. IT made one payment. 
£. Mr. Semon. Hlow much ¢ 
Mr. Levirr. Approximately seventy-nine dollars and some cents. 
Mr. Stmon. Approximately seventy-nine dollars and some cents. 
NV pay- That is the only thing you ever paid back on the $1,350? 

Mr. Levirr. Yes, sir. 
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Mr. Summers. May I point out that Mr. Levitt did not receive 
a check for $2,500 from Mercantile, but received a check in the amount 
of S150 from them, drawn on the Williamsburg Mortgage Co., and 
signed by Morry Bauman. 

The CHamman. He only got $1,550 of the $2,500 ¢ 

Mr. Summers. Yes. 

The Cyairman. Our next witness will be Mr. W. T. Holsman, of 
Parkway Gardens, Chicago. 

Will you be sworn, please: 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 
God ¢ 


TESTIMONY OF W. T. HOLSMAN, PARKWAY GARDENS, CHICAGO, 
ILL., ACCOMPANIED BY HORACE A. DUNN, COUNSEL 


Mr. Horsman. I do. 
The Cuatrman. Will you please be seated and give your full name 
to the reporter for identification purposes ¢ 
Mr. Horsman. William T. Holsinan. 
The CuHarrman. Your address, please ¢ 
Mr. Horsman. 832 East 50th Street. 
The CHamman. And the gentleman with you is your attorney? 
Mr. Hotsman. Yes. 
The Cuamman. Will you please give your name? 
Mr. Dunn. My name is Horace A. Dunn, 135 South LaSalle Street, 
Chicago. 
The Carman. You may proceed, Mr. Counsel. 
Mr. Stuon. Mr. Holsman, are you an are hitect ¢ 
Mr. Hotsman. Yes; I am. 
Mr. Sruon. You are in the asians firm of Hlolsman, Holsman, 
‘lecamp & Taylor / 
Mr. Horsman. I was formerly. I am now with Holsman & Co. 
Mr. Stmon. With reference to the community development trust, 
was that a trust agreement entered into on June 12, 1944, as trust 
No. 4130, with the Trust Co. of Chicago ? 
Mr. Housman. That is correct. 
Mr. Srwon. Under that trust, which I believe you called the general 
trust—is that right ? 
Mr. Hotsman. I believe that is the trust instrument that you have 
there, is the document pertaining to all of the trusts. 
Mr. Simon. You call that the general trust: do you ? 
Mr. Hotsman. One of the trusts covered by the instrument you have 
s the general trust. 
Mr. Stmon. Who are the trustees of the general trust ? 
Mr. Horsman. At the time is was organized ¢ 
Mr. Suwon. All right. 
Mr. Horsman. I don’t recall all of the names? 
Mr. Stmon. How many were there? 
Mr. Horsman. I believe there were seven. 
Mr. Sraon. Was Henry K. Holsman one of them ? 
Mr. Horsman. He was. 
Mr. Srwon. That is your father ? 
Mr. Horsman. Yes. 
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Mr. Simon. John T. Holsman another ¢ 

Mr. Hotsman. Yes. 

Mr. Stwon. That is your brother ? 

Mr. Hotsman. Yes. 

Mr. Suwon. Bernard R. Clecamp one? 

Mr. Horsman. I don’t believe so. 

Mr. Stuon. He later became one ? 

Mr. Horsman. I believe so. 

Mr. Srmon. Was Kent G. Metlane a trustee 

Mr. Horsman. Not in the original. 

Mr. Stuon. Did he later become a trustee? 

Mr. Horsman. He did. 

Mr. Stuon. George P. Ellis? 

Mr. Hotsman. I believe he was an original trustee. 

Mr. Srmon. William A. Beaudry ? 

Mr. Hotsman. He was not one of the original trustees. He later 
became one. 

Mr. Simon. That is B-a-u-d-r-y ¢ 

Mr. HotsMan. B-e-a-u 

Mr. Stmon. He later became a trustee ? 

Mr. Horsman. Yes, sir. 

Mr. Stmon. Charles B. Genter ? 

Mr. Hotsman. He was not an original trustee. He later became 
one. 

Mr. Simon. John S. Clark, Jr. ? 

Mr. Sotsman. He was not an original trustee. He later became 
one. 

Mr. Srwon. Were the affairs of this trust managed by the trustees? 

Mr. Hotsman. The trust had two elements of control. One was a 
corporate trustee, to hold title, and a board of managing trustees to 
handle the business affairs. 

Mr. Stmon. The people I have named were the managing trustees ; 
is that right ¢ 

Mr. Hoisman. They were the managing trustees. 

Mr. Stmon. And the corporate trustee did the housekeeping and kept 
the books, and the managing trustees ran the affairs of the trust; 1s 
that right ? 

Mr. Housman. In part. They kept the books on the properties of 
the trust, not on the funds of the trust. 

Mr. Simon. But the trustees, the individuals I have named, they ran 
the affairs of the trust; is that right ? 

Mr. Housman, That is right. 

Mr. Simon. Under this trust, did you create several subsidiary trusts 
that you called special trusts ? 

Mr. Houtsman. That is right. 

Mr. Stmon. And one of those was known as the Parkway Garden 
Homes Mutual Ownership Trust No, 4130.01; is that right ? 

Mr. Horsman. That is the first special trust created by the Com- 
munity Development Trust. 

Mr. Stmon. Who had the power to appoint the trustees of that spe- 
cial trust ? 

Mr. Horsman. The Parkway Garden Homes Trust was created by 
a resolution of the managing trustees of the Community Development 
Trust, as a special trust without separate instrument, to be admin- 
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istered by the managing trustees of the Community Development 
Trust. 

Mr. Srmon. The special trust was to be administered by the trustees 
of the general trust: is that right? 

Mr. Horsman. That is right. 

Mr. Srwon. Was that trust created for the purpose of building an 
apartment house project at 63d and South Parkway / 

Mr. Horsman. Yes; it was. 

Mr. Stmon. Did the Parkway Gardens Homes Mutual Ownership 
Trust buy the land at 63d and South Parkway, which was formerly, I 
believe, White City ? 

Mr. Horsman. Yes. 

Mr. Srmon. Who did you buy it from ? 

Mr. Horsman. It was bought from a Mr. Howard Fox. 

Mr.Sron. When? When did you sign the original contract ‘ 

Mr. Horsman. I don’t believe I know exactly when that was. It 
was sometime in 1944, 

Mr. Simon. 1944/ 

Mr. Horsman. Or the latter part of 1944. 

Mr. Simon. And the original amount that you were supposed to pay 
was $400,000: is that right ? 

Mr. Horsman. The original contract was $400,000. 

Mr. Srwon. And because of delays vou finally had to pay $500,000 ; 
is that right ? 

Mr. Horsman. Yes. The history of that was over a period of about 
2 years of extended payments, or failures to meet payments and addi- 
tional costs. 

Mr. Srvon. Because of those extensions you had to finally pay 
$500,000 ? 

Mr. Housman. That is right. 

Mr. Srwon. And was that $500,000 paid out of total receipts, total 
funds which were about $800,000% You told us on Sunday that the 
architects advanced $110,000, the general trust loaned $300,000, and 
the mutual certificate owners put up half a million dollars, and out of 
that roughly $800,000 came the $500,000 that went for the land; is 
that right ? 

Mr. Horsman. Yes. That was the situation at about the time the 
last payment wasmade. That is what I testified to. 

Mr. Simon. In 1947 you filed two applications for FHA loans to this 
project: is that right ? 

Mr. Horsman. Yes. 

Mr. Siaron. Do vou know the amounts of the applications ? 

Mr. Horsman. There were 2 loans on 2 different sections of the 
property. The first one, I believe, was $2,288,000. The other one was 
$3,177,000. 

Mr. Srvon. Are those the amounts vou originally applied for ? 

Mr. Horsman. No. There were a series of negotiations in relation 
to the application. I think the original application was for a smailer 
amount. 

Mr. Simon. Is this what happened: You filed these applications 
with FHA under an arrangement by which you had created 2 trusts, 
numbered 6137 and 6175, who were going to make the mortgages on 
these 2 buildings; is that right ? 
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Mr. Horsman. Yes. There was a lot of background behind that. 

Mr. Stmon. I am trying to see if we can’t shorten it because the day 
is getting late. ‘Those two trusts were owned by this Parkway Garden 
Trust; is that right ? 

Mr. Horsman. They were created under the arrangements with the 
FHA officials, to satisfy their requirements for a mortgage entity. 

Mr. Srwon. ‘The Parkway Garden Trust in turn was owned by this 
Community Development Trust; is that right ? 

Mr. Hotsman. No. 

Mr. Srwon. I don’t mean owned, I am sorry, was controlled by it 
subject to the creation of the Community Development Trust ¢ 

Mr. Hotsman. At the time the mortgages were committed to by 
FHA, a separate trust instrument was written and entered into per- 
taining to the Parkway Trust, and it was divorced from Community 
Deve lopment Trust administration. 

Mr. Stmon. The land under these two projects was to be owned by 
these trust Nos. 73 and 75? 

Mr. Horsman, That is right. 

Mr. Simon. And the people who put up the money, the mutual 
owners, were to get certificates of ownership in the Parkway Gardens 
Trust ; is that right ? 

Mr. Horsman. The 413001 trust. 

Mr. Stmon. What rights did they acquire when they bought a cer- 
tificate in the Parkway Gardens Trust ? 

Mr. Horsman. They bought a partial interest in the trust assets. 

Mr. Suwon. And thereby acquired the right to their proportionate 
share of the profits of the trust; is that right ¢ , 

Mr. Housman. That is right. 

Mr. Stmon. But they did not become the owner of an apartment in 
the building? 

Mr. Horsman. That is right. 

Mr. Stuon. And they did not acquire the right to live in the build- 
ing; is that right ? 

Mr. Hotsman. In almost all instances, they acquired the right to 
live in it prior to acquiring shares by application and approval of that 
intent. 

Mr. Stmon. Do they get merely a 1-year lease / 

Mr. Horsman. That is not specific in the trust instrument. That 
is a matter of judgment of the managing trustees, I believe. 

Mr. Simon. The managing trustees have the discretion to give them 
merely a 1-year lease; is that right ? 

Mr. Horsman. Yes. 

Mr. Simon. At the end of the year, if the managing trustees want 
to they don’t have to renew the lease; is that right 4 

Mr. Horsman. There is a matter of law there which I am not com- 
petent on. There have been a lot of questions raised on that, as to 
whether they would have to or not. The trust instrument does not 
specifically say that they do have to. 

The Cuamman. It isn’t clear to me what they pay for this right 
and what right they have. 

Mr. Horsman. The program is one of trusteeship-ownership. 

The CHarrman. My question is, It isn’t quite clear to me what rights 
they buy and what rights they receive; what they pay for their rights 
and what their rights are? 
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Mr. Housman. By placing funds in the trust they acquire the right 
of beneficial interest in the trust, and the rights to, say, an equal share 
in all trust property. 

The CHarMan. Do they buy certain trust certificates, worth a 
certain face value amount? 

Mr. Hortsman. The Trust Co. of Chicago, as the corporate trustee, 
issues a certificate evidencing that interest. 

The Cuatrman. They pay cash for this interest ? 

Mr. Horsman. Yes. They put their funds in the trust. 

The Cuairman. Is there any amount that they must buy ? 

Mr. Horsman. Yes. The trust instrument limits the amount of 
money to go into the trust to the equity value. 

The Cuamman. I mean individuals. Does an individual buy a 

$2,500 interest, or a $5,000, or he could buy as much as he would care to? 

Mr. Horsman. The program of the trustees has always been that 
he buys the equity representing 1 apartment, since there are 694 apart- 
ments, he is required to buy one six-hundred-and-ninety-fourth of the 
equity. 

TheC HAIRMAN. What do I pay for it in dollars? 

Mr. Hotsman. $3,250. 

The Cuairman. What do I get for my $3,250? 

Mr. Hotsman. You get a beneficial interest in the trust. 

The CuHatrrman. Giving me what percentage ownership in the 
whole? 

Mr. Hotsman. One six-hundred-and-ninety-fourth. 

The Cuamman. There are 694 apartments ? 

Mr. Horsman. That is right. 

The Cuarrman. Now, do I get an ownership to that apartment? 

Mr. Hotsman. No. The ownership is in the trust company. 

The Cuatrman. Dol get a right to live there forever ? 

Mr. Horsman. You get a right to a lease in the property, as long 
as you behave according to the lease terms. 

The CHamman. Do I pay $3,100 and still pay rent? 

Mr. Housman. Yes. If you occupy on a lease 

The Cuairman. Do I have a definite right to live there indefinitely, 
forever, or is that at your discretion or the trustee’s discretion ? 

Mr. Horsman. The right of control of occupancy rests with the 
trustees. 

The CHairman. So I might buy a $3,200 interest and still not. be 
permitted to live on the property / 

Mr. Housman. That is right. 

Mr. Stuon. Now, Mr. Holsman, you first took this to the FHA Chi- 
cago office when ? 

Mr. Hotsman. Well, it was about—I think it was in the summer or 
in the fall of 1945. 

Mr. Srwon. 1945; is that right ? 

Mr. Horsman. Somewhere ‘along i in there. 

Mr. Srwon. When did FHA issue its commitment ? 

Mr. Horsman. I believe it was in the spring of 1950. 

Mr. Srmon. Spring of 1950? 

Mr. Horsman. Yes. 

Mr. Simon. And what was the amount of the commitment? There 
were two commitments. What was the total amount of the two com- 
mitments ? 
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Mr. Horsman. About 6 million—I don’t remember the exact figures, 
but it is 6 million something. 

Mr. Sawon. In that, was it roughly 5 years—the spring of 1950 they 
issued the commitment ? 

Mr. Hotsman. I believe that is the year. 

Mr. Simon. Did roughly 5 years intervene between the time of the 
application and the time of the commitment; is that right? 

Mr. Housman. Approximately 4 years, probably. That is not be- 
tween the time of application. You said the first time we approached 
the FHA on the loan. 

Mr. Srwon. When did you file your application ¢ 

Mr. Horsman. I believe the application, formal application, was 
filed about 4 months before, or 6 months before the commitment was 
issued, 

Mr. Simon. I have an application dated January 1948. The com- 
mitment was in the spring of 1950. That would be at least 2 years, 
wouldn’t it? 

Mr. Housman. My recollection may be bad on those times. 

Mr. Simon. Let us see if this refreshes your recollection. Is that 
one of your applications? As a matter of fact, here is another one 
dated June 1947. Does that refresh your recollection ? 

Mr. Housman. Yes. 

Mr. Srwon. That is almost 3 years before the commitment issued, 
isn’t it? 

Mr. Hotsman. No. The commitment issued—I must be wrong as 
to when it was issued. I think the date I gave you of 1950 was the 
date at which it was closed, which was about a year after it was 
issued. 

Mr. Simon. I have a project analysis dated February 16, 1950, and 
vou couldn't have gotten the commitment until after that date. 

Mr. Horsman. There were 2—there were a series of 2 commitments. 
The original commitment for a smaller amount was reprocessed, 
and a larger commitment 

Mr. Simon. When was the first commitment issued? Was that in 
1949? 

Mr. Housman. Probably so. 

Mr. Siuon. During this period of roughly 2 years before you filed 
the application, and then roughly 2 years after you filed the applica- 
tion, did you have a lot of discussions in the Chicago FHA office ? 

Mr. Hotsman. Yes. This was a very unusual case for FHA. 

Mr. Simon. Did the Chicago office decline to approve your applica- 
tion? 

Mr. Horsman. The Chicago office felt that the elements of this 
program, which was mutual ownership, was something that had not 
been processed by FHA before. 

Mr. Staon. Not only in Chicago, but nowhere ? 

Mr. Horsman. Nowhere. They didn’t want to process it through 

the Chicago office without going through Washington. 

Mr. Stwon. Then did you go to Washington ? 

Mr. Horsman. Yes. There was a whole series of conferences in 
Washington with the legal staff, and with the officials. 

Mr. Stmon. Now, were there people in the Chicago office who were 
bitterly opposed to this project / 
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Mr. Horsman. There was a great deal of delay, and there was ap- 
parent opposition to it being done in the Chicago oflice. 

Mr. Sion. Was there a man named Streich who was bitterly op- 
posed to it ¢ 

Mr. Housman. Yes. 

Mr. Sruon. What was his first name? 

Mr. Housman. I don’t remember his first name. 

Mr. Spon. Even when you got to Washington and you took this 
matter up with the FHA people in W ashington were they in favor 
of it, or opposed to it 4 

Mr. Horsman. I would say there was a variety of opinions. 

Mr. Suwon. Would you say there was substantial opposition to it? 

Mr. Horsman. No. There were differences of opinion as to the 
mechanics by which it should be done. 

Mr. Simon. Were there some people in Washington who were op- 
posed to it under any mechanics 4 

Mr. Horsman. Not that 1 would know of. 

Mr. Suwon. After you discussed it with the Chicago office of FHLA, 
and the Washington office of FHA, did you find it necessary to go 
to higher authority ¢ 

Mr. Housman. Yes. 

Mr. Simon. Where did you go? 

Mr. Horsman. Well, the program, over the year and a half of pre- 
liminary discussion, or roughly a year of discussion with FHA—— 

Mr. Srron. By preliminary year and a half, you mean a year and 
a half before the application was filed? 

Mr. Housman. Yes, before they would accept the application. 

Mr. Sion. There was a 2-year delay after the application was filed 
before they issued the commitment. What is the higher authority 
you went to? 

Mr. Housman. There were a great many political elements that were 
interested in the program being carried out. One was Senator Doug- 
las’ office. They helped a great deal in focussing attention on the prob- 
lems and getting proper process. Congressman Dawson’s office was 
much interested in the program, and did a lot of ground laying for 
conferences, and for processing in Washington. 

Mr. Simon. When you couldn't get the FHA to act, where did 
you got 

Mr. Horsman. The final action came after a directive from the 
White House, secured, I believe, by the joint action of several Members 
of Congress. 

The Crarrman. Who at the White House, the President of the 
United States / 

Mr. Horsman. I don’t know. I never saw the directive. 

The Cuairman. You do know there was a directive issued to FHA 
to approve this project? Is that your testimony ? 

Mr. Horsman. No. There was a directive from the White House 
indicating that. from national policy it was desirable to have this kind 
of a program done. 

The Caiman. To whom was that directive issued, if you know? 

Mr. Horsman. I believe it was to the then Director of the FHA. 

The Cuairman. And you do not know who at the White House 
issued the directive. The President ? 

Mr. Housman. No; I don’t know. 
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Mr. Siuon. Did you personally go to the White House in connection 
with this application / 

Mr. Horsman. Yes. I had conferences at the White House. 

The CrarmMman. Whom did you talk to at the White House ? 

Mr. Housman. I don’t recall the name of the person I saw there. 

The CHamman. It is quite a place to go to and not reeall the name 
of the man you talked to. It doesn’t happen very often in one’s life. 

Mr. Housman, It was in the administration building connected with 
the White House, and that is a pretty big place. 

The Cuarrman. It was not the President ? 

Mr. Housman. No. 

The Cuairman. Was it General Vaughan? 

Mr. Horsman. No, sir. 

The Cuamman. Was it a Mr. Dawson? I don’t mean the Con- 
eressman. 

Mr. Hotsman. No. The conference was arranged through Daw- 
son's office. 

The Cuatrman. Who is executive secretary to the President ? 

Mr. Hotsman. I think it was one of the executive staff attached to 
the place. 

The Cuamman. You don’t remember his name? 

Mr. Honisman. No, sir. 

The Cuamman. What year was this? 

Mr. Hotsman. Probably in 1947 or 1948. 

The CHamrMan, - th: at project still not finished 4 

Mr. H[otsman. It is just nearing completion in construction now. 

Mr. Srvon. Mr. ikinins how many conferences did you have at 
the White House ? 

Mr. Horsman. Personally, I only had one. 

Mr. Stuon. Why do you say personally? Who else had confer- 
ences there? 

Mr. Hotsman. I believe there were, over a period of time, several 
periods when attention by White House personnel was given to the 
policy of this particular program. 

Mr. Stuon. Who other than you went to the White House on behalf 
of this project 4 

Mr. Housman. Well, there was a Mr. Bryan Hammond, who was a 
designated representative for Dawson, to follow and see that things 
got properly handled. 

The Cramman. You are talking about Congressman Dawson now ? 

Mr. Housman. Yes. 

The Cuatrman. Do you know how many times he went to the White 
House ? 

Mr. THforsman. No: I don't. 

The CHarrman. Do you know whom he saw ? 

Mr. Hotsman. No. 

The Cuatrman. After the White House directive was issued, did 
you get action and get the application approved ¢ 

Mr. Horsman. The permission was granted for the filing of the 
application, and the general agreement was reached on the form in 
which it would be processed. 

The Cuairman. And then in 19—— 
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Mr. Housman. I can’t necessarily say it was asa result of that, but 
it was subsequent to it. 

Mr. Simon. At any rate, you couldn't get it before you went to the 
White House, and after you went to the White House and the directive 
was Issued you did get it ¢ 

Mr. Horsman. It didn't happen before, and it did happen after. 

Mr. Simon. What was the total amount of the first commitment 
you had by FILA? 

Mr. Hotsman. I don’t remember the figures. If I could see some 
of the documents I might refresh my memory. The increase was not 
a very large amount. I think it was about $180,000. 

Mr. Simon. I don’t believe I have the first two. Are the two I have 
shown you the increased amounts ¢ 

The increased amounts were $2,530,900 on one, and $3,647,000 on 
the other; is that right ? 

Mr. Hotsman. Yes. 

Mr. Simon. That is a total of $6,177,900 ? 

Mr. Housman. That is right. 

Mr. Simon. You say that is about $180,000 in excess of the amount 
they first gave you; is that right? 

Mr. Horsman. Yes. In the original processing there was a limit. 
It was at the time when section 608 had a limit of a certain amount 
per apartment. I have forgotten what it was. 

Mr. Simon. $1,850 an apartment ¢ 

Mr. Hotsman. No, $1,850 a room. 

Mr. Simon. $38,100 an apartment ? 

Mr. Hotsman. There was a change in the administrative policy 
between the time of the first application and the time of closing. 

Mr. Simon. So they gave you the benefit—— 

Mr. Horsman. Which changed the top limit on the apartment. 
The original processing was at $1,650 a room, and it was subsequently, 
or around $1,700 a room, because of the other limit—these being large 
apartments—and it was subsequently increased to the $1,800 a room 
limit. 

Mr. Simon. When did you first enter into a contract with a building 
contractor to construct this building ? 

Mr. Horsman. There was a contract they negotiated with Patrick 
Warren Construction Co. 

Mr. Stmwon. When was it signed 4 

Mr. Housman. I think it was in February of 1947. 

Mr. Simon. February of 1947? 

Mr. Hoisman. Yes. 

Mr. Simon. That was 2 years before you got the commitments ? 

Mr. Housman. That is right. It was at the time the commitment 
was originally prepared, the application was originally prepared. 

Mr. Simon, Was that a lump-sum contract 

Mr. Housman. No. It had to be at that point a cost-plus contract 
arrangement. 

Mr. Stwon. Did you later enter into a lump-sum contract with the 
Warren Construction Co. ? 

Mr. Horsman. Yes. At the time of closing with FHA lump-sum 
contracts were signed by the trust, 6177 and 6178. 

Mr. Simon. When was that? 

Mr. Horsman. I believe they were all dated May 15, 1950. 
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Mr. Simon. May 15, 1950; is that right ? 

Mr. Horsman. That is right. 

Mr. Simon. What was the amount of the contract ? 

Mr. Horsman. I don’t have any notes on that amount. 

Mr. Simon. The mortgage we have just figured out was $6,177,000. 
Was the contract price more or less than that ? 

Mr. Horsman. I can tell from these processing sheets. In one in- 
stance they were $3,268,000. 

Mr. Simon. Is that the case in which the mortgage was $3,647,000 ? 

Mr. Horsman. That is right. 

Mr. Stmon. What was the other? 

Mr. Horsman. There was a fee in that contract of $163,462, which 
was made in shares—was to be paid in shares of the owner trust. 

Mr. Simon. What was the contract price on the other project ? 

Mr. HotsMANn. $2,269,330. 

Mr. Srmon. Those contracts—— 

Mr. HotsMan. Plus a fee of $136,160. 

Mr. Stuon. To be paid in certificates? 

Mr. Horsman. Yes. 

Mr. Simon. Is that right? 

Mr. Horsman. That is right. 

Mr. Simon. In both cases the contracts were for amounts that were 
comfortably below the mortgage funds FHA was making available; 
is that right ? 

Mr. Horsman. They were written at the amounts that the FH A esti- 
mated the cost to be. 

Mr. Simon. At the exact amount? 

Mr. Horsman. Yes. 

Mr. Stmon. In addition you collected $214 million from the mutual 
owners; is that right? 

Mr. Horsman. That is right. 

Mr. Srmon. So under the terms of that contract there was adequate 
capital available as provided for in the contract to build these build- 
ings; is that right? 

Mr. Horsman. Yes, and no. 

Mr. Simon. If the contract was a fixed-sum contract, lump-sum con- 
tract; wasn’t it? 

Mr. Horsman. Yes. 

Mr. Simon. And the amount of money you were going to get out 
of the mortgage plus the amount of money you got from the mutual 
owners was more than enough to pay the contractor the amount the 
contract called for: is that right ? 

Mr. Horsman. That is right. 

Mr. Stuon. Did the contract have a provision in it for the time 
within which the building was to be completed or the buildings ? 

Mr. HotsmMan. Yes. 

Mr. Srwon. What was that time? 

Mr. Horsman. I believe it was 18 months. 

Mr. Simon. Eighteen months from that May 15, 1950 date? 

Mr. Horsman. That is my recollection. 

Mr. Simon. That would call for completion by the end of 1951? 

Mr. Housman. That is right. 

Mr. Simon. Was there a bond put up by the contractor to guarantee 


his performance of the contract ? 
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Mr. Horsman. Yes, sir. There was a performance, 10 percent, 
what we call a 10-percent surety bond recorded by FHA and put up 
by the Pat Warren Construction Co, 

Mr. Simon. Who was the surety on that bond ? 

Mr. Hotsman. United Surety Co., of Tacoma, Wash. 

Mr. Suwon. Are they a responsible company ¢ 

Mr. Horsman. Yes, sir. As far as I know. 

Mr. Simon. That surety bond guaranteed his performance to the 
amount of 10 percent ! 


Mr. Horsman. I am not sure the language that should be applied. 


It is a surety bond that insures the owners and FHA against loss if 
he fails to, but whether it also insures the building of it, is something 
I couldn’t answer. 

Mr. Srvon. If he fails to do what ? 

Mr. Horsman. Perform his contract. 

Mr. Sion. His contract called for building the building before 
the end of 19514 

Mr. Housman. Yes. 

Mr. Simon. Now, you gave FHA copies of those contracts; did you ? 

Mr. Horsman. Oh, yes. They all had to be written and signed at 
the time of closing, and endorsement by FHA. 

Mr. Simon. Right, and FILA wouldn’t have closed except for those 
contracts, 

Mr. Hotsman. Of course not. 

Mr. Suwon. Now, subsequently, did you enter into a second set of 
contracts with the Patrick Warren Construction Co. under the terms 
of which the Warren Construction Co, would pay to your Parkway 
Gardens Trust the full amount of money that they got out of this 
contract, and Parkway Gardens in turn would pay them cost- -plus-a- 
fixed fee? 

Mr. Hoisman. Not subsequent; simultaneous. 

Mr. Simon. Did FHA get copies of those contracts ¢ 

Mr. Housman. I don’t believe so. 

Mr. Simon. ig know they didn’t; don’t you? 

Mr. Hotsman. I don’t know whether they got copies. They were 
not given copies oflici ally, As I say, they did not receive any officially. 
Whether they got any otherwise, I wouldn’t know. 

Mr. Suwon. You didn’t give them any; did you? 

Mr. HorsM. in. No. 

Mr. Suwon. So FHA was under the impression this was a contract 
for a lump sum of money under which the contractor was obligated 
to complete the buildings for a stipulated sum ¢ 

Mr. Horsman. Not only under the impression, I think it is the fact. 

Mr. Smron. And then by a second set of contracts which were not 
given to FHA, you made a deal with the contractor which in effect 
turned it into a cost-plus contract ? 

Mr. Hotsman, Yes. Not as far as performance, but as far as ulti- 
mate position in the case. 

The Cnamman. Why did you change the contract and why did you 
withhold a copy of it from FHA? 

Mr. Hotsman. It wasn’t a change of contract. It was 

Mr. Sruon. It was a change in the amount of money they were going 
to get. 
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Mr. Hotsman. It was the original basis of agreement with the 
Patrick Warren Construction Co. 

The CuHatrmMan. Original basis, and you filed a contract with FHA 
that is not true? 

Mr. Horsman. It is not untrue. It is a legal binding contract that 
Mr. Warren entered into, 

The Cuarrman. You said you entered into a contract with Warren 
Construction and gave FHA a copy of it. Then you entered into 
a second contract which you did not give them a copy of. 

Mr. Hotsman. There are two entities we are talking about. You 
have the mortgage or trust, which are 6137 and 6175. You entered into 
contracts with the Patrick Warren Construction Co. which are bonded 
and bona fide contracts. 

Mr. Simon. Those two trusts were owned by the Parkway Gardens 
Trust, weren't they 4 

Mr. Horsman. Those two trusts are solely owned by trust 413001. 

Mr. Suton. So you had the subsidiary trusts make a contract with 
Warren, under which Warren agreed to build these buildings for a 
fixed lump sum ¢ 

Mr. Horsman. Right. 

Mr. Simon. And then Warren entered into a second contract with 
the parent trust 

Mr. Horsman. Say he entered into an agreement with the parent 
trust. 

Mr. Suwon. All right, he entered into an agreement with the parent 
trust, by which he said he would give them the amount of money the 
subsidiary trust paid him in return for which they would give him 
cost plus a fee / 

Mr. Horsman. That is right. 

Mr. Stow. So the right hand said it was a fixed lump-sum contract, 
and the left hand turned it into a cost plus; is that right? 

Mr. Hotsman. Yes; I suppose that is a description. I don’t know 
whether you would call it right and left hand. One entity through 
which they are built, where the mortgages are recorded and are signed, 
has the lump- sum contract, 

Mr. Stuon. The people who put up this money, 694 units times 
$3,250, or about $214 million, all they got was certificates in the 
Parkway Gardens Trust; is that right ¢ 

Mr. Horsman. Yes. 

Mr. Simon. And all Parkway Gardens had was its ownership of 
these two subsidiary trusts that were going to build the buildings? 

Mr. Hlotsman. That is right. 

Mr. Stuon. Now, were the buildings built by the end of 1951? 

Mr. Horsman. No; they were not. 

Mr. Simon. How far along were they by the end of 1951? 

Mr. Horsman. Probably about 20 percent. 

Mr. Simon. Twenty percent completed ? 

Mr. Horsman. Yes, 

Mr. Stuon. What happened to prevent them from being completed 
by December 1951? 

Mr. Horsman. Under the arrangements of the contract, Patrick 
Warren was doing under his own labor and materials processes al] of 
the concrete, masonry, and carpentry work; he had sublet all the other 
trades. Obviously, the concrete, masonry, ‘and ¢ arpentry set the pace. 
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There has just never been enough workmen on the job to carry it any 
faster than that. 

Mr. Soon. What advantage would there be to Mr. Warren in 
delaying the construction of the building ¢ 

Mr. Horsman. This fits into some matters of theory and not of fact, 
which is hard for me to answer. 

Mr. Simon. Under the contraet—— 

Mr. Horisman. It has been difficult for me to understand an advan- 
tage to Mr. Warren in not performing. 

Mr. Staton. Under the contract he was supposed to finish by the 
end of 1951 and if he finishes by the end of this year he would be 3 
years late; is that right ¢ 

Mr. Housman. Yes. 

Mr. Simon. Is there any conceivable advantage he could get by 
delaying this construction 5 years ¢ 

Mr. Horsman. I don't believe so. 

Mr. Stwon. Of course, when you delay construction you very seri- 
ously increase the cost, don’t you? 

Mr. Hotsman. Right. 

Mr. Simon. Not only do you have to keep paying interest on the 
amount of money you have borrowed to start, but you don’t get any 
income corresponding to it. 

Mr. Hoteman. And administrative costs can run way out of hand. 

Mr. Stuon. This building which was supposed to take 18 months 
to build has now taken about 41/ 6 years, and isn’t finished yet? 

Mr. Hotsman. Right. 

Mr. Suwon. Why didn’t you declare a default under Mr. Warren’s 
contract which said he would build it in 18 months and go after this 
insurance company out in Seattle and make him perform! 

Mr. Horsman. On three different occasions during, or from the 
beginning of the project. until now, as architects of the ra we have 
declared a situation of default, and written the trustees our opinion 
that caused the existence for canceling his contract. In each case 
there was much discussion of such a serious step, and in all cases the 
trustees decided not to take such a step, after consultation by their at- 
torney with various FHA officials, and others concerned with the 
program. 

The Cnamrman. Did the FILA officials oppose your canceling Mr. 
Warren’s contract ¢ 

Mr. Housman. The net result of all the conferences was that the 
trustees felt they were. 

The Cuatrman. Any specific people in the FHA office here opposed 
to it ? 

Mr. Horsman. Yes. I would say Ed Kelly, who was the then 
head of the FHA. 

The Cuatrman. Mr. Kelly, who was then head of the Chicago FHA, 
was opposed to it? 

Mr. Horsman. Yes. 

The Cuarrman. Any others? 

Mr. Hotsman. There was a variation in the attitude in Washing- 
ton. In the first instance, when I went to Washington to discuss with 
Clyde Powell the matter 

The Caiman. With Clyde Powell? 
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Mr. Horsman. Yes: with Clyde Powell, the matter of the problem 
of Patrick Warren, the necessity ef doing something about getting 
construction underway, he was quite adamant about making Patrick 
Warren finish, calling on the bond. 

The CHairman. You mean he was opposed to it ? 

Mr. Horsman. No, he was very much disturbed about Patrick 
Warren as a contractor. I proposed to him that we find some other 
contractor to step in on the job, and we get someone in there who would 
carry it out at a reasonable rate, and could. He was very agreeable 
tothat. We negotiated with a concern, Hegman-Harris. It was then 
called Harris Associates, John W. Harris Associates, who spent about 

$40,000 in reviewing all the costs and estimates, rechecking all the 
sube ‘ontracts, preparatory to taking over the job from Patrick Warren. 

At the time that was ready to be ¢ ‘done—it took about 4 or 5 months— 
we had a general conference here in the Chicago FHA office, at which 
Mr. Powell was present from Washington, Patrick Warren was pres- 
ent, Ed Kelly was present, a lot of the other FHA men, and at that 
time Mr. Powell announced that if there was a substitution for Mr. 
Patrick Warren by Hegman-Harris, Hegman-Harris would have to 
mead a 100 percent completion bond as against a 10 percent surety 
bond that Patrick Warren was on the job with. 

We informed him that under those conditions Hegman-Harris 
couldn’t possibly go on the job, because he couldn’t get such a bond on 
a job that was in default. 

The CHatrmMan. That would be better than a $6 million bond, 
would it not? 

Mr. Horsman. A job that was stopped. 

The Cuarrman. Why do you think Mr. Powell took that position ? 

Mr. Horsman. I have no real knowledge of why he took it. All I 
know is that he did. The result was that he advised our renegotiating 
with Pat Warren on the basis that subletting all of the work ‘that Pat 
Warren was supposed to do on direct labor, with responsible sub- 
contractors, whic h we did, and we took the control of the job out of 
Patrick Warren’s hands into a control board consisting of subcon- 


‘tractors and owners’ representatives, and set up to proceed with the 


construction. 

The CuarrMan. You anticipate that the construction will be finished 
under Mr. Warren, you say this December ? 

Mr. Horsman. It will be finished under that control board that was 
established at that time. 

The Cnatrman. By December of this year? 

Mr. Horsman. It should be sooner than that. 

The Cuamman. Do you have sufficient money on hand to pay all the 
bills? 

Mr. Hotsman. I am no longer associated with the administration 
of the affairs, and I haven’t been for a year. I can’t answer it as 
to the funds because IT am not informed. 

Mr. Sron. In order to finish the job a lot of the subcontractors 
and a lot of other people have had to take certificates instead of cash; 
isn’t that right? 

Mr. Housman. Yes. At the time, 2 years after it was supposed to be 
finished, it had to be reorganized. Costs were up. 

Mr. Sruon. The trust is now in bankruptcy ? 
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Mr. Hotsman. No. 

Mr. Simon. Isn’t this Community Development Trust in bank- 
ruptcy ¢ 

Mr. Horsman. The Community Development General Trust is un- 
der reorganization under Judge Perry in the Federal court. 

Mr. Sion. Under the B: ankruptey “Act? 

Mr. Horsman. Yes. Parkway Gardens is not. 

Mr. Suwon. What was the original rent schedule FILA provided 
for in this project when they issued the commitment ? 

Mr. Horsman. What was the question 4 

Mr. Simon. The rent schedule in the commitment. 

Mr. Hotsman. You say what is it? 

Mr. Stwon. What was it in the commitment ? 

Mr. Hortsman. I don’t remember the exact schedule. It was—it 
varied in different apartments. I think it averaged about $125 a 
month. 

Mr. Sraon. Do you remember—— 

Mr. Housman. That is my recollection. 

Mr. Simon. Do you remember the minimum and maximum? It 
started about $85 or $87; didn’t it / 

Mr. Horsman. I think there might have been some as low as that, 
and some probably as high as $130. It will show on those schedules. 

Mr. Simon. Was the original rent schedule from $87 to $130? 

Mrs. Horsman. I believe. That is my recollection. 

Mr. Sion. What is the present rent schedule ? 

Mr. Hotsman. That I don’t know. 

Mr. Simon. It starts now at $115; doesn’t it? 

Mr. Hlousaan. I don’t know. 

Mr. Simon. You don’t know whether it is $115 now, the lowest rent ? 

Mr. Housman. I haven't had any access to what the trustees are now 
charging on the property. 

Mr. Simon. You don't know that $115 a month is now the minimum 
rent out there 4 

Mr. Hoxtsman. I have been told that about $115 is the average rent. 

Mr. Simon. What was the average rent when they started. 

Mr. Housman. The average processing rent, I believe, is around 
$125. 

Mr. Sruon. They have reduced the rents in the last 6 years. 

Mr. Housman. You must remember this is a mutual project, and 
the occupants are all owners of the property. 

Mr. Srwon. I understand that, Mr. Holsman. I asked you the two 
questions of what were the rent schedules under the FILA commit- 
ment, and what are the rent schedules now, and I want to be sure that 
the record is right, if you are saying that they are lower now than they 
were under the original commitment 

Mr. Horsman. That schedule as processed by FHA is the appraised 
market rent, not necessarily what the mutual owners would pay for 
the property. 

Mr. Simon. Don’t you know that the trust has asked FHA to in- 
crease the minimum permissible rents, and they have done so? 

Mr. Housman. No, I don’t know that. 

Mr. Srwon. You don’t know that $ $115 a month is the minimum rent 
out there now / 


Mr. Housman. No. 
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Mr. Staton. Let me ask you this—— 

The CHarrman. What was the minimum rent when you ran it? 
What was it to have been ¢ 

Mr. Hotsman. [never ran it when there was any rent going on. 

The Cuamman. What was the minimum rent to have been when 
you were in charge? 

Mr. Horsman. The average market rent appraisal that was run 
while I was in charge, on which the net rents to mutual owners would 
have been based, was around $130 a month appraisal, as an average, 
and it varied about $20 to $30 between the least desirable and the most 
desirable apartments. 

The Cuamman. This was not a low-cost project, then, was it. Was 
this a colored project ? 

Mr. Horsman. It isa Negro project, and it was designed and under- 
taken to be built for—— 

The CuarrMan. Can they pay $130 a month rent? 

Mr. Horsman. Let me finish: At those market rents, which is what 
the real-estate men and the trustees believed to be gotten from the 
general public if it was not rented to owners, but the market value of 
those units would be— at those figures the return to the mutual owners 
amounted to about $35 a month for each 32% shares, so that they would 
be paying that muc ‘h less. 

Mr. Stmon. You can only give the owners a return to reduce their 
rent if the project was m: aking money ! ? 

Mr. Horsman. Thatisr i@ht. The anticipated cost of the owners—— 

The Cuairman. Let me 

Mr. Horsman. Was around $90. 

The CHarrman. You will get an FHA mortgage. The mortgage 
proceeds when this is completed will be $6,177,000. 

Mr. Housman. That is right. 

The Cuairman. You sold $214 million worth of beneficial securities. 

Mr. Horsman. Right. 

The CHarrmMan,. That makes a total of $8,125,000. 

Mr. Hotsman. $8,400,000. 

The CratrMan,. $8,400,000. 

What has happened to the money? Do we have a couple of mil- 
lion dollars in the bank? 

Mr. Horsman. No. 

The CuarrmMan. Will there be a couple—— 

Mr. Horsman. There have been costs—— 

The CuatrmMan. It has been proven the mortgage proceeds will be 
enough to cover the entire cost? 

Mr. Horsman. No. 

Mr. Srwon. They would have been enough to cover the entire cost 
if you had stuck with that lump-sum contract you gave FHA. 

Mr. Horsman. And if it had been built the year it was supposed to 
be. 

The Cuarrman. What were you going to do with the money ? 

Mr. Horsman. There are other costs besides construction. 

The Cuarrman. What? 

Mr. Horsman. Land. 

The CHarrMan. Land is in the mortgage. 

Mr. Horsman. But it cost $500,000. The FHA valued it at about 
$230,000 for mortgage pur poses. 
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The Cnamman. That is $250,000 out. of your $214 million you sold. 
You have $2 million left. What did happen to that? 

Mr. Housman. The organization of a mutual program of that type 
does not cost $1,500 like the FHA processes it. It costs, two, three 
hundred thousand dollars over a 5-year period. 

Mr. Suwon. That is to promote the sale of these mutual interest 
certificates ¢ 

Mr. Horsman. Statl, bookkeeping, records, and all. Let us say 
costs of overhead of this kind of a program is not the same as a single- 
sponsor program. 

The Cuarrman. Who benefits from this kind of a program ? 

Mr. Hotsman. In this program, the work—there is no one to benefit 
in the program, except the beneficiaries, and the people hired to per- 
form services. 

The Cuamrman. Under this section 608 project the Government 
guaranteed a mortgage of 90 percent of the cost. This was going to 
cost $6 million and 90 percent of it would be $5,400,000. You only 
needed to raise about $600,000 to have sufficient money to complete 
the project. Why did you need $214 million ? 

Mr. Horsman. Well, in the FHA processing—let us say the FHA 
replacement of costs on which the 90 percent is based, is not a full 
estimate of the cost of such a program. 

The Cuamman. It can be, and it is supposed to be, because the law 
is very specific, and the law and the Congress also wanted these gentle- 
men to get 90 percent of all costs, including cost of the land, no more, 
no less. That is what it is supposed to be. 

Mr. Hotsman. Unfortunately, that is not the way the FHA has 
administered the law, if that was the intent of the people who passed it. 

The Crarrman. I know they administered it so they have 110, 120, 
150, in some instances a couple of hundred percent. 

Mr. Horsman. However, in some cases only 70 or 75, as in this case. 

Mr. Srvon. Mr. Holsman, without arguing who is at fault, this 
thing is a mess, isn’t it? 

Mr. Horsman. It has been. 

Mr. Stuon. For 4 years it has been a mess, hasn’t it? 

Mr. Housman. Well 

The Ciaran. Is there a better term to describe it ? 

‘fr. Horsman. There have been a series of difficulties which have 
caused delay. That doesn’t mean it is a mess, as it is coming out. 

I think it isa fine program. 

Mr. Sruon. Instead of taking a year and a half to build it has taken 
4 years. 

Mr. Hotsman. As far as Iam concerned, it is unfortunate. T have 
lost $500,000 in it. 

Mr. Sion. As far as these people are concerned who bought these 
certificates, it is unfortunate, too. 

Mr. Hotsman. No, as far as they are concerned they are coming 
out fine. 

Mr. Stwon. Why do you say that? 

Mr. Horsman. They own a property worth much more than they 
have paid in, and they will occupy apartments at the cost. of operating 
them, which they could not accomplish any other way. 

The Cramman. At $130 a month? 

Mr. Horsman. No: around $95 a month. 
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Mr. Simon. I think vou will find if you check that the lowest rent 
under the new level is $115. 

Mr. Hotsman. And you will probably find that there is a rider on 
the leases reducing it to below that as far as the mutual owner-tenants 
are concerned. 

Mr. Simon. In addition, they have got how much in claims and 
debts outstanding that they owe? How much does the trust owe you? 

Mr. Horsman. The trust owes my former organization, which is in 
bankruptey—— 

Mr. Simon. How much? 

Mr. Hotsman. About $350,000, and the estate also owns one-hun- 
dred-and-sixty-thousand-some shares of beneficial interest which still 
have to be sold to people who are going to live in the property. 

Mr. Simon. That is $510,000; is that right? 

Mr. Hotsman. Well, except part of that is equity. 

Mr. Simon. How much does the trust owe the Warren Construction 
Co. for certificates that they took ¢ 

Mr. Housman. They have $164,000 of certificates. 

Mr. Simon. And aren’t there some subcontracts ¢ 

Mr. Hoisman. That is not a debt of the trust. 

Mr. Simon. Before these mutual owners are going to end up owning 
this property they have to pay them off, don’t they 

Mr. Horsman. Let us say Mr. Warren is one of a mutual owners 
to that extent. 

Mr. Simon. Aren't there some subcontractors that took paper for 
money owed them ? 

Mr. Hotsman. That is right. 

Mr. Stuon. How much does that amount to? 

Mr. Housman. I believe about $350,000 or $400,000. 

Mr. Simon. Are there any other obligations that have to be paid 
before these people end up owning the property ¢ 

Mr. Horsman. These are not obligations. These are certificates of 
beneficial interest, which are in the. process of being sold to mutual 
owners. 

Mr. Simon. But these sub—— 

Mr. Hotsman. It isnot aduplicate. It is the same thing. 

Mr. Simon. The subcontractors took $350,000 in paper because there 
wasn't enough money to pay them. 

Mr. Horsman. They took part ownership of the project to that 
extent. 

Mr. Simon. Are there any other builders or contractors or sub- 
contractors ¢ 

The Cuarman. Is this beneficial interest in addition to the $214 
million you have sold to the people ? 

Mr. Hotsman. No, it is part of it. That is what [ was trying to say. 

The Cuarrman. It is part of the 2144 million? 

Mr. Horsman. Yes. Two and a quarter million is not all owned 
by the ultimate users of the property as yet. 

Mr. Simon. What else is owing in there? 

Mr. Hotsman. The Community Development Trust. 

Mr. Suwon. How much does that have coming? 

Mr. Horsman. That advanced some $300,000 in cash to the Parkway 
program, and it hasn’t returned yet. 

Mr. Simon. Does that get paid back? That wasn’t a gift, was it? 
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Mr. Horsman. If it is to ever to pay its debts, it has to be paid back. 
That is a problem that Mr. Perry has to worry about. 

Mr. Simon. What else? That is $1,025,000; is that right ? 

Mr. Dunn. No. You have $300,000 owing the General Trust; is that 
right ? 

Mr. Horsman. That is right. 

Mr. Simon. You have got $350,000 owing to you? 

Mr. Housman. Yes. 

Mr. Stmon. In addition $160,000 of certificates that you own? 

Mr. Horsman. That is not a debt of the property. That is part of 
the equity. 

Mr. Simon. That is $160,000; is that right? 

Mr. Horsman. That is right. 

Mr. Simon. And then $164,000 of Warren, that is certificates he 
owns ? 

Mr. Horsman. That is not a debt of the trust. That is ownership 
of the trust. 

Mr. Suwon. $164,000 certificates ? 

Mr. Housman. Yes. 

Mr. Srron. And 350 of the subcontractors, is that debt or equity 
ownership 4 

Mr. Hotsman. Equity ownership. 

Mr. Suwon. So there are $650,000 owing in debts, and $575,000 of 
the equity, which is now owned by people who participated in the 
construction as part payment for what they have done in building 
the building? 

Mr. Horsman. That is right; as apartments are finished people 
come along, want to use them, and they buy some of those shares. 
Therefore, the contractors get their money out. 

The Cuatrman. Thank you very much. We will excuse you. 

We might want you a little later. 

Mr. Warren, please ? 

(No response. ) 

The Cuarrman. Does anybody know where Mr. Warren, Patrick 
Warren, is? Has he been here? 

(No response. ) 

The CuatmrmMan. We will have to find out what has happened to Mr. 
Warren. 

Our next witness will be Mr Willard Garvey, of Wichita, Kans. 

Mr. Garvey, will you be sworn, please: 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God ? 


TESTIMONY OF WILLARD GARVEY, BATTEN APARTMENTS, 
WICHITA, KANS., ACCOMPANIED BY OLIVER HUGHES, COUNSEL 


Mr. Garvey. I do. 

The Ciramman. Please give the reporter your full name and 
address. 

Mr. Garvey. Willard Garvey, 352 North Broadway, Wichita, Kans. 

The Cuarrman. The gentleman with you is your lawyer? 

Mr. Garvey. Oliver Hughes, Petroleum Building, Wichita. 

Mr. Simon. Mr. Garvey, are you associated with the Batten Apart- 
ments, Inc., project 4 
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Mr. Garvey. Yes, sir. 

Mr. Stuon. Where is that located ? 

Mr. Garvey. Wichita, Kans. 

Mr. Stuon. What is the address? 

Mr. Garvey. The home oflice is 352 North Broadway. 

Mr. Stuon. Where is the property ? 

Mr. Garvey. The location of the project is surrounded by the 
streets, Osie, Batten, Funston, and El Pyco. 

Mr. Stmon. How do you spell El Pyco? 

Mr. Garvey. E-] P-y-c-o. 

Mr. Stwon. What was the amount of the mortgage in that project? 

Mr. Garvey. It is my recollection it was $1,105,000, 

Mr. Srwon. Was there any premium on the mortgage? 

Mr. Garvey. Not to my knowledge. 

Mr. Sruon. Who owns the land on which the building is built? 

Mr. Garvey. The Batten Apartinents, Inc. 

Mr. Sraon. Who did it buy it from? 

Mr. Garvey. I am not positive, but it was from members of the 
Garvey family. It was exchanged for stock in Batten Apartments. 

Mr. Stmon. How much did the Garvey family pay for the land? 

Mr. Garvey. Well, at cost, some years prior, as part of a 120-acre 
farm, which cost some $52,000, and which subsequently had been sub- 
divided, surrounded by city development, and taken into the city 
through considerable efforts on ours and our attorneys’ parts. We ex- 
changed—I don’t know what the pro rata share of $20,000—we have 
two section 608’s in that particular area, on which the actual farm- 
land cost was $20,000, and, incidentally, we have some $700,000 capital 
invested in farms and subdivisions. 

Mr. Simon. I wasn’t interested in your farms. I just want to know 
how much the land cost you that the Batten Apartments was on. 

Mr. Garvey. Some portion of $20,000 which I can’t determine. 

Mr. Suwon. You testified once, I believe, that it was $13,000. 

Mr. Garvey. It is possible. The two of them together were prob- 
ably $13,000 and $7,000. 

Mr. Stuon. Is that right, $13,000? 

Mr. Garvey. Yes. We exchanged it for $52,000 worth of stock, 
which in our opinion 

Mr. Srmon. Let us get one thing at a time. How much did you pay 
for the land? 

Mr. Garvey. I will accept your figures in the answer as my own. 

Mr. Smon. I have no figures. I am just asking you if you didn’t 
testify that you paid $13,000 for it? 

Mr. Hugues. Yes, that is right, if that is what the testimony says. 

Mr. Garvey. That is right, $13,000. 

Mr. Stmon. You bought it in 1948 ? 

Mr. Garvey. That is right. 

Mr. Suwon. Who built the building? 

Mr. Garvey. The Builders Construction, Inc. 

Mr. Sruon. Do you have any interest in that company? 

Mr. Garvey. I am one of the incorporations, along with eight others 
members of our family. 

Mr. Srmwon. You and your family own Builders Construction Co. ? 

Mr. Garvey. That is correct. 
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Mr. Simon. How much did it cost Builders Construction Co. to 
build the building ¢ 

Mr. Garvey. Let me check that; $899,567.80, according to the 
figures I have here. 

Mr. Simon. Are those figures right ¢ 

Mr. Garvey. ‘To the best of my knowledge, but not necessarily. 

Mr. Stmon. Do vou know how we can find out what the cost was? 
You were asked these same questions on August 20, 1954, in Wash- 
ington; weren’t you? 

Mr. Garvey. That is correct: and I submitted them with a state- 
ment to the effect 

Mr. Simon. Have you made any effort between then and now to find 
out what the true facts are ¢ 

Mr. Garvey. As far as we are concerned, these are the facts as far 
as we can develop them. 

Mr. Suwon. My question to you—— 

Mr. Garvey. Have I made any subsequent effort 

Mr. Stwon. Yes. 

Mr. Garvey. No. 

Mr. Srmon. You knew you were going to be asked what the costs 
were at this hearing / 

Mr. Garvey. I did not. 

Mr. Simon. Why did you think we asked you to come here? 

Mr. Garvey. Well, I assumed, as a matter of fact, that you asked 
me to come here because you were interested in our suggestions as to 
methods of improving FHA operations. 

Mr. Simon. Isee. You don’t know what the cost was, but you think 
it was $899,567: is that right ? 

Mr. Garvey. Yes. 

Mr. Stmon. Does that cost include interest during construction and 
taxes and everything else ? 

Mr. Garvey. I don’t know. IT imagine it does. 

Mr. Simon. Then, on that basis, your imagination is—— 

Mr. Hucues. I object to that. It is not his imagination. It was 
to the best of his knowledge. 

The CrrairmMan. Just a minute. T don’t like the way this customer 
or this witness is evading our questions. What was the cost? If 
necessary, we will send for your books, subpena your books, and find 
out exactly. 

Was the cost $899,000 or wasn’t it ? 

Mr. Garvey. To the best of my knowledge, and you are perfectly 
welcome to do anything vou desire, because it is open and aboveboard, 
as our operations all are. 

The Cuarrman. Was the cost $899,000 ? 

Mr. Hucues. Those are the figures which his accountant compiled. 

The Caiman. Do you refuse to answer my question ¢ 

Mr. Garvey. I do not. 

The Cuairman. Was the cost $899,000 4 

Mr. Garvey. To the best of our knowledge. 

Mr. Stuox. That makes total cost, including the land, of $192,432 
less than the mortgage; is that right / 

Mr. Hucnes. Not including the land; I don’t believe it is. In other 
words, the equity in the land remains in the stock. 

Mr. Simon. If you add— 
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Mr. Huenes. Pardon me; did you add that in? 

Mr. Garvey. Yes; that is correct. 

Mr. Simon. My statement is correct / 

Mr. Garvey. Yes, I believe so. 

Nr. Simon. That is approximately 20 percent below—that is, the 
mortgage is approximately 20 percent above the cost of the land ¢ 

Mr. Garvey. Repeat your statement. I don’t believe you made a 
correct statement. 

Mr. Simon. The mortgage is approximately 20 percent above the 
cost of the land and the buildings / 

Mr. Garvey. That is more like it. 

Mr. Simon. Is that right 

Mr. Hucues. Yes. 

Mr. Garvey. Not quite. I think that is exaggerated slightly. I 
will have to compute it. 

Mr. Simon. About 18 percent ? 

Mr. Garvey. Well, it is $899,000 plus 51, plus 13—probably, some- 
thing like that. 

Mr. Simon. And you knew that the law provided for a mortgage 
being 90 percent of the estimated cost ? 

Mr. Garvey. That is correct. 

Mr. Simon. Now, did you build Parkwood Village? 

Mr. Garvey. Yes. 

Mr. Simon. And who built Parkwood Village ? 

Mr. Garvey. Builders Construction, Ine. 

Mr. Simon. That is the company owned by your family ? 

Mr. Garvey. That is correct. 

Mr. Simon. Where is it located / 

Mr. Garvey. It is surrounded by the streets, Edgemoor, Dunston, 
Parkwood, and Harry. 

Mr. Simon. Is that the other part of the farm / 

Mr. Garvey. Yes. 

Mr. Stwon. How much did it cost your company to build that 
building ? 

Mr. Garvey. To the best of our knowledge, it cost Builders Con- 
struction, Inc., $673,744.54. 

Mr. Stmon. And the land there cost you $7,000 7 

Mr. Garvey. The farmland cost $7,110 at cost in 1948. 

Mr. Stmon. What is the amount of the mortgage there ? 

Mr. Garvey. The amount of the mortgage is STRO 2 FOO. 

Mr. Simon. Does the cost you gave me include interest during con- 
struction, taxes, financing charges ? 

Mr. Garvey. Again I think so, but Iam not positive of the detailed 
figures. 

Mr. Stwon. If it does, and you think it does, do you ¢ 

Mr. Garvey. I think it does, although I will grant you it doesn’t 
include all actual cost. 

Mr. Strwon. If it does, the mortgage was $102,000 in excess of all 
the costs; is that right ? 

Mr. Garvey. Approxim: ately. 

Mr. Sruon. Now, when were these buildings built / 

Mr. Garvey. One was built in 1949, and the other in 1950. 

Mr. Stmon. And those two were both section 608’s, were they ; 

Mr. Garvey. They were both section 608's. 
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Mr. Suwon. The mortgages were a total of $294,500 more than the 
cost ? 

Mr. Garvey. That is correct, apparently. 

Mr. Sron. Then you built a Wherry Act; is that correct? 

Mr. Garvey. That is correct. 

Mr. Simon. That was at Fort Riley? 

Mr. Garvey. Kansas. 

Mr. Simon. Fort Riley Apartments; is that right? 

Mr. Garvey. That is correct. 

The Cuairman. Before you get into this Wherry Act, I want to 
know what was the capital stock in these two section 608’s¢ How 
much capital did you pay in? 

Mr. Garvey. $52,000 was the capital stock in Batten and $48,000 
was the capital stock in Parkwood. 

The Carman. Was that actually paid in cash 4 

Mr. Garvey. That was exchanged for the land, plus $1,000 in each 
corporation. 

Mr. Simon. Each corporation had $1,000 of stock issued for cash; is 
that right ? 

Mr. Garvey. That is correct, and the value of the land, which I feel 
is realistic. It was worth that and would have sold for that on the 
open market, at the time. 

Mr. Sraon. The Wherry Act project is located on Government land ; 
is 1t? 

Mr. Garvey. That is correct. 

Mr. Simon. You pay $848 a year rent ? 

Mr. Garvey. Well, as far as I know. 

Mr. Hugues. He submitted that information ? 

Mr. Simon. Is that right ? 

Mr. Garvey. If it was submitted it was accurate to the best of my 
knowledge. 

Mr. Simon. Do you know what the rent is? 

Mr. Garvey. We have it, $848 annual rent. 

Mr. Srwon. How long is the lease ? 

Mr. Garvey. Seventy-five years. 

Mr. Srwon. Do you pay any real-estate taxes on that project ? 

Mr. Garvey. Yes; we do. 

Mr. Sinton. You do pay real estate ? 

Mr. Garvey. Beg your pardon. We pay something in lieu of real- 
estate taxes, and what is it ? 

Mr. Hucuers. Under the Kansas law there is a serious question as to 
what they pay. It isa real-estate tax in effect. They assess it as real 
estate. 

Mr. Garvey. It amounts to over $20,000 a year, as I recall. 

Mr. Simon. That is included as cost in operating the buildings? 

Mr. Garvey. Operating expenses; yes. 

Mr. Simon. What was the amount of the mortgage there ? 

Mr. Garvey. $2,931,000. 

Mr. Sruon. And in that case your total costs, when you got through, 
were more than the mortgage by about $120,000 ? 

Mr. Garvey. Thatisright. I believe $122,000. 

Mr. Stwon. In the middle of that project you had some difficulties, 
didn’t you? 

Mr. Garvey. We had several difficulties. 


ee s 


» 





han the 


vant to 
| How 


$ £80 0 


in each 
cash; is 


h I feel 


, on the 


nt land ; 


t of my 


of real- 
ion as to 


t as real 


rs! 


through, 


ficulties, 


» 


FHA INVESTIGATION 2337 


Mr. Simon. I am talking about the difficulties with the Secretary of 
Labor. 

Mr. Garvey. Secretary of Labor difficulties; yes. 

Mr. Simon. The Secretary of Labor advised FHA when the project 
was about halfway through that you were paying wages below his 
established levels; is that correct ? 

Mr. Garvey. I don’t know that he did that. What it in effect turned 
out to be was that the Secretary of Labor declared that a jurisdictional 
question, namely, that a laborer who carried a hammer was using 
the tools of the carpenter’s trade, and would therefore be paid the 
carpenter’s rate. 

Mr. Simon. You knew, I take it, when you built these FHA projects 
that section 212 of the act provided that you must pay the prevailing 
wage rate certified by the Secretary of Labor? 

Mr. Garvey. Precisely what we did. 

Mr. Srmon. And you also, I take it, the beginning of each project, 
got a certification from the Secretary—from FHA—as to the Secre- 
tary’s prevailing wage rates? 

Mr. Garvey. We got such a certificate, but it happened in this 
instance that it was after the commitment was issued. 

Mr. Simon. But before you had started work? 

Mr. Garvey. Before we started construction, 

Mr. Simon. Had you cared to call off the project at that time you 
would have had virtually no loss; is that right ? 

Mr. Garvey. No. I wouldn’t say that. 

Mr. Simon. You hadn't started building, then, had you? 

Mr. Garvey. We had plans and commitment fees and a number of 
expenses. 

Mr. Suwon. You hadn’t started building, had you? 

Mr. Garvey. We had not started building. 

Mr. Sruron. When the project was halfway through didn’t the Secre- 
tary of Labor advise FHA that you, at least in his opinion—I am not 
going to argue whether you or he are right—but at least in his opinion 
you were not paying his prevailing wage rates? 

Mr. Garvey. That would be hearsay. I wouldn’t know. We got 
ours direct from FHA. 

Mr. Stimwon. Did FHA cut off your advances halfway through ? 

Mr. Garvey. Clyde Powell wired our FHA office in Kansas City 
cutting off our advances. 

Mr. Suson. What reason did he give? 

(There was a conference between Mr. Garvey and Counsel Hughes.) 

Mr. Srmon. Don’t you know the reason he cut off the advances is 
because the Secretatry of Labor said you weren’t paying the prevailing 
wage rates? 

Mr. Garvey. Substantially. 

Mr. Simon. You had to comply with the Secretary of Labor’s de- 
mands to get the job back on the road; is that right? 

Mr. Garvey. Ultimately; yes. 

Mr. Simon. And I take it had you been permitted to continue pay- 
ing the wage rates that you were paying before the Secretary stopped 
the job you would have mortgaged out here, too; is that right ¢ 
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Mr. Garvey. No. I don’t think that is necessarily a fair question. 
I think we might have, but we might not have. It happened there 
were other considerations, too. 

Mr. Simon. Your costs would have been substantially less if you 
hadn’t had to pay the higher wages demanded by the Secretary of 
Labor? 

Mr. Garvey. Mainly the work stoppage was the biggest problem 
because all our labor got away from us while the work was stopped. 

Mr. Sion. Didn’t it also result in your paying higher wages after 
you started again? 

Mr. Garvey. I don’t think it was actually substantial; in fairness. 

Mr. Simon. Didn’t you testify in Washington that the Secretary’s 
rates were between 20 and 25 percent higher than your company had 
planned ¢ 

Mr. Garvey. That is correct. 

Mr. Simon. You did so testify ? 

Mr. Garvey. Yes; but there were some subcontracts, for instance, 
on which 

Mr. Simon. You testified that the Secretary’s wage rates were be- 
tween 20 and 25 percent higher than your company had planned ? 

Mr. Garvey. That is correct; yes. 

Mr. Stwon. That is all. 

The CrarMan. Thank you, sir. 

Mr. Garvey. May I make a statement, Senator? 

The CrarrMan. You may proceed. 

How much did he mortgage out on the two section 608 projects? 

Mr. Srwon. $294,500. 

The Cruamman. In other words, when he got all through the pro- 
ceeds of the mortgage was $294,000 greater than all the costs? 

Mr. Garvey. Less $122,000 on the title VIII. 

Mr. Srmon. The Senator is talking about the two section 608’s. 

The CuarrMan. And you still own the property ? 

Mr. Garvey. That is correct. 

The CruarrMan. You may proceed. 

Mr. Garvey. Thank you. 

I think it is essential to understand the whole picture, to get a fair 
picture of these individual entities. 

Builders Construction, Inc., our building corporation, was formed 
in 1949 by nine members of the Garvey family for the purpose of 
building section 608-type housing. In five instances Builders Con- 
struction, Inc., contracted to build section 608’s and title VIII type 

rojects at the amount of the FHA commitment. Because of the 
arge financial requirements, the members of our family shared with 
Builders Construction, Inc., the risk of profit or loss through participa- 
tion agreements in each case and personally guaranteed completion 
and finances of the projects. 

The Crarrman. Did you expect to make a profit on this section 608 
project when you finished it? 

Mr. Garvey. I believe we answer that down here but actually it is 
secondary with us whether or not we make a profit. We build to 
operate and to own. 

The Cuamman. You were not supposed to make a profit in the 
construction of a section 608. The profit came, or was to come through 
the rental of the project. 
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Mr. Garvey. May I 

The Cuamman. How can you make a profit on something that you 
continue to own ? 

Mr. Garvey. We did not in the project itself, Senator. The con- 
struction company took a financial risk, just as any contractor bids 
it. I believe I have covered it here. 

The Cuarrman. Of course they took a financial risk but the point 
is that you were building properties to rent. Therefore, your profit 
would come out of the renting of the properties. 

Mr. Garvey. Correct. 

The Cuarrman. And not come out of getting more money from the 
mortgage proceeds, guaranteed by the Gov ernment, than the total cost. 

Mr. Garvey. But neither Batten nor Parkw ood made a profit. 

The CHairman. Did what? 

Mr. Garvey. Neither Batten Apartments, Inc.—none of the section 
608 projects made a profit. 

Mr. Simon. Except $284,000. 

Mr. Garvey. That is not in the section 608 corporations. 

Mr. Simon. It 

Mr. Garvey. Itisnot. It istwo separate entities. 

Mr. Srmon. Your family owns both of them. 

Mr. Garvey. That is immaterial. Will you bear with me? I think 
Tanswer it actually. 

Mr. Stmon. Your family owns both companies; don’t they ? 

Mr. Garvey. Yes, but follow the sequence, if you will. 

Mr. Stuon. Your family does own both companies? 

Mr. Garvey. Yes, but in varying degrees, and in varying interests. 
Please just listen. It is just 4 minutes and I will be through. 

The CHAmRMAN. You may proceed. 

Mr. Garvey. Thank you. 

Now, because of the risk of profit, or loss, the participation agree- 
ments were prepared by the members of the family, Builders Construc- 
tion, Inc., and members of the family personally guaranteed comple- 
tion, which you just heard about in Parkwood Gardens—a terrific 
construction loss. We guaranteed completion and we financed the 
interim financing and the projects as a construction venture. 

Mr. Stmon. May I interrupt? 

Mr. Garvey. Yes, sir. 

Mr. Simon. You talked about a terrific construction loss in—— 

Mr. Garvey. In Parkwood Gardens. I was speaking of the Park- 
wood Gardens hearings. 

Mr. Srmon. You don’t call that re eally a terrific loss; do you? 

Mr. Garvey. No. I wasn’t speaking of that, but vou heard $2 mil- 
lion was lost in that particular project, which illustrates that there are 
substantial financial risks in these section 608 projects. These are our 
five projects, and mind you, the first project was Logopedics Develop- 
ment, Inc., built on contract for the Institute of Logopedics, a chari- 
table institution, and in no way related to our enterprises. In other 
words, Builders Construction was set up in 1948 with no remote idea 
of building for our own section 608’s. 

The second project, again at the urging of FHA, we built Batten 
Apartments, Inc., 182 units, and incidentally, at the closing I recall the 
FHA director in Kansas City stating that these are only $6,000 per 
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unit in these apartments, and it was most commendable to have such 
low-cost units on which the average rent happened to be $59 and still is. 

We were commended for the low cost on these particular rentals at 
that time. 

Third, we built Parkwood Village, Inc., 120 units, with a small 
shopping center; fourth, we built Fort Riley Apartments, which, inci- 
dentally, there were 21 other bidders, of which we were the successful 
bidder, 400 units, two-bedroom average, all brick, full basements, 
$2.831,000 commitment, on which we sustained a substantial loss of 
$122,000, which incidentally, is irretrievable. 

There is no way of retrieving that through rent or any other manner. 

Mr. Srmon. I don’t understand how you have a loss. The law said 
you were to get a 90-percent mortgage. The mortgage was $3 million. 
Therefore, the law contemplated that you would have put $300,000 
of your own money into the project. 

Mr. Garvey. Which is architect’s and contractor’s profit, which we 
contributed. 

The Cuamman. Did you put $300,000 of your own money in that 
project ? 

Mr. Garvey. In architect’s and contractor’s profits we contributed. 

The Cuamman. Architect’s and contractor’s profits ? 

Mr. Garvey. The 10 percent above our mortgage. 

Mr. Srmon. Who did the architectural work ¢ 

Mr. Garvey. An architect on our payroll. 

The Cuarman. What did you pay him? What was your actual 
architect’s expenses ? 

Mr. Hucnes. They probably didn’t pay him the full 3 percent. 

Mr. Garvey. That is neither here nor there. 

Mr. Simon. How much did you pay him? 

The Cuarrman. How much did you pay him? 

Mr. Garvey. I don’t know. I will find out if I have it here. I 
think it was something like $12,000. 

The CHamman. How much did you take credit for ? 

Mr. Hucues. I would—— 

The CHarmMan. Wait a minute, Mr. Attorney. 

How much did you take credit for, 5 percent ? 

Mr. Garvey. No. 

Mr. Hucues. That is FHA’s own 

Mr. Srwon. I think I might even have your estimate here. 

The Cuarrman. Let’s make sure now, because you are getting into 
something that is very interesting, when you builders that take credit 
and charge the renters—and that is what it amounts to, 5 percent 
architect’s fees and spend one-half of 1 percent. 

Mr. Hucnes. May I remind you this was 21 bidders on this project 
and negotiated withthe Ar my. 

The CHatrman. I don’t need any reminding. I want to know 
exactly how much you paid the are hitect. 

You gentlemen are the ones who are sitting over there this afternoon 
ina cocky frame of mind. We are wor king all day. You come in 
here—the head man of this company comes in here and takes the 
position that he knows nothing. Now he does. He just wants to be 
cocky and we are going to find out some things here because I always 
get suspicious when I get cocky people before me. 
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The Caiman. Do you consider it ethical ? 
h we Mr. Garvey. FHA authorized a 10 percent combination. 
The Cuarrman. I know, but they did it because you put it in your 
that application. 
Mr. Garvey. They urged us to do it in that manner. 
uted. The CHairman. You mean they were a part of this? 

Mr. Garvey. In filling out our application, that is correct. I think 
we are entitled to 10 percent contractor’s profit exclusive of architect. 
! The CnHairman. How are you entitled to any profit on a project you 
! build and continue to own, and build it to make money out of rents? 
wctual Mr. GARVEY. W ell 

The CHarrmaNn. How are you entitled to any profit on that sort of 
t. a proposition ? 

Mr. Simon. Is it your theory Mr. Garvey that the Government 
bg should give you a profit on building the building and you should con- 
| \° tinue to own it too! 

Mr. Garvey. I would like to continue. I think I explained. 

The CHarrMan. Answer the question; will you please? Is it your 
theory ? 

Mr. Garvey. No; but I think we have taken a construction risk— 
and which we have constructed—which we could have very well have 
t 
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such | . Mr. Garvey. In our application, which architect’s fee was waived, 
Lis. | we put in architect’s fee in at 5 and builder in at 5 percent. 

Is at The Cuamman. You put in at five. How much did you actually 
ia. pay the architect ? 
mall Mr. Garvey. I think it was around $12,000, I wouldn’t know. 
Inci- ° The Cuairman. What would 5 percent figure in dollars and cents? 
ssful Mr. Garvey. Fifty-two thousand dollars. 
ents, The CHairman. It figures $52,000 ¢ 
ss of Mr. Garvey. That is right. 
. The Cuairman. How much did you actually pay the architect ? 
yer. Mr. Garvey. I think about $12,000. 
said The CuairmMan. Do you consider that honest to say that you are 
lion. going to spend $52,000 and then only spend $12,000? 
0,000 Mr. Garvey. Well, I don’t know. That is a good question. 
} 
| 





had a million dollar loss and took none. 

The CHarrman. It was intended by Congress that you put 10 per- 
cent of your own money in and if you have a $3 million mortgage, you 
are supposed to put $300,000 in it. Did you put $300,000 in ? 





1g into Mr. Garvey. In services we put in 10 percent equity. 
eredit | The Cuairman. You didn’t spend it. 
yercent Mr. Garvey. We didn’t have to. We are providing services, know- 
how, and experience. 
project : Mr. Simon. You didn’t do the architectural work. 
Mr. Hucues. Agree with him on the architect. 
» know Mr. Garvey. I will agree on the architect. In just a few min- 
utes 
rermoon The Cuatrman. If you gentlemen would come in here and answer 
‘ome in the questions frankly and admit what happened you would get along 
kes the » alot better than you do. 
ts to be Mr. Garvey. I think Ihave it here. 
always The CHarrMan. You take the position you are great heroes here. 


As far as I am concerned, you made two-hundred-some-thousand 
dollars on the project. You still own it, and as far as I am concerned 
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you are no particular hero when you do that. Talk about taking 
losses—of course you took losses. You still own the property. You 
will continue to own the property. 

Mr. Garvey. We can never make it back. 

The CHarrMan. What you wanted to do was to get all your money 
back from the proceeds of the mortgage, have nothing invested in the 
project, own the project and sit there and collect rents for I don’t 
know how long. 

I am not particularly opposed to it except I don’t like to have you 
try to insult my intelligence by telling me that that isn’t what 
happened. 

Mr. Garvey. Well 

The Cuarrman. Now proceed to read your statement and then we 
will excuse you. 

Mr. Garvey. The fifth project was a commitment on Jayhawk 
Apartments, Inc., a section 608 elevator apartment building of 180 
units in downtown Wichita, which commitment was somewhat arbi- 
trarily canceled, which we did not build. 

Now on 5 contracts, amounting to $7,665,900, Builders Construc- 
tion, Inc. and its participants made a total profit of $196 989.59 or 
2.57 percent of the total FHA commitments involved. We do not 
believe we could have gotten any other contractor to take these proj- 
ects for 10 percent more than the commitment, or possibly even 15 
percent more, which would have been a million-dollar construction 
profit. 

Our construction profit includes all our materials at wholesale, some 
two billion dollars worth of materials, which that much profit alone 
has been realized. 

Our construction profit is largely dependent upon the smooth flow 
of weather, men, and materials and neither we, the FHA, Congress 
nor anyone else can predict in advance within a closer tolerance in our 
opinion than this 2.5 percent which has been our experience on 5 
projects. 

Now, in addition, our family has $700,000 capital investment in 
subdivision farmland $20,000 of this at the 1948 cost was exchanged 
for the $100,000 worth of stock in Batten Apartments, Inc. and Park- 
wood Village Inc., because the city had grown around it and caused its 
value to rise to the value we placed on the stock. But above all, and 
most important to us is the overall picture. $7,000 commitment per 
average housing unit was the maximum on any of these 5 projects. We 
continue to own Batten Apartments, Inc., Parkwood Village, Inc., 
Fort Riley Apartments, Inc.; and it was our interest to keep these com- 
mitments low in order that they be competitive in good times and bad. 

All the projects owned by us have met all mortgage payments 
promptly and are operating at the extremely modest profit allowed by 
section 608 and title VIII, and no officer salaries have been taken out 
of our section 608 projects. 

These projects represent fewer than half of our rental units. We 
prefer title II to the “fancy” titles—section 608, and so forth. For 
instance, we built 100 fourplex apartments under title II commit- 
ments of $18,000. Across the street a section 608 was building the same 
kind of apartments with perhaps $500 more expense on each on com- 
mitments of $26,000, $6,500 per apartment in comparison with $4,500 
on ours. 
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We invite you, Senator, if you would really like to make compari- 
sons into profits and high-cost housing, to inspect House Resolution 
9924, which authorizes “$14, 090 to $18, 000 per family unit on Air 
Force bases and Army bases in our country. We will compare our 
$7,000 units at Fort Riley with any projects that are built under this 
title at twice as much money and feel you will not have as good a unit, 
and that is about the sum and substance of our statement, “because we 
feel there is certainly far more to investigate in public housing than 
in private. 

We would like 1 simple title, such as title II, instead of having a 
whole variety of titles, which allow special commitments for indi- 
viduals who are either favored or inefficient and those were the 2 
constructive suggestions that we came here today to offer, and instead 
were somewhat diverted by this particular line of questioning. 

The Cuamman. We brought you here for one purpose—to find out 
how, when the law said you were to get 90 percent of the cost of these 
projects, how it was possible for you to get more than the cost. 

Mr. Garvey. Because we put ev erything in at cost. That is the 
thing. We could have easily run it up above this. The lumberyard 
could have added cost or profit, Senator. Anything could have run 
the costs up. 

The Cuarrman. I cannot get the reasoning of you gentlemen, that 
here you build a rental property to make your money out of the rents. 
You continue to own it. Regardless of the size of the mortgage, you 
have to pay off the mortgage. Yet you seem to have an idea that you 
ought to own the propeer rty y and then at the same time make a profit on 
building it. I can’t follow you at all. I ama businessman, too. I 
can’t follow you. You get all excited about it. 

Now you know the law did say 90 percent of 100 percent ; didn’t it ? 

Mr. Garvey. We came pretty close, 2 percent of 90 percent is pretty 
close when you throw in all costs. 

The Caairman. In your instance, you took the 10 percent there by 
putting in 5 percent architect’ s fee and only spent about $12,000. 

Mr. Garvey. We put in our lumber at cost. There is 20 percent on 
lumber. 

The Cuamman. Why shouldn’t you? You own the project. You 
are going to make money out of rentals. 

Mr. Garvey. Anybody else would charge $1 million to build what we 
mace $196 000 on. 

The CuHarrman. The Federal taxpayers are guaranteeing these 
mortgages. 

Mr. Garvey. None are in default. 

The Cratmrman. If they go sour the Government will get them back. 

Mr. Hucues. We don’t want to prolong it, Senator. 

The CuHarrman. We will be the ones who will dismiss you. We will 
tell you when we are through, and we are through now. 

Thank you, sir. 

Our next witness will be Mr. Woodner. He will be our last wit- 
ness. Will you be sworn, Mr. Woodner? Do you solemnly swear 
the testimony you are about to give will be the truth, the whole truth, 
and nothing but the truth, so he Ip you God? 

Mr. Woopner. I do. 
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TESTIMONY OF IAN WOODNER, CHANUTE FIELD, ILL, ETC, 
ACCOMPANIED BY JOSEPH M. WILLIAMSON AND ROBERT H. 
WINN, COUNSEL—Resumed 


The CHarman. Be seated, Mr. Woodner, please, and give your 
full name and address to the reporter. 

Mr. Woopner. My name is Ian Woodner? 

The Crairman. And the gentlemen with you are your attorneys? 

Mr. Woopner. They are my attorneys. 

The Cuarrman. Let me say that due to the late hour we are going 
to possibly spend no more than 15 or 20 minutes with Mr. Woodner, 
and go into very briefly the Chanute Field project, and if we feel 
it necessary, we will continue in Washington at a later date. 

I have been here all day and we will just go into the Chanute Field 
project very briefly and then we will continue in Washington, if we feel 
it is necessary. 

Mr. Witiu1amson. These are pictures. I thought maybe you would 
like to see them. 

Mr. Srwon. Mr. Woodner, you have an address in Washington and 
an address in New York. Would you give them ? 

Mr. Woopnrer. My address is 39 West 67th Street, New York City, 
my official residence. 

Mr. Stwon. Prior to the building of the Chanute Field project, 
how many section 608 projects had you built? 

Mr. Woopner. Twenty-four or twenty-six separate mortgages: I 
am not sure. 

Mr. Srwon. They were in Washington, Ohio 

Mr. Woopner. Washington, Ohio, New York, Delaware. I 
wouldn’t say prior; maybe prior and simultaneous, too. 

Mr. Simon, I don’t want to go into any details, but I would like 
to develop—you built those 24 section 608 projects in the period 
between 1946 and 1950 or 1951? 

Mr. Woopner. They were started and completed up to 1953. 

Mr. Stwon. Between 1946 and 1953 ¢ 

Mr. Woopner. That is correct. 

Mr. Simon. And the total amount of the FHA mortgages on those 
94 projects is how much? 

The CHarrman. Including Chanute apartments? 

Mr. Simon. No. I am talking about the section 608’s. 

It is about $50 million @ 

Mr. Woopner. Roughly, I would say $41 million. 

Mr. Simon. $41 million? 

Mr. Woopner. That is correct. 

Mr. Sron. You have some 2 or 3 million dollars of land that isn’t 
included in the section 608 corporations ¢ 

Mr. Woopner. I don’t know the amount, but there is a considerable 
amount of land. 

Mr. Simon. I think we have computed it once before, but excluding 
the Chanute project for the moment, the total cost of these 24 section 
608 projects that you built was somewhere around $42 million or $43 
million; is that right ? 

Mr. Wiiu1amson. We will accept it, subject to our testimony before. 
I think that is right. 

The Cuairman. Let’s let the witness answer, please. 
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Mr. Woopner. I want to get that clear. 

The Cuairman. We don’t object to lawyers advising clients, but we 
don’t want you answering questions. 

Mr. Woopner. Will you repeat that, please ? 

Mr. Seon. The total cost of the 24 section 608 projects that you 
built in the period from 1946 to 1952 or 1953 was about $42 million ? 

Mr. Woopner. I would say approximately so. 

Mr. Srwon. And including the cost of the land and the cost of the 
buildings, the total costs were about $800,000, or between $600,000 and 
$800,000 less than the total mortgages on the land and the buildings; 
is that correct ? 

Mr. Woopner. Approximately so. 

Mr. Sron. Now, each of these mortgages is a separate mortgage: 
is that right? 

Mr. Woopner. Yes, sir. 

Mr. Simon. And if any one mortgage goes sour, the Government 

can take that one back but it doesn’t affect the other 23? 

Mr. Woopner. That is correct, sir. I believe that is the FHA 
policy. 

Mr. Stmon. You are not personally responsible to pay any of these 
mortgages back ? 

Mr. Woopner. With the exception of 

Mr. Simon. I am not talking about Chanute yet. You are not per- 
sonally responsible to pay any of them ? 

Mr. Woopner. I believe they are each a separate corporation, 

Mr. Simon. And only the corporation is responsible for the mort- 
gage ? 

Mr. Woopner. I believe so. 

Mr. Simon. In each case the corporation has no assets other than the 
property and what other current income it might have ? 

Mr. Woopner. Generally speaking, that is correct. 

Mr. Srwon. And when you started building these section 608 proj- 
ects in 1946, I believe you have told us that your net worth was between 
$20,000 and $40,000; is that right ? 

Mr. Woopner. I think probably a little bit more than that, but not 
substantially more. It was a little more than that. 

Mr. Stmon. To what do you want to change it, $30,000 to $50,000? 

Mr. Woopner. Well, substantially—a little more than $40,000. I 
don’t know the exact figure. I will accept your figure. 

Mr. Simon. It isnot my figure. It is what you told us. 

Mr. Woopner. If I did—— 

Mr. Sraon. The Chanute Field project is a Wherry Act project at 
the Chanute Air Field; is that right ? 

Mr. Woopner. That is correct. 

Mr. Staon. Where is Chanute Air Field? 

Mr. Woopner. Rantoul, Ill. 

Mr. Staton. There are two pr ojects there, aren’t there ? 

Mr. Woopner. There are 2 projects, 1 for officers and 1 noncom- 
missioned officers. 

Mr. Staon. What is the total mortgage on the two projects? 

Mr. Woopner. $6,480,000. 

Mr. Simon. One of those is by the Chanute Gardens Corp. and the 
other is the Chanute Apartments C orp. ? 

Mr. Woopner. That is correct, sir. 
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Mr. Srwon. And you and your associates, your brother and sister, 
own both projects? 

Mr. Woopner. That is correct, sir. ; 

Mr. Srwron. Now at the time that project—in all FHA projects, it 
is required to put up a 10 percent cash deposit, or a 10 percent surety 
bond to insure completion of the buildings. 

Mr. Woopner. No, sir. 

Mr. Stwon. Isn’t that generally the procedure ? 

Mr. Woopner. No. 

Mr. Stmon. What is the procedure in that respect ? 

Mr. Woopner. The FHA figures out in their commitment what they 
call the amount of money necessary above and beyond. 

Mr. Suwon. The mortgage? 

Mr. Woopner. The mortgage necessary, and you generally put that 
in escrow with the lending institution to insure completion. 

Mr. Srvon. In cash? 

Mr. Woopner. Yes. In cash. 

Mr. Srmon. In this case, did your brother, Max Woodner, write a 
letter to the FHA State director in Illinois, asking him to waive that 
requirement and to take the personal bond of Max Woodner ? 

Mr. Woopner. Yes, he did. 

Mr. Suwon. Under date of December 14, 1950, did your brother 
Max write this letter to Robert E. Terhune, who is the director of 
FHA in Springfield: 


Dear Mr. TERHUNE: I would like to request that you reconsider your require- 
ment calling for a performance bond as adequate assurance of the completion 
of construction of the above project. Our economic setup for the project is based 
upon the assumption that an indemnity agreement would be acceptable to you as 
assurance of compietion, and no allowance has been made for the very con- 
siderable cost of a performance bond. 

I am informed that you hesitate to evaluate my financial statement, since a 
number of the items listed as assets represent equities in rental housing projects. 

I would like to point out that by far the largest single asset is my equity in 
the Jonathan Woodner Co., which will be the builder of the project. I am enclos- 
ing for your information the statement of our building company, prepared by the 
accounting firm of Marshall Granger & Co., as of November 1950, and you will 
note its present liquid position. 

After reconsideration, if you still feel that my financial status is not suffi- 
ciently clear to merit the acceptance of an indemnity agreement executed by 
myself, I would like to suggest that you forward the matter to Mr. Clyde 
Powell, Assistant Commissioner for Rental Housing of the Federal Housing 
Administration, asking for assistance in reaching a decision satisfactory to both 
you and myself. 

Thanking you for the complete cooperation you have given us in the past, I 
remain, 

Very truly yours, 
Max WoopnNenr. 

Did your brother Max write that letter? 

Mr. Woopner. I believe so. 

Mr. Simon. Your brother Max has an income of $5,000 a year; 
is that right ? 

Mr. Woopner. It varied from time to time. 

Mr. Stmon. One year, $3,600, another year, $5,000? 

Mr. Woopner. His salary has approximated that; yes, sir. 

Mr. Srwon. His salary was approximately $5, 000: a year? 

Mr. Woopner. Yes, sir. 

Mr. Srmon. His only assets are the interest that you have given him 
in this company; is that right? 
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Mr. Woopner. In the parent corporation. 

Mr. Simon. Is that right? 

Mr. Woopner. Yes, sir. As far as I know, except some minor inter- 
ests of his own. 

Mr. Stmon. Worth a relatively few dollars? 

Mr. Woopner. Whatever his statement would show. 

Mr. Srmon. We are talking here about an indemnity bond on a 
$6 million project. 

Mr. Woopner. That is correct, sir. 

Mr. Stmon. Now the FHA director refused to take your brother’s 
personal indemnity agreement; didn’t he? 

Mr. Woopner. He refused to accept him on his own indemnity 
agreement, yes. 

Mr. Suwon. Do you know what action Clyde Powell took? 

Mr. Woopner. I don’t know who took the action. 

Mr. Simon. Did you discuss this with Powell? 

Mr. Woopner. No, sir. 

Mr. Simon. Incidentally, since we have talked with you last about 
how much or how many times you were in to see Powell, we have 
found his appointment book and his telephone record. How many 
times a year would you say you called Powell or he called you? 

Mr. Woopner. What year ? 

Mr. Simon. Well, if it varied from different years, will you give 
us the different years? 

Mr. Woopner. Well, I would say until approximately this period 
of time I hardly called him at all. 

Mr. Simon. What period of time are you talking about? 

Mr. Woopner. Approximately the period of this 

Mr. Simon. 1951? 

Mr. Woopner. Approximately. 

Mr. Simon. In 1951, how much did you call Clyde Powell ? 

Mr. Woopner. This letter is written in 1950; the letter you are 
talking about. 

Mr. Simon. Max’ letter was written December 1950? 

Mr. Woopner. Yes. 

Mr. Simon. In 1950, 1951, and 1952; how often? 

Mr. Woopner. I don’t believe I talked to him—my recollection— 
hardly at all until the latter part of 1951. 

Mr. Srwon. In the latter part of 1951, how often were you calling 
him ? 

Mr. Woopner. Not—first of all, I would say not very often, because 
I didn’t know him well, and I would say it would be very difficult for 
me to guess. It certainly wasn’t very often. 

Mr. Simon. Would you be surprised if I told you there was some- 
thing like 12 or 14 calls between you and Powell in a 3-year period ? 

Mr. Woopner. I believe the 3 months I am talking about is in 1952. 
That may be the difference. 

Mr. Staon. Would that surprise you ? 

Mr. Woopner. No. That wouldn’t surprise me because we had 
this problem on Chanute Field here to try to resolve, as you will get 
into the testimony. You will realize we ran into this complication 
on this job, but it doesn’t surprise me, but up until that time I hardly 
knew him at all. 
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Mr. Simon. In connection with this and another project, you have 
had three ex-FHA people employed; haven’t you? 

Mr. Woopner. In my firm ¢ 

Mr. Simon. Yes. 

Mr. Woopner. I had one. 

(There was a conference between Mr. Woodner and Mr. William- 
son. ) 

Mr. Woopner. Hollyday, Whitaker 

Mr. Simon. I didn’t know about Whitaker. That makes four. 

Mr. Woopner. Who are the other two? 

Mr. Simon. How about Anderson 4 

Mr. Woopner. He is an attorney. 

Mr. Simon. He was an ex-FHA attorney. 

Mr. Woopner. I didn’t employ him. 

Mr. Simon. You paid him fees; didn’t you? 

Mr. Woopner. Well, if you call employment engaging an attorney, I 
don’t know what you mean by employment. 

Mr. Simon. When you hire a lawyer and pay him fees I would say 
you employed him; wouldn't you ¢ 

Mr. Woopner. I would say engaged rather than employed. 

Mr. Smton. Have you engaged in these matters four ex-FHA em- 
pl vees f 

Mr. Woopner. Yes. 

(There was a conference between Mr. Woodner and Mr. William- 
son. ) 

Mr. Simon. At least four? 

Mr. Woopner. Yes. 

Mr. Simon. Did you know on January 8, 1951, Clyde Powell wrote 
a letter to Mr. Terhune as follows: 


With reference to your letter of December 18, 1950— 
that is the letter from Max— 


relative to the subject projects, I concur in your finding that the original 
statement submitted by Max Woodner was insufficient to accept him as an in- 
demniter. As I advised you by telephone early today additional assurances 
of completion has been offered by the sponsors in the form of additional in- 
demnitors, namely, Mr. Ian Woodner and Miss Beverly Woodner. 





That is vou and your sister? 

Mr. Woopner. That is correct. 

Mr. Sraron (reading) : 

It would appear that with this additional assurance our original requirement 
that a performance bond be obtained can be waived. 

Did you know that Clyde Powell waived a performance bond on 
you and your brother and your sister signing this individual in- 
demnity ? 

Mr. Woopner. I would assume he waived a performance bond be- 

cause myself, my sister, along with Max, became indemnitors. I — 
say this: That Mr. Terhune’s request for a performance bond wa 
the first that I have heard in any project we ever did, or that an 
body ever did under this section 608 program, in which a sity weno 
bond was requested. 

The Cuaiman. This was also the first bond in which your com- 
pany went broke—I mean the first case in which your company went 
broke in construction; wasn’t it? 
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ve n Mr. Woopner. There are a lot of reasons, and I would love to go 
| into them. 

Mr. Stmon. Halfway through the construction did you run out of 
money ? 

Mr. Woopner. The other fact I want to say is that the FHA in 
m- ‘ . its calculation of costs would have had to allow for a 1 percent, 
for approximately almost $70,000 additional cost for the job, and 
in which there was already a cost, very large, to get the type of 
housing that the commanding officer wanted in that field, 

Mr. Smon. In the middle of 1952 did you run out of money in this 
project ? ; 

Mr. Wopner. I would say before that. I would say in the first 
part of 1952. 

Mr. Simon. April 1952, wasn’t it? 

Mr. Woopner. Before that, sir. 

Mr. Simon. When, in March ? 

Mr. Woopner. Around January. 
say Mr. Stwon. Around January 4 

Mr. Woopner. Yes, sir. 
Mr. Suwon. And from either January or ee or April until 
om- August was the project virtually shut down for lack of money ? 
Mr. Woopner. Yes, sir. 
Mr. Simon. Now 
um- Mr. Woopnrr. Well, to the end of August, IT would say, it probably 
started up again approximately the first of October. 
Mr. Suwon. And for that period of 6 or 8 months the project was 
shut down because these companies had run out of money ? 
rote Mr. Woopner. That is correct, sir. 
Mr. Simon. Had there been a surety performance bond, as the di- 
. rector at Springtield insisted, there would have been recourse against 
the surety; wouldn't there? 
Mr. Woopner. I don’t think it would have completed the project, 


— 





rinal though. 
n in- Mr. Simon. It certainly would have permitted the Government to 
igo . make the surety complete it; wouldn’t it ¢ 
a . Mr. Woopner. I don’t know who it would have run to. First of all, 
I am not familiar with a construction bond on an FHA project. 
| I have never heard it before asked of anybody else, and I thought— 
I didn’t conduct these negotiations. 
The Ciarrman. I was under the impression that a completion bond 
‘ment is given in every instance. 
Mr. Suon. Either a completion bond or cash deposit. 
d on Mr. Woopner. Or indemnity. 
] in- ; The CHarrman. I think you will find that is true. Come down to 
e Indianapolis on Monday and you will hear testimony there where a 
d be- surety company had to pay out several hundred thousand dollars 
vould because the project wasn’t completed. 
| was Mr. Simon. In any event, Mr. Woodner; you must have known that 
any- P this surety bond the director wanted meant something? 
nance Mr. Woopner. I think he wanted some kind of an assurance as per- 
' ” formance, and he felt Max indiv idually wasn’t sufficient. 
com- The Cuairman. Wecansavetime. ‘The facts are the FHA director 
went wanted a surety bond, Mr. Powell said you don’t need a surety bond, 


you proceeded with the project, ran out of money, and we are going to 
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show in a minute it cost the Government money, and that the Air 
Force, themselves, had to advance you money. 

Mr. Woopner. That is correct, sir. 

The Cuairman. Notwithstanding the fact that you have 23 other 
corporations on which you handled over $40 million worth of Gov- 
ernment contracts. 

Mr. Woopner. Yes. 

Mr. Simon. In August or September of 1952, the Air Force loaned 
you $615,000; is that right? 

Mr. Woopner. Well 

Mr. Simon. I don’t mean they loaned you personally. They loaned 
these two corporations? 

Mr. Woopner. They advanced to the two corporations that much. 

Mr. Simon. $615,000? 

Mr. Woopner. Yes. 

Mr. Srmon. That was in order to complete the building? 

Mr. Woopner. Yes. 
hoe Simon. I gather you think that was an illegal loan; is that 
right ? 

Mr. Woopner. I am not an attorney. I don’t know the preambles 
and agreements. They referred to public law. 

Mr. Simon. You have expressed the opinion several times that the 
Air Force didn’t have the authority to make that type loan, 

Mr. Woopner. Would you permit Mr. Williamson, who has studied 
this problem very thoroughly for me, to answer ? 

Mr. Siaron. I am not interested as much in the fact as to whether 
it was illegal as to whether you think it was illegal. 

Mr. Woopner. Illegal is not the word. I would say it is irregular 
for the reason that—I will say one thing 

Mr. Srmmon. Haven’t you told us, Mr. Woodner, that you consid- 
ered it an illegal loan? 

Mr. Woovner. If I used the word “illegal,” I didn’t quite under- 
stand the implication of the word. 

Mr. Stmon. You did use it, though, didn’t you? 

Mr. Woopner. I may have. Irregular, I would say, and I would 
say this, for the reason that, first, it is the only time they ever did it, 
and I think, as I said, it referred to a certain public law, which has 
no reference to loans. 

Mr. Stmon. I wouldn’t quarrel with you if you said it was an 
illegal Joan. 

Mr. Woopner. Let me say this, however: I think the Air Force 
was attempting in their best judgment to accomplish a purpose. 

The Crnatrman. Did you need $615,000? 

Mr. Woopner. Yes, sir. 

The Cuarrman. Why are you ungrateful to them? 

Mr. Woopner. I am not, sir. 

The Cyarrman. Why are you accusing them of doing something 
illegal when they loaned you the money which you needed to complete 
the project ? 

Mr. Woopner. I am stating something factual. Iam not—as I want 
to say here, and I said many times—I am not critical of the Air Force. 
I feel that they attempted to accomplish something to their best 
interest, to ours, and tothe FHA. I think the medium they used was, 
in my judgment, not the proper one. 

The Cuamman. Did you need the money? 
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Mr. Woopner. The project needed the money. 

The Cuairman. I say the project. 

Mr. Woopner. Yes. The project needed the money. 

The Cnairman. If the Air Force hadn’t given you $615,000, where 
would you have gotten it? 

Mr. Woovner. | believe if the Air Force or somebody, some of the 
existing laws by which it was possible to get this fund—and there 
were laws by which I could possibly get these funds—I don’t believe I 
would have been harmed a bit, because I had invested in that project 
up to that time of my own cash funds approximately $700,000 to 
$800,000. 

The Cnatrman. Didn’t you sign an agreement to complete this 
building on the funds that FHA was making available? 

Mr. Woopner. To complete it on the funds? 

Mr. Simon. Yes. Wasn’t this an individual agreement that Powell 
permitted you and your brother and sister to sign? Didn't that com- 
mit you as an individual to complete the building ? 

Mr. Woopner. Yes; on my indemnity agreement. At that time 
we had more than our requirement under this agreement. 

Mr. Simon. Under that agreement you undertook to complete the 
building without any Air Force money, didn’t you ?¢ 

Mr. Woovner. The original building, without regard to all the 
conditions that surrounded the building of this particular project. 

Mr. Simon. Do you think the costs went up in the meantime? 

Mr. Woopner. They certainly did go up. 

Mr. Simon. When the costs go down, while you are building a 
building, do you turn that money back? 

Mr. Woupner. No. 

Mr. Simon. We hear all about the risks everybody took. Here is 
a case where the costs did go up so you had to go to the Air Force to 
borrow $615,000 to finish it; is that right? 

Mr. Woopner. After we went beyond our obligations under our 
indemnity and also—— 

Mr. Simon. Your obligation under the indemnity was to finish the 
building; wasn’t it? 

Mr. Woopner. No; up to 10 percent of the commitment. 

Mr. Simon. Weren’t you going to finish this building ? 

Mr. Woopner. The indemnity agreement calls for, I believe, 10 
percent of the amount of the commitment. 

Mr. Simon. At the time of the closing of the FHA loan did you 
give FHA a contract between Chanute Gardens and Jonathan Wood- 
ner Co. to build this building? 

Mr. Woopner. Yes, sir. 

Mr. Stuon. Was that a lump-sum contract ? 

Mr. Woopner. I am not absolutely positive. It was the type of 
contract to conform to the normal FHA project. 

Mr. Simon. It was a lump-sum contract ? 

Mr. Woopner. If it was, it was. 

Mr. Simon. It fixed a certain number of dollars for which Jonathan 
Woodner Co. agreed to finish the building; didn’t it ? 

Mr. Woopner. Yes, sir; the buildings as planned at that time. 

Mr. Srwon. And Jonathan Woodner defaulted on that contract 
during the period work was stopped; didn’t it? 

Mr. Woopner. There were a great many changes. There were a lot 
of changes. 
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Mr. Srmon. Who made the changes? 

Mr. Woopner. First of all, just 1 minute on the background of 
this. 

Mr. Sraon. Who made the changes? You made them; didn’t you? 

Mr. Woopner. No, sir. Everybody made them. The FHA wanted 
changes, the commanding officer wanted changes. 

Mr. Sruon. Didn't the FHA give you an increased commitment for 
every change they made that increased the cost ? 

Mr. Woopner. No, sir. 

Mr. Simon. To what extent did the FHA changes increase your 
cost ? 

Mr. Woopner. They required after our closing of our large job that 
we change our heating system. 

Mr. Simon. How much did that increase the cost? 

Mr. Woopner. About $90,000. 

Mr. Stwon. What else? 

Mr. Wcopner. I would like to refer to something now. 

Mr. Simon. Are you telling us that during the 6 months’ period 
the work was stopped there Jonathan W oodner Co. was not in default 
under its contract ? 

Mr. Woopner. I don’t believe so. 

Mr. Simon. Why not? You had a firm contract to build the 
building. 

Mr. Woovner. If you asked me what default means, I don’t know 
what it means legally, so I can’t say it was in default. 

The Cnamman. Did you and your family own the Jonathan Wood- 
ner Co.? 

Mr. Woopner. Yes, sir. 

The Caiman. You were the sponsors of the project ? 

Mr. Woopner. Yes, sir. 

The Cramman. It was just taking money out of one pocket and 
nutting it in the other? 

Mr. Woopxer. Substantially so; yes. 

Mr. Stuon. Jonathan Woodner had signed a firm contract agreeing 
to build the building for a fixed number of dollars? 

Mr. Woopner. Yes, sir; and it had already put into that project, I 
would say, over $700,000, 

Mr. Stuon. It doesn’t make any difference what it put in. They 
agreed to build it for a fixed number of dollars; is that right? 

Mr. Woopner. Yes, but there were a great many changes that oc- 
curred from the moment of the—I agree with you. 

Mr. Stmon. The fixed number of dollars was less than the mort- 
gage, too; wasn’t it ? 

Mr. Woopnrr. Only to the extent they didn’t figure in probably the 
interest charges, and a few of those things, but the total altogether 
made up the mortgage. 

Mr. Simon. The total made up the amount of the mortgage, and it 
was a firm commitment by the Jonathan Woodner Co. which you 
owned ? 

Mr. Woopner. To build the thing as planned at that time. 

Mr. Simon. Now, after you got the $615,000 Air Force loan in 
August of 1952, you finished the building; is that right? 

Mr. Woopner. Yes; we did, sir. 

Mr. Simon. On August 7, 1953, the Air Force considered you in 
default; didn’t they ? 
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Mr. Woopner. They wrote a letter stating so. I think they were 
wrong. They wrote a letter; yes, sir. 

Mr. Stmon. In May 1954, ‘after you knew the Air Force considered 
you to be in default, you transferred $124,603.96 stom the Chanute 
Field project to the Jonathan Woodner C 0.3; didn’t you? 

Mr. Woopner. I don’t believe that is correct. 

Mr. Witi1amson. We are being sued in Federal district court on 
that now. We hate to be examined in the situation. We will 
answer 

Mr. Simon. I am asking you whether in May 1954, he transferred 
$124,603.96 to the Jonathan Woodner Co. 

Mr. Wituramson. The fact of the matter is, he did not. 

Mr. Simon. Did you transfer any money in May 1954 to the Jona- 
than Woodner Co. ? 

Mr. Wititamson. Yes, under an agreement. 

Mr. Woopner. We paid—— 

Mr. Stmon. Did you you transfer any money ? 

Mr. Wituramson. We did. 

Mr. Woopner. Should you use the word “transfer” ? 

The Cruamrman. How did you do this, then? 

Mr. Woopner. By payment of a bill. 

Mr. Simon. Isn't that the transfer of money ? 

Mr. Woopner. Well—payment of a bill is a transfer; yes. 

Mr. Staton. Did some money come out of the bank account of the 
Chanute Field project that went into the bank account of Jonathan 
Woodner ? 

Mr. Woopner. Yes, sir 

Mr. Sraon. And how much was that? 

Mr. Witiiamson. It was approximately $70,000. 

Mr. Siwon. I would like the witness’ answer. 

Mr. Woopner. Approximately $70,000. The reason I want to be 
more correct about these things, this wasn’t done individually. This 
was done in consultation. 

Mr. Suwon. On May 29, 1954, the Air Force took possession and 
took management of the property, and are now managing it? 

Mr. Woopner. No, sir. 

Mr. Simon. Are you certain of that? 

Mr. Wititamson. May I consult with him, first, because we are 
involved in substantial litigation. 

Mr. Simon. Who manages the property today ? 

(There was a conference between Mr. Woodner and Mr. 
Williamson.) 

Mr. Woopner. Mr. Russell Law. 

Mr. Stuon. Who does he work for? 

Mr. Woopner. Chanute Gardens and Chanute Apartments Corp. 

Mr. Staton. Who does he take his directions from ? 

Mr. Witiiamson. At the present time he is taking his directions 
from—— 

Mr. Woopner. At the present time he is taking his directions from 
Frederick Close. 

Mr. Sroon. Frankly, I don’t think this is the least bit funny, Mr. 
Woodner. 

Mr. Woopner. No, it isn’t funny. 
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Mr. Sraon. Who made the changes? 
Mr. Woopner. First of all, just 1 minute on the background of 


Mr. Simon. Who made the changes? You made them; didn’t you? 

Mr. Woopner. No, sir. Ever ybody made them. The FHA wanted 
changes, the commanding officer wanted changes. 

Mr. Sruon. Didn't the FHA give you an increased commitment for 
every change they made that increased the cost? 

Mr. Woopner. No, sir. 

Mr. Simon. To what extent did the FHA changes increase your 
cost ¢ 

Mr. Woopner. They required after our closing of our large job that 
we change our heating system. 

Mr. Simon. How much did that increase the cost? 

Mr. Woopner. About $90,000. 

Mr. Sruon. What else? 

Mr. Wcopner. I would like to refer to something now. 

Mr. Srvon. Are you telling us that during the 6 months’ period 
the work was stopped there Jonathan Woodner Co. was not in default 
under its contract? 

Mr. Woopner. I don’t believe so. 

Mr. Srwon. Why not? You had a firm contract to build the 
building. 

Mr. Woopner. If you asked me what default means, I don’t know 
what it means legally, so I can’t say it was in default. 

The Cuairman. Did you and your family own the Jonathan Wood- 
ner Co.? 

Mr. Woopner. Yes, sir. 

The Crnamman. You were the sponsors of the project ? 

Mr. Woopner. Yes, sir. 

The Cnairman. It was just taking money out of one pocket and 
nutting it in the other? 

Mr. Woopner. Substanti: ally so; yes. 

Mr. Sruon. Jonathan Woodner had signed a firm contract agreeing 
to build the building for a fixed number of dollars? 

Mr. Woopner. Yes, sir; and it had already put into that project, I 
would s: ay, over $700,000. 

Mr. Sron. It doesn’t make any difference what it put in. They 
agreed to build it for a fixed number of dollars; is that right? 

Mr. Woopner. Yes, but there were a great many changes that oc- 
curred from the moment of the—I agree with you. 

Mr. Srwon. The fixed number of dollars was less than the mort- 
gage, too; wasn’t it? 

Mr. Woopnrr. Only to the extent they didn’t figure in probably the 
interest charges, and a few of those things, but ‘the total altogether 
made up the mortgage. 

Mr. Stmon. The total made up the amount of the mortgage, and it 
was a firm commitment by the Jonathan Woodner Co. which you 
owned ? 

Mr. Woopner. To build the thing as planned at that time. 

Mr. Simon. Now, after you got the $615,000 Air Force loan in 
August of 1952, you finished the building; is that right? 

Mr. Woopner. Yes; we did, sir. 

Mr. Srvon. On August 7, 1953, the Air Force considered you in 
default; didn’t they ? 
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Mr. Woopner. They wrote a letter stating so. I think they were 
wrong. They wrote a letter; yes, sir. 

Mr. Stmon. In May 1954, after you knew the Air Force considered 
vou to be in default, you transferred $124,603.96 from the Chanute 
Field project to the Jonathan Woodner Co.; didn’t you 

Mr. Woopner. I don’t believe that is correct. 

Mr. Wititamson. We are being sued in Federal district court on 
that now. We hate to be examined in the situation. We will 
answer 

Mr. Stmon. I am asking you whether in May 1954, he transferred 
$124,603.96 to the Jonathan Woodner Co. 

Mr. WitiramMson. The fact of the matter is, he did not. 

Mr. Srmon. Did you transfer any money in May 1954 to the Jona- 
than Woodner Co.? 

Mr. Witi1amson. Yes, under an agreement. 

Mr. Woopner. We paid—— 

Mr. Stmon. Did you you transfer any money ? 

Mr. Wiiuramson. We did. 

Mr. Woopner. Should you use the word “transfer” ? 

The Cnamman. How did you do this, then? 

Mr. Woovner. By payment of a bill. 

Mr. Srmon. Isn't that the transfer of money ? 

Mr. Woopner. Well—payment of a bill is a transfer; yes. 

Mr. Suwon. Did some money come out of the bank account of the 
Chanute Field project that went into the bank account of Jonathan 
Woodner ? 

Mr. Woopner. Yes, sir. 

Mr. Simon. -And how much was that? 

Mr. Wiuuiamson. It was approximately $70,000. 

Mr. Simon. I would like the witness’ answer. 

Mr. Woopner. Approximately $70,000. The reason I want to be 
more correct about these things, this wasn’t done individually. This 
was done in consultation. 

Mr. Spon. On May 29, 1954, the Air Force took possession and 
took management of the property, and are now managing it? 

Mr. Woopner. No, sir. 

Mr. Stmon. Are you certain of that? 

Mr. Witiuramson. May I consult with him, first, because we are 
involved in substantial litigation, 

Mr. Stuon. Who manages the property today ? 

(There was a conference between Mr. Woodner and Mr. 
Williamson. ) 

Mr. Woopner. Mr. Russell Law. 

Mr. Staon. Who does he work for? 

Mr. Woopner. Chanute Gardens and Chanute Apartments Corp. 

Mr. Stuon. Who does he take his directions from ? 

Mr. Wiuuiamson. At the present time he is taking his directions 
from—— 

Mr. Woopner. At the present time he is taking his directions from 
Frederick Close. 

Mr. Stuon. Frankly, I don’t think this is the least bit funny, Mr. 
Woodner. 

Mr. Woopner. No, it isn’t funny. 
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Mr. Srmon. You are testifying under oath that the Air Force has 
not taken possession of this property; is that right? 

Mr. Woopner. I would say so; yes, sir. 

Mr. Stmon. You are still in possession of the property ? 

Mr. Woopner. Chanute Gardens and Chanute Corps. are in pos- 
session of the property. 

Mr. Simon. Who is in possession of Chanute Gardens? Who is in 
control of the corporation ¢ 

Mr. Woopner. I and my stockholders are. 

Mr. Simon. The rental money that the tenants pay, where does 
that go? 

Mr. Woopnerr. It goes into an account that they control. 

Mr. Ston. That who controls? 

Mr. Woopner. Mr. Frederick Close. 

Mr. Stmon. Who controls him ? 

Mr. Woopner. The Secretary of the Air. 

Mr. Simon. The Secretary of the Air Force ? 

Mr. Woopner. Yes. 

The Cnamman. It took a long time to get out of you the Air Force 
is controlling this situation. 

Mr. Simon. The Air Force gets all the rent that comes in; is that 
right ? 

“Mr. Woopner. Which is used to pay the bills. 

Mr. Sruon. Just answer my questions. We could ask Mr. William- 
son to testify when you get through if he wants to testify. 

Mr. Woopner. I can defer to him because he is much more familiar 
with this than I am. 

Mr. Srvon. If you don’t know, Mr. Woodner, just say so. Do you 
know who gets the moneys that come from the rents? 

Mr. Woopner. The rents are collected by Mr. Russell Law, who 
in turn deposits them to an account at one of the banks in Champaign, 
I]l., and Mr. Russell Law requests from Mr. Close moneys with which 
to run the project. The checks are made out by Mr. Russell Law, sent 
to Mr. Close, and Mr. Close spends them. 

Mr. Wititamson. May I consult with him? He doesn’t know the 
answer. That isn’t correct. 

Mr. Woopner. I gave you my best impression. 

Mr. Son. If he doesn’t know the answer he doesn’t have to answer. 

Under whose direction do Mr. Law and Mr. Close operate? 

The Cuarrman. If you know, say so. 

Mr. Woopner. I don’t know. 

Mr. Stmon. They don’t operate under your direction ? 

Mr. Woopner. No, sir. 

The Cuairman. Are you president of the company ? 

Mr. Woopner. Yes. 

The Cuamman. Are you the chief executive officer? 

Mr. Woopner. Yes, sir. 

The Cuatrman. He does not operate under your direction. There- 
fore he must operate under whose direction ? 

Mr. Woopner. He operates under the direction of the corporation. 

The CHarrmMan. And who runs the corporation ? 

Mr. Woopner. I would say Mr. Russell Law does. 

The CHairmman. Who runs him? 
Mr. Woopner. I believe that I do in a sense. I think that Mr— 
Mr. Simon. Do you have any control ? 
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Mr. Woopner. No. I think as far as Mr. Close is concerned, all 
he does is sign the checks, but as far as policy and things like that, 
I do. 

The Cuamman. We will excuse Mr. Woodner until the Washing- 
ton hearing. 

Mr. Wint1amson. Could we make this a part of the record ? 

The Cuairnman. Yes. Without objection, we will make this state- 


ment of fact part of the record, this breakdown on overhead, a part 
of the record. 


Is there anything else to put in the record ? 

Mr. Son. I do not think we should put this overhead in the record 
until our auditors have had a chance to look at it. 

The CHarrMan. We will now dismiss you, subject to call later. We 
will let you know. 

Mr. Wintiamson. May we leave the building now ? 

The CHAtrMAN. You may leave and go any place you care to. 


Our next and last witness who will “only take a second is Major 
Garcia, of the Air Force. 


Do you solemnly swear the testimony you are about to give will be 


the truth, the whole truth, and nothing but the truth, so help you 
God ¢ 


TESTIMONY OF MAJ. LABRE R. GARCIA, 
UNITED STATES AIR FORCE 


Major Garcta. I do, sir. 

The CuatrmMan, Please be seated and give your full name to the 
reporter. 

Major Garcia. Maj. Labre R. Garcia. 

The CuairmMan. You are a major in the Air Force? 

Major Garcia. Yes, sir. 

The CuarrMan. Stationed at Chanute Field? 

Major Garcia. I am stationed, sir, in the Oifice of the Secretary of 
the Air Force at the Pentagon. 

The CuairmMan. You may proceed, Mr. Counsel. 

Mr. Suwon. Just one question, Major Garcia: Are you personally 
familiar with the operations of Chanute Field, and do you know the 
Air Force is now in possession of the Wherry housing project we 
have been talking about here all day ? 

Major Garcia. That is a correct statement. The Air Force is in 
possession, and is running the management, of the Chanute project. 

Mr. Simon. And that is because there was a default on the $615,000 
loan ? 

Major Garcia. That is correct, sir. 

Mr. Stwon. And when did the Air Force take possession ? 

Major Garcia. I think it was May 28, 1954. I am not too certain 
of the dates. 

Mr. Simon. I have a letter here from the Secretary of the Air Force 
which I think ee had something do do with. It says May 29, 1954. 

Major Garcia. May 29 is correct. 

Mr. Simon. Thank you, sir. 

The Cuamman. Thank you, Major. 

Does anybody know any good reason why we shouldn’t recess until 
10 o’clock tomorrow morning? 

(Whereupon, at 5:59 p. m., the committee recessed until Thursday, 
September 16, 1954, at 10 a. m.) 
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THURSDAY, SEPTEMBER 16, 1954 


Un rep STaTes SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Chicago, Ill. 

The committee met, pursuant to recess, at 10 a. m., Senator Homer 
KK. Capehart (chairman), presiding. 

Present: Senator Capehart. 

Also present: William Simon, general counsel, and T. T. Kenney, 
assistant general counsel, FHA investigation. 

Senator Carenmarr. The committee will please come to order. 

Our first witness will be Dr. Seymour Diamond. Is Dr. Diamond 
in the room ¢ 


STATEMENT OF JACK ARNOLD WELFELD, ATTORNEY, 
CHICAGO, ILL. 


Mr. Werrerp. If the committee please, my name for the record is 
Jack Arnold Welfeld. I am an attorney at law. I represent Mr. 
Eisen, on whose behalf Dr. Diamond was requested to come here as a 
witness. I received a call from Dr. Diamond last night at approxi- 
mately 9 p.m., at which time he advised me that he was ill, and he had 
: doctor look at him and he thought he had the mumps. I suggested 

that he make every effort to come down here in view of the fact that 
his patient had submitted to surgery Monday of this week, at which 
time he had three-fourths of his stomach removed. 

The doctor said he would make every effort. At about 10 o'clock 
last night the doctor called me and said that his condition was worse, 
and that he still believed he had the mumps, and asked me what he 
should do. I said that I would convey that information to the 
committee. 

My thought was that in view of the fact that Mr. Eisen, the witness 
whom I represent, was interrogated by a committee counsel at the 
hospital last Saturday morning, that perhaps the committee desired to 
send a counsel and reporter out to the doctor’s house to interrogate 
him. 

The Cramman. You understand Mr. Eisen was under subpena to 
be here this morning? 

Mr. Wetrevp. That is not my understanding, sir. T was advised at 
the hospital, and I have the record here, that he would be notified when 
to appear for further hearing and I suggested 

Mr. SrmMon. That is not correct. He was served on September 9, 
1954, by the United States marshal with a subpena requiring him to 
appear. 
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Mr. WetreLp. I would like to invite the attention of the committee 
to transcript of their proceedings 

Mr. Stmon. That is an investigator who went out to interrogate him. 
That was not a committee hearing, but purely an investigator interro- 
gating him. 

Mr. WetFrevp. He exhibited credentials 

Mr. Suwon. He was a committee investigator. 

Mr. WetFeLb. Assistant committee counsel. 

Mr. Simon. He was an investigator who went up to see him at the 
hospital. 

Mr. Wetretp. If you don’t take the record into consideration there 
is no point in my telling you. 

The CuHarrman. What is your position? What does the record say 
that indicates he wasn’t subpenaed ? 

Mr. WELFELD. I am reading from page 60 of the record : 








Mr. ZABIEGALSKI. And with respect to that subpena and your possible appear- 
ance before the Senate Banking and Currency Committee, all I can state is that 
the subpena is a continuing subpena and that it shall be for the general counsel, 
William Simon, to decide upon your ultimate appearance before the committee 
itself. 

Mr. Sraon. Doesn’t that show he was served with a subpena ? 

Mr. Wetrevp. I don’t deny he was served. 

Mr. Stmon. I am sorry. 

Mr. Wetrexp. I was denying he was instructed to be here this 
morning. 

The Cuarman. Did General Counsel Simon tell him not to be here? 

Mr. Wetrevp. I haven't finished reading it, sir. 

It shall be for the general counsel, William Simon, to decide upon your ultimate 
appearance before the committee itself. The information which you have related 
here is confidential and for the use of the committee only. 


And I stated for the record— 


With respect to further appearance I think the witness at the present time is 
scheduled for surgery. 

Mr. Stwon. Is what? 

Mr. WELFELD (reading) : 

Is scheduled for surgery. 

This was last Saturday. 

And I assume that will be taken into consideration, and I will be notified, for 
the convenience of the committee, in sufficient time to advise as to the avail- 
ability of the witness. 

Mr. ZABIEGALSKI. Well, the committee has hearings scheduled in Chicago the 
very next week and I imagine that if it is desirable that Mr. Eisen appear, why, 
he will be called upon to appear here at Chicago. 

And I said: “If he is able.” 

And Mr. Zabiegalski said: “While the committee is here.” 

Again I said: “If he is able.” 

; ; ; ; ; ; ee 

And Mr. Zabiegalski said: “He will not appear unless he is able.” 

I then stated for the record: 

I mean if he is physically able. I assume if he is operated on Monday the 
committee wouldn't expect him to be here this week. 

The Cuamman. The doctor is now ill and unable to testify this 
morning and Eisen is sick ? 

Mr. Wetrevp. That is correct. 
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The Cuatrman. You are representing both the doctor and Mr. 
Eisen ? 

Mr. WELFELD. I am actually representing Mr. Eisen. 

The CramMman. Your testimony is that Mr. Eisen is unable to 
appear today because of illness ? 

Mr. WeEtreLp. Because of his surgery. 

Mr. Stwon. When will he be able to appear ? 

Mr. Wetrexp. I asked the doctor last night. He said that he talked 
to the physician who performed the surgery and they said that in 
6 to 8 weeks he would be available to testify, but would not be able 
to travel. 

The Carman. You produce an affidavit for us this afternoon from 
the doctor that performed the operation and the statement as to when 
he thinks he will appear . 

Mr. Simon. Who performed the operation ? 

Mr. Wetrevp. Dr. Schwartz. 

Mr. Srwon. Is he in town? 

Mr. Wetrexp. I believe he is. 

Mr. Simon. Could you have him here at 2 o’clock ? 

Mr. Wetrevp. I could make a call. I have never seen or talked 
tohim. I will do my best. 

The CHairman. If you can’t have him here at 2 o’clock, we will 
subpena him at three. 

Mr. Wetrep. I will do my best. 

The CuatrMan. Our next witness will be Mr. Richard Vidaver, 
United Research & Engineering Co., of Chicago, III. 

Mr. Vidaver, will you be sworn, please? Do you solemnly swear 
the testimony you are about to give will be the truth, the whole truth, 
and notheing but the truth, so help you God? 


TESTIMONY OF RICHARD VIDAVER, CHICAGO, ILL., ACCOMPANIED 
BY A. BRADLEY EBEN, COUNSEL—Resumed 


Mr. Vipaver. I do. 

The Cuairman. Please be seated and give the reporter your full 
name and address, and I presume the gentleman with you is your 
attorney. 

Mr. Ensen. Yes. My name is A. Bradley Eben, 208 South LaSalle 
Street, Chicago, II. 

The Cuamman. Will you please give your name and address? 

Mr. Vinaver. Richard’ Vidaver, 428 W ‘ellington, Chicago. 

Mr. Simon. Mr. Vidaver, what is your occupation ? 

Mr. Vipaver. I decline to testify on the grounds that under the 
fifth amendment of the Constitution I am not required to be a wit- 
ness against myself, nor give incriminating evidence. 

Mr. Stwon. Have you been an employee of Cane Enterprises? 

Mr. Vinaver. I decline to answer on the above-stated grounds. 

Mr. Simon. Have you operated as a salesman for Emery Construc- 
tion Co., selling title I home improvements? 

Mr. Vinaver. I decline to answer as above stated. 

Mr. Stmon. Did you go to Texas a couple of years ago as head of 
a crew of eight for Cane Enterprises ? 

Mr. Vipaver. I decline to answer as above stated. 
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Mr. Simon. Are you the same Richard Vidaver who in 1943 was an 
inmate of the Federal reformatory at Petersburg, Va., for violation 
of the securities exchange regulations ? 

Mr. Vipaver. I decline to answer as above stated. 

Mr. Simon. If we continue to ask you further questions with respect 
to other criminal records, will your answers be the same? 

Mr. Vipaver. I should decline to answer as above stated. 

The CuairmMan. The record will show that the witness has a right 
under the Constitution to take this position. Under those circum- 
stances, we dismiss you. 

Mr. Vipaver. Thank you, sir. 

The CuHamman. Our next witness will be Mr. Aubra B. Johnston, 
the vice president of the Chicago Better Business Bureau. 

Mr. Johnston, will you be sworn, please ? Do you solemnly swear 
the testimony you are about to give will be the truth, the whole truth 
and nothing but the truth, so help you God? 


TESTIMONY OF AUBRA B. JOHNSTON, VICE PRESIDENT, CHICAGO 
BETTER BUSINESS BUREAU 


Mr. Jounston. I do. 

The CHAirMAN. Give the reporter your full name and address for 
the record. 

Mr. Jomunston. Aubra B. Johnston, 311 Hi Lusi Street, Mount 
Prospect, Ill. 

Mr. Stmon. Mr. Johnston, do you have a prepared statement that 
we can include in the record ? 

Mr. Jounston. Yes, I do. 

Mr. Sruon. We could ask you some questions with respect to it. 

The Cramman. Without objection, we will place into the record a 
telegram from Dr. Seymour Diamond, in respect to Mr. Eisen. Make 
that a part of the record in the testimony of the doctor for Dr. 
Diamond. 

(The information referred to follows :) 

CHIcaco, Inu., September 8, 1954. 
SENATE COMMITTEE ON BANKING AND CURRENCY, 
Senate Building, Washington, D.C.: 
(Attention of Mr. Walter.) 

This is to advise you that Mr. Louis Fisen has been under my care for a 
duodenal ulcer and is to be hospitalized for surgery which is contemplated for 
on or about September 15. T do not feel that his physical condition at this time 
Warrants his traveling to Washington. He was hospitalized approximately 1 
month go at Weiss Memorial Hospital for his ulcer. 

Sincerely, 
Seymour DIAmonp, M. D., Chicago, IU. 

The CHamman. I might say at the moment the testimony we are 
about to get from the present witness, Mr, Johnston, vice president of 
the Chicago Better Business Bureau, and the testimony we had on 
ae ay ‘afternoon and the testimony we will have today has to do 
with title I of the National Housing Act, which relates to home 
repair and modernization loans. It appears there has been wide vio- 
lation of the rules and regulations of the FHA and the law here in 
Chicago and in this general community of Illinois and other States 
adjacent to Chicago. 

We are trying to find out just how widespread it has been, how 
many people have participated in it and to get a general pattern as 
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to how such a thing could have possibly happened in the United 
States. 

I am particularly referring to the testimony we had yesterday after- 
noon from this young man ‘from C hampaign, I1l.—how that sort of 
thing could have happened among bankers and businessmen in the 
State of Illinois and the United States. It is just inconceivable that 
that sort of thing could have gone on without having been caught and 
the people brought to justice. It certainly causes the American people 
to lose faith in their Government when that sort of thing happens. 

Without objection, we will place into the record at this time Mr. 
Johnston’s statement, so that we may use it. Not only will your 
statement be made a dae of the record, but likewise everything you 
have to say. 


(The information referred to follows :) 


CHICAGO BETTER BUSINESS BUREAU, 
February 19, 1954 
Memorandum re Atlas Construction Co., Inec., 2350 North Washtenaw; Capitol 
suilding Products Co., Inc., 2725 West Fullerton; U. S. Metal Siding Corp., 
2725 West Fullerton. 

Over a period of years, these companies have used selling methods which have 
misled and deceived members of the public according to the scores of complaints 
filed with the Chicago Better Business Bureau. 

The principal of these concerns is Harry Nassan who began business in Chicago 
in 1946 as the Atlas Construction Co., Ine. This company contracted to perform 
certain remodeling services for homeowners during which plastic tile was applied 
in their bathrooms and kitchens. 

Other trade styles have been used such as Capitol Building Products Co., Inc., 
U.S. Meal Siding Corps., and Tile Corp. of America, 

One of the most objectionable practices which prevailed throughout the con 
duct of these companies’ relations with the public was their so-called demenstra- 
tion home selling procedure, the pattern of which is usually as follows: 

A salesman for the company contacts the homeowner and offers him a “special” 
price for a remodeling service, if he will allow his home to be used as a “demon- 
stration home” to sell other prospects. This “special” price for the “demonstra- 
tion home” according to the salesman is to promote or introduce the company's 
service or new product in that particular neighborhood. 

A part of the “home demonstration” technique is the company’s request that 
the homeowner “allow” photographers to take pictures of his home and permit 
prospects to examine the completed job. 

Many instances are on record where the company’s salesmen said the “special” 
price was reduced as much as a quarter or one-third the company’s usual price. 
In addition to this, the homeowner is usually told that for allowing other pros- 
pects to view his “demonstration home,” be will earn a $75 bonus for each pros- 
pect the company can sell. In some cases, homeowners were told these “bonuses” 
would easily pay for his own job. 

The facts are that this same “demonstration home” deal is made to everyone 
and that the “special” price allows the company its full profit and the salesman 
his full commission. In all cases coming to the Burean, there were only a few 
where one or two “bonuses” were paid. 

The company’s operation is widespread, being extended not only to Chicago and 
its environments but also in rural cities and areas including Indiana, According 
to compaints, the amount of money involved in the contracts ranges from several 
hundred dollars up to $2,400. 

In addition to the charges of false representations in connection with the 
“demonstration home” approach, complainants also say that: 

(a) The quality of work was unsatisfactory. 

(b) The company did not perform in accordance with the sales person’s oral 
representation. 

(c) The contract did not contain all the verbal representations made by the 
salesmen and which induced the homeowner to enter into the agreement. 

(d) Promises by representatives of the company regarding financing of the 
contract were not honored by the company. 
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(e) The nature and quality of the material to be used in modeling was 
misrepresented. 

(f) The word “aluminum” was used by sales people in the description of 
siding whereas it was composed of a mixture of pressed fibers with an exterior 
covering of asphalt-like roofing substances. 

Complaints began when the company first started operation in 1946. Numerous 
conferences were held with Harry Nassan, the former officer, present stock- 
holder, and moving spirit of the operations. Promises of cooperation and 
discontinuance of the “home demonstration” procedure were glibly made and as 
readily broken. 

In July 1948, the company’s practices were so objectionable that “not in the 
public interest” advices were sent to all media. Subsequently then, Harry 
Nassan and Lyn Edwards, officers of the company, signed certain pledges and 
gave additional verbal assurances regarding the company’s future advertising 
and selling practices. Among these pledges was one relating to the “home 
demenstration” technique which read as follows: 

“We will not falsely represent that customers will be given a discount special 
price or a fee for allowing their finished job to serve as a ‘demonstration home’.” 

As a result of such pledges, the Chicago Better Business Bureau then with- 
drew its advice to media that advertising from this source was not in the public 
interest. 

Despite such pledges and assurances, subsequent inquiries and complaints dis- 
closed the same type practices and selling methods were being continued. This 
applies particularly to the “home demonstration” selling procedure used by the 
company in securing new customers. 

Recent complaints and inquiries clearly indicate the company’s unfair selling 
procedures and practices are continuing along the same line. Since the company 
obvicusly intends to continue such procedures, it is believed advertising from this 
source should be viewed as not in the public interest. 

Mr. Simon. Mr. Johnston, are you acquainted with the Atlas Con- 
struction Co. and Harry Nassan ? 

Mr. Jomnstron. I am. 

Mr. Srwon. Has the Better Business Bureau had any difficulties 
with that company? 

Mr. Jounsron. It has. 

Mr. Stuon. Would you very briefly tell us what they were ? 

Mr. Jounston. It would be rather difficult to state it briefly. 

Mr. Suwon. What was the nature of the oe 

Mr. Jomnston. Dating back several years, I believe into the latter 
part of 1946, or at the keginning of 1947, we > became acquainted with 
this party and his operations in Chicago in connection with his work 
in home improvements. At one time he applied plastic tiles to bath- 
rooms, and kitchens, and then he moved on into application of siding, 

and other work of that nature—repairing of porches. 

We began having complaints from members of the public in con- 
nection with the poor quality of the work, incompletion 

Mr. Srron. By incompletion 

Mr. Jomnston. Failure of completion, and other incidents which 
caused complaints. 

‘ : ; eS 

Mr. Srwon. Were those loans financed under title I of the National 
Housing Act? 

Mr. Jounsron. Yes. Many of them were. Incidentally, I have 
here a summary of a number of cases. I understand at the time this 
was prepared, I might add, that I understood that the testimony such 
as I know has since been given had not at that time been adduced. 

I don’t want to repeat many things that you know, but I do have some 
summaries here. If you wish, I will recount a few ‘of them. 

The CHAIRMAN. Yes. 

I might say at this point, that title I, under the National Housing 

Act, was enacted to permit the poor people of the United States, those 
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that didn’t have but very little money, to go and borrow money and to 
repair and modernize their homes. It was intended to be used by 
poor people—people with limited incomes, that the Federal Govern- 
ment might help them to repair and modernize their homes. As we 
get into this investigation and see and hear of the dozens and dozens 
and hundreds of cases where dealers and salesmen and bankers and 
others have taken advantage of these poor people, it makes us wonder 
just what is happening in ‘the United States to the morals and ethics 
of the business community. 

It is a shame, and we are hopeful as a result of this investigation 
that the dealers and bankers and salesmen and the people indulging 
in this sort of thing will clean it up themselves. They ought to clean 
itup. They should have done it a long time ago. They should have 
never permitted it to happen in the first place. They ought to clean 
it up. There is no question in my mind they can clean it up an 
time they make up their minds to do so. I think they deserve « iH 
the condemnation we can heap upon their heads for this sort of thing, 
We had a gentleman sit here yesterday afternoon, a carpenter from 
down in Ch: ampaign; a mortgage banker down there had fleeced him 
out of some $4,500, a man that works with his hands, and he is now 
70 or 75 years old. 

Mr. Jounston. We have many such complaints as that. 

The Cuairman. You have many such complaints as that here in 
Chicago ? 

Mr. Jounsron. Yes. I might add I also have a memorandum here 
with respect to this particular company and the principal thereof, 
which if you wish I will place in the record. 

Mr. Suwon. That was Harry Nassan ? 

Mr. Jounsron. Yes. 

Mr. Simon. Yes, sir; would you go ahead? 

Mr. Jounston. I can place these two pages in the record. This is 
an analysis of the type of complaints. 

Mr. Simon. Could you read that, Mr. Johnston? 

Mr. Jounsron. I will. 

Over a period of years, these companies have used selling methods 
which have misled and deceived members of the public according to 
the scores of complaints filed with the Chicago Better Business 
Bureau. 

Mr. Simon. Will you give the companies when you say “these com- 
panies”? 

Mr. Jounsron. The memoran dum is prepared in penne with 

the Atlas Construction Co., Inc., 2350 North Washtenaw, Capitol 
Building Products Co., Inc., 2725 W est Fullerton, and U nited States 
Metal Siding Corp., 2725 West Fullerton, 

Mr. Simon. That is also the address of the Atlas Construction, 
isn’t it ¢ 

Mr. Jounsvon. That is right. 

Mr. Stwon. The same people own it! 

Mr. Jounsron. According to the records of the State, in some in- 
stances there have been other ~~ n given as officers, but as a result of 
personal conferences with Mr. Nassan I was given to understand by 
him that he was the guiding force. 

Mr. Simon. All right. 
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Mr. Jounsron. That is brought out, I believe, later in this memo- 
randum. 

The principal of these concerns is Harry Nassan, who began busi- 
ness in Chicago in 1946 as the Atlas Construction Co., Inc. This 
company contracted to perform certain remodeling services for home- 
owners during which plastic title was applied in their bathrooms 
and kitchens. 

Other trade styles have been used such as Capitol Building Prod- 
ucts Co., Inc., United States Metal Siding Corp., and Tile Corp. of 
America. 

One of the most objectionable practices which prevailed throughout 
the conduct of these companies’ relations with the public was “their 
so-called demonstration-home selling procedure, the pattern of which 
is usually as follows: 

A salesman for the company contacts the homeowner and offers 
him a “special” price for a remodeling service, if he will allow his 
home to be used as a “demonstration home” to sell other prospects. 
This “special” price for the “demonstration home” according to the 
salesman is to promote or introduce the company’s service or new 
product in that particular neighborhood. 

A part of the “home demonstration’ ’ technique is the company’s re- 
quest that the homeowner “allow” photographers to take pictures of 
his home and permit prospects to examine the completed job. 

Many instances are on record where the company’s salesman said 
the “spec ial” price was reduced as much as a quarter or one- -third the 
company’s usual price. In addition to this, the homeowner is usually 
told that for allowing other prospects to view his “demonstration 
home,” he will earn a $75 bonus for each prospect the company can 
sell. In some cases, homeowners were told these “bonuses” would 
easily pay for his own job. 

The facts are that this same demonstration home deal is made 
everyone, and that the special price allows the company its full sulle 
and the salesman his full commission. 

The Cuarrman. You mean they make that deal to every homeowner 
they try to sell? 

Mr. Jounsron. That is right. 

The Cuatrman,. So their regular price is that? 

Mr. Jounsron. Is the so-called special price. 

The Cuamrman. The regular price is the special price so they just 
deliberately 

Mr. Jonnston. Yes. 

Mr. Srwon. You said something about a full commission. Were 
most of these sold on the par deal? Did these dealers operate on a par 
basis? 

Mr. Jounsron. I don’t know what you mean. 

Mr. Simon. Did the dealer have a certain price and then he told 
his salesman that “anything you can get above that is yours”? 

Mr. Jounston. We have complaints which strongly indicate that, 
but I have never had such admission. 

Mr. Stmon. Thank you. 

This demonstration home, is that known in the trade as the model- 
home pitch? 

Mr. Jounstron. As brought out later in this memo. 
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‘The Cnairman. Maybe you are going to bring this out, but one of 
the things I am vitally interested in is this: IT presume as you re- 
ceived these complaints, just as we have been receiving complaints 
since we have arrived in Chicago, many, many letters—we wish we 
had more time to run them down—people complaining. Did you take 
these matters up with the bankers that were handling this paper? 

Mr. Jounston. No; not in all instances. I would say in only a few 
instances. 

The Ciamman. But you did take it up in a few instances. We are 
getting many, many complaints and letters from people here who say 
they have been gypped and they took it up with the bankers and the 
bankers did nothing about it. 

Mr. Jonnsron. Our contact with the financing institutions were, or 
was, incidental, which may be brought out later in some of these cases. 
Our primary contact would be with the firm against which the com- 
plaint has been made. 

The Ciarrman. You mean the dealer that sold it? 

Mr. Jounsron. That is right. 

The Cuaimman. You didn't go into the banks and say, “Why did 
you handle this paper?” 

Mr. Jounsron. No. 

The Cuamman. This dealer took all of this paper and sold it to 
some bank or credit company in Chicago ¢ 

Mr. Jonnsron. I understand that. 

The CratrmMan. It is amazing these credit companies and banks 
would permit this thing to go on. 

Mr. Jounston. The banks or the financial—— 

The Cuairman. We find instances here where dealers have been 
blacklisted, taken off the list and would start in again under a differ- 
ent name and go to another bank and get accommodations on dis- 
counting their paper again. 

Mr. Stony. Mr. Johnston, you know 

The Cuarrman. In other words, I don’t think the entire blame rests 
in this matter entirely upon the dealers and the salesmen and others. 
I think it is primarily, not entirely but primarily, and they must 
accept some responsibility for it, the bankers in Chicago here.” I par- 
ticularly come to that conclusion after listening to this testimony yes- 
terday afternoon, where a man operated under the name of a mortgage 
banker, and they permitted this sort of thing to go on. 

Mr. Jonnston. It would seem to me it would be difficult for them 
not to have been acquainted with some of the difficulties. 

The Cuamman. That is the way it looks to me. 

Mr. Srwon. You understand the bank is the one which is approved 
by FHA? 

Mr. Jounston. Yes. 

Mr. Srmon. FHA approves the bank as an approved mortgagee and 
then the bank in turn approves these dealers. 

Mr. Jounsron. Right. 

Mr. Suwon. And FHA doesn’t ever approve the dealer, but merely 
when they find he is a bad apple, they put him on the precautionary 
list ? 

Mr. Jonnsron. I understand. 

Mr. Srvon. In the first instance the dealer gets his clearance from 
the bank ! 
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Mr. Jounston. Yes. 

Mr. Suwon. You so understand that? 

Mr. Jounstron. Yes; I do. 

Mr. Srmon. All right. Would you go ahead, please ! 

Mr. Jounston. The company’s operation is widespread, being ex- 
tended not only in Chicago and its environs but also in rural cities 
and areas including Indiana. According to complaints the amount 
of money involved in the contracts ranged from several hundred 
dollars up to $2,400, and I believe there have been some instances 
somewhat in excess of that. 

Here is a breakdown of the general nature of these complaints. 
I mentioned some of them prior to this: The quality of work was 
unsatisfactory, the company did not perform in accordance with the 
salesperson’s oral representation, the contract did not contain all of 
the verbal representations made by the salesman which induced the 
homeowner to enter into the contract. I am speaking particularly 
about bonuses, demonstration homes, either—promises of the repre- 
sentatives of the company regarding financing of the contract were 
not honored by the company. The nature and quality of the material 
to be used in modeling was misrepresented. The word “aluminum” 
was used by salespeople in the description of siding where it was 
composed of a mixture of pressed fibres with a substitution of mate- 
rials of asphalt-roofing substance. I have a few samples of that. 

Complaints began when the company first started operation in 1946. 
Numerous conferences were held with Harry Nassan, former officer, 
present stockholder and moving spirit of these operations. Promises 
of cooperation and discontinuance of the home demonstration method 
were glibly made and broken. 

The Cuarrman. When did you first discover these things with re- 
spect to this one company, this Atlas Construction Co. ? 

Mr. Jounston. I believe it was about 1947 or 1948. 

The Cuarman. Are they still in business? 

Mr. Jounston. Yes. 

The Cuatrman. Do you happen to know what bank is financing or 
discounting their paper ? 

Mr. Jounstron. It is possible that—— 

The Cuarrman. We will have the man as a witness. We will find 
out. (See pp. 2432, 2446.) 

Mr. Simon. Mr. Johnston, did Nassan try to bribe you, or the better 
business bureau ? 

Mr. Jounston. He tossed an envelope on my desk which he said 
contained a thousand dollars and suggested I might want to use that 
for any charity I had in mind or as a membership in the better 
business bureau. 

Mr. Simon. Was the thousand dollars in cash or check? 

Mr. Jounsron. Cash. 

Mr. Simon. When was that? 

Mr. Jounsron. That was a few days prior—no, subsequent—cor- 
rection; that was about May 10. I have a memorandum here dated 
May 10 of 1951. 

Mr. Simon. What did you do with the $1,000? 

Mr. Jounsron. I gave it back to him and told him to get out of the 
office. 

Mr. Suwon. Thank you, sir. Would you go ahead ? 
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The Cuamman. That was in May 1951? 

Mr. Jonnsron. That is right. 

The CuarrMaAn. That man is still operating under FHA title I and 
getting his paper discounted here in Chicago? 

Mr. Jounsron. I believe that the inquiries and complaints will 
disclose that. 

In July 1948, the company’s practices were so objectionable that, not 
in the public interest, advices were sent to all media. 

Mr. Stwon. You mean by that 

Mr. Jounson. We have a practice here in the Chicago Better Busi- 
ness Bureau of advising advertising media if one of its accounts has 
so conducted itself as to beget complaints, and which complaints in 
our opinion suggest that their practices are bad and that they should 
look into the matter themselves to determine whether or not they want 
to carry the advertiser’s copy. So on this date, such advises were 
sent out. 

Subsequently here Nassan and Lynn Edwards, officers of the com- 
pany, signed certain pledges and gave additional verbal assurances 
regarding the company’s future advertising and selling practices. 
Among these pledges was one relating to the home-demonstration 
technique, which read as follows: We will not falsely represent that 
customers will be given a discount special price or a fee for allowing 
a finished job to serve as a demonstration home.” 

As a result of such pledges the Chicago Better Business Bureau 
then withdrew its advice that advertising from this source was not in 
the public interest. 

Despite such pledges and reassurances, subsequent inquiry and com- 
plaints disclosed the same type of practices and selling methods were 
being continued. This apphes particularly to the homes demonstra- 
tion selling procedure. 

Recent compl: unts and inquiries clearly indicate the company’s 
unfair selling procedure and practices are continuing along the same 
line. Since the company obviously intends to continue such practice, 
it is believed advertising from this source should be viewed as not in 
the public interest. 

What I have just read is a memorandum prepared February 19, 
1954, and which again was sent to all advertising media. 

Mr. Srwon. Have you had any experience with Enrico? 

Mr. Jounstron. Yes. 

Mr. Srwon. Richard Vidaver? 

Mr. Jounstron. I personally have not had such contact with him. 

Mr. Stuon. What do you know about the Enrico Co. ? 

Mr. Jounston. We have some complaints here. 

Mr. Simon. What are the nature of them, the model-home pitch? 

Mr. Jounston. The same general nature, model-home pitch, dis- 
satisfied work, things of that nature. 

Mr. Smron. Have you had complaints with respect to United Re- 
search & Engineering ? 

Mr. Jounsron. That is that company; isn’t it? 

Mr. Sraon. I believe it is the same company. One is an abbrevia- 
tion of the other. 

Mr. Jonnston. We have a list of United Research & Engineering, 
1018 South Wabash. 

Mr. Srmwon. Do you know whether that is Vidaver’s company ? 
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Mr. Jonnston. Complainants against this company have told us 
that they have contacted Vidaver in the matter of attempting to secure 
adjustments, 

The Cuamman. That is the same Vidaver that took the fifth amend- 
ment a moment ago / 

Mr. Jounston. This is the first occasion I have seen Mr. Vidaver. 

Mr. Simon. I can assure you it is the same Vidaver. 

Mr. Jounsron. I believe that one of the complainants we have; you 
have some record of him here. I think he previously testified. 

The Cuarrman. How many complaints of the general nature that 
vou have been describing here this morning have vou had over the past 
10 years in the Chicago Better Business Bureau ? 

Mr. Jornnston. I would say about 150. 

The Cuarrman. One hundred and fifty complaints against dealers? 

Mr. Jounsron. That is right. Well, since about 1947 or 1948. 

The Cuairman. Some of those would be duplications of the same 
dealer; I presume? 

Mr. Jounstron. Yes; the number of dealers involved I believe would 
not exceed 4 or 5. 

The Cuarrman. Have you found a general practice here of a dealer 
getting into trouble and being disqualified and then setting up with 
the same personnel and the same management, the same money, under 
a new name and at a new address? 

Mr. Jounsron. Yes: that is not unusual for a concern whose repu- 
tation has become involved. 

The Cuairman. My next question is: How can that sort or that 
kind of an operation, that kind of a company or a gentleman or a fel- 
low, get the banks to finance his paper ? 

Mr. Jonnsron. Senator, I don’t believe I am qualified to answer 
that. Iam not intending to give you a short answer, but I just don’t 
know. 

The CuatrMAn. Have you had any experience with those who 
handled or discounted this paper? 

Mr. Jounsron. Only as I said before, in an incidental manner. In 
some instances, we had. In some instances, we have talked to the 
bank, where the complainant would say he had been instructed to 
make his payments to such and such financing institution. We have 
in some instances contacted the executive handling the account and 
they have, in many instances, used some pressure to bring the com- 
plaint to conclusion. 

The Cuairman. The FHA in Washington, and through its offices— 
like the one here in Chicago—approves bankers and credit institu- 
tions to be accredited institutions for handling this paper that is 
then guaranteed under certain conditions, by the Government, 
through FHA. Then the dealers in turn, sell this so-called merchan- 
dise through salesmen. He creates this paper, this note, from the 
homeowner, and then this dealer or salesman brings it in and gives 
it tothe banker. The banker gives him the money. Then the FHA in 
Washington guarantees that this homeowner out here will met the 
payments. 

This is about a four-way street. There are four different people 
involved—the Federal Government in Washington, the banker that 
handles the paper, the dealer himself—the retailer or wholesaler and 
the salesman or the individual that goes out into these individual 
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homes and makes the sale. Frankly, I don’t like to use this term, but 
it “stinks” here in Chicago. It is dirty, and the thing that amazes me 
is it has been going on for 10 years or more and continues to go on. I 
can say this asa businessman. It is about time the business interests 
of Chicago, as well as the salesmen and the so-called racketeers clean 
this thing up. 

In other words, they are inclined to blame it on so-called racketeers. 
As far as I am personally concerned, it goes a little deeper than that, 
and I want the record to show it. I think it is a dirty mess and I 
think that your organization has been active in fighting it. I hope 
you will get more active and I hope the other organizations in Chicago 
here will get active to clean this sort of thing up because what it is 
doing is fleecing the poor. 

Mr. Kenney. I have a question I would like to ask. 

The Cuarrman. Mr. Kenney. 

Mr. Kenney. What years did you experience the greatest number 
of complaints ? 

Mr. Jounston. As I recall, they were in 1949 and 1950. 

Mr. Kenney. Has it subsided since that time? 

Mr. Jounsron. Yes. 

Mr. Kenney. What is the present rate? Is it what you would call 
a low rate of complaints ? 

Mr. Jonunsron. That would depend on which company you are 
speaking of. 

Mr. Kenney. I am talking about the overall. 

Mr. Jounston. The overall picture has—the number of complaints 
and the overal] picture has—the number of complaints and the overall 
picture has been reduced because the complaints against one company, 
against which there are the most, has almost dropped to nothing. 

Mr. Kenney. The problem has been against five dealers. What is 
the total number of dealers here in Chicago ? 

Mr. Jonnston. That are applicators, do you have in mind? 

Mr. Kenney. That is right. 

Mr. Jounston. I don’t think I can answer that. There must be 
hundreds. I don’t know. I couldn’t say. 

Mr. Kenney. Do you feel that the FHA has been diligent in acting 
upon these complaints? 

Mr. Jounston. Well, frankly, we did not contact the FHA in con- 
nection with these matters, and I just do not have the knowledge of 
what they have done, or not done with respect to them. 

Mr. Simon. If you will stick around, Mr. Johnston, in an hour you 
will hear what they didn’t do. 

The Cuairman. I was going to say, it looks to me like they failed 
to really do the job. 

Mr. Jounston. There are in here some instances where the com- 
plainant said he had gone to FHA and some action was taken and 
some other instances, the complainant felt that nothing was accom- 
plished. 

Mr, Kenney. Is there any difference in the pattern between FHA 
und conventional loans from the standpoint of complaints? Did you 
find more complaints in connection with FHA than you do in con- 
ventional ? 
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Mr. Jounston. I do not know that we have. As a matter of fact, 
we have never separated or undertaken to separate them, whether it 
was an FHA loan—FHA-backed or not. 

Mr. Kenney. Do you have any suggestions to make for the correc- 
tion of this evil ? 

Mr. Jounsron. Yes. There would be several. 

Mr. Kenney. Well, briefly, would you like to make a statement on 
that? 

Mr. Jonnstron. To begin with, I think it starts with the selling pro- 
cedure. That should be tightened up. I might add in this respect 
that this particular practice of this home-demonstration procedure is 
to us such evidence of deceptive practices that when any inquirer asks 
us about a given company, and through interrogation we learn that 
such an approach has been made, we bluntly warn them to stay away 
from any concern following that procedure, so I should say that it 
should begin there, and then as has been indicated, it should be tight- 
ened up all along the way. 

Mr. Kenney. That is all I have. 

The Cuarrman. Thank you very much, Mr. Johnston. We might 
have some questions later if you want to remain around. 

The next witness will be Mr. Harry Cane of Cane Enterprises and 
Associates of Chicago, Il. 

Mr. Cane, will you be sworn, please? Do you solemnly swear the 
testimony you are about to give will be the truth, the whole truth, and 
nothing but the truth so help you God? 


TESTIMONY OF HARRY CANE, CANE ENTERPRISES & ASSOCIATES, 
CHICAGO, ILL. 


Mr. Caner. I do. 

The Cramman. Thank you, sir. 

Will you be seated and give your full name and address to the 
reporter for the record ? 

Mr. Caner. Harry M. Cane, 3558 Pine Grove. 

The Cuamman. Mr. Cane, you are listed here as the owner of Cane 
Enterprises & Associates; is that true? 

Mr. Cane. I was. 

The Cuarrman. You were the owner of that? 

Mr. Canz. That is now a defunct company, Senator. 

The Cuarrman. It was organized for what purpose ? 

Mr. Caner. For a selling organization only. 

The Cuarrman. A selling organization { 

Mr. Cane. Yes. 

The Cuairman. To sell what and for whom ? 

Mr. Cane. To sell roofing and siding and remodeling for various 
contractors and brokers. 

The CHatrMan. For various contractors ¢ 

Mr. Caner. Yes. 

The Crramman. Will vou give us the name of the chief contractors 
and brokers that you sold for? 

Mr. Caner. Yes. T sold for Carmen Roofing & Siding. 

The Cuatrman. How do you spell that? 

Mr. Caner. C-a-r-m-e-n. 

The Cuatrman. Carmen Roofing & Siding. 
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Mr. Cane. Yes. 
The Caiman. What was their address 4 
Mr. Cane. 3833 West Chicago Avenue. 
The Cuamman. Who was the principal owner of that ¢ 
Mr. Canr. Mr. Carmen Ginado. 
The Cuatrman. Who else did your Cane Enterprises & Associates 
sell for? 
Mr. Cane. As an organization here in Chicago, that is all in 
Chicago. ; 
The Cuamman. Who did you sell for outside of Chicago? 
Mr. Cane. We sold for Durable Roofing & Siding in Seattle, Wash. 
The Cuatrman. Who is the principal owner of that? 
Mr. Caner. Mr. Ernie Sia tian, 
The Cuairman. How do you spell Stoppleman ¢ 
Mr. Cane. S-t-o-p-p-]-e-m-a-n. 
The Cuarrman. What was their business ¢ 
Mr. Cane. In the same business, contractor-dealer. 
The CuairmMan. Who else did you sell for? 
Mr. Cane. Atlas & Co., of Houston, Tex. 
The CHatrman. Who was the principal owner of that? 
Mr. Cane. Mr. Mike Atlas. 
The CuatrmMan. Who else did you sell for outside of Chicago? 
That is, where the home office was located outside of Chicago? 
Mr. Cane. Rockwood Insulation Co., Birmingham, Ala. 
The Cuainman. Who is the chief owner of that? 
Mr. Cane. Mr. Richard McBride. 
The Cuatrrman. Who else did you sell for outside of Chicago? 
Mr. Caner. I represented a specialty item known as Alside, Inc. 
The Cruatrman. Alside? 
Mr. Cane. Alside Aluminum, Inc. 
The Cuamman. Where are they located ? 
Mr. Cane. Akron, Ohio. 
The CHamman. Who is the chief owner or the officers of that 
company ¢ 
Mr. Cane. Mr. Jerome Kauffman, is the president, Mr. Lewis Mains 
is the attorney and vice president, Mr. Arthur Mental is the executive 
vice president and Mr. Lou Eisen is the executive vice president. 
The Cuarrman. Lou Eisen? 
Mr. Cane. Yes. 
The Cyaan. Is that the same Lou Eisen who was unable to 
testify today because of sickness? 
Mr. Cane. Yes. 
The Cuatrrman. You sold for him ? 
Mr. Cane. I sold his product. In other words, I specialized with 
my sales organization on Vis product. 
The CHarrmay. Is that all the companies you represented ? 
Mr. Cane. As far as I know here, yes. 
The Cuatrman. Mr. Cane, when was Cane Enterprises & Asso- 
ciates organized ? 
Mr. Cane. To the best of my recollection, in 1948. 
Mr. Srmon. 1948? 
Mr. Cane. And 1949. 
Mr. Srmon. Was Cane Enterprises a sort of a master selling organi- 
zation ? 
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Mr. Cane. It wasa selling organization developed of friends of mine 
who were good contract salesmen in the business. 

Mr. Simon. Is what you are saying that you had collected a lot of 
salesmen, and when a businessman ws vanted ‘a crew of salesmen for a 
particular area he got in touch with you and then you moved into 
the area with the crew of salesmen ? 

Mr. Cane. Yes, sir. 

Mr. Simon. And you were sort of the sales manager for the crew? 

Mr. Cane. I was the sales manager for the crew, yes. 

Mr. Simon. Was Richard Vidaver one of your salesmen ? 

Mr. Cane. He joined me for a very short time, and stayed with me 
a very short time, when I went to Houston, Tex. 

Mr. Srwon. Then he formed his own business called United Re- 
search & Engineering. 

Mr. Cane. Yes. 

Mr. Simon. How long did that company stay in business ? 

Mr. Cane. I believe about a year and a half. 

Mr. Simon. Duri ing what period was that year and a half? 

Mr. Cang. 1953 and 1954, maybe the latter part of 1952. I know 
it is about a year and a half, very recently. 

Mr. Simon. They were in business up to the spring of this year, is 
that right ? 

Mr. Cane. Yes. 

Mr. Sron. Did these sales crews that you contracted for operate 
on a par basis? 

Mr. Cane. Yes. 

Mr. Srwon. By “par” we mean that the dealer would give you a price 
which was par and you and your salesmen got ev erything you could 
eet from the homeowner above par? Is that r ight ? 

Mr. Cane. Presumably so, yes. 

Mr. Srwon. Then was your deal with the salesman that he got 75 
percent of the excess over par and you got 25 percent ? 

Mr. Canr. I got 25 percent of the salesman’s profit, and for that—— 

Mr. Stwon. That was everything over par. 

Mr. Cane. That was everything over par. 

The Cuamman. Let’s clear that up. You mean for example this 
Alside Co., this siding company would give you or say to you, “Get us 
a hundred doll: Urs,’ let's say, “a unit.” 

Mr. Caner. No, excuse me, Senator, rather than that the dealer, or 
the Alside Co. would set up the par with the dealer. 

The Cuatrman. With their dealers? 

Mr. Canr. And I would get the par from the dealer. 

The CHARMAN. Say it w “ould be a hundred dollars a unit. 

Mr. Cane. Let’s say the unit was $50, the par, and I would advise 
my salesmen to get whatever the customer can afford up to let’s say 
S100. 

The Crrateman. Then you and the salesman would divide $504 

Mr. Cane. No. I would get 25 percent of the salesman’s profit. 

The Cuarrman. Which would be $50? 

Mr. Cane. For the service that I performed. 

The CuarrmMan. In the example that we used it would be 25 percent 
of S50? 

Mr. Cane. Twenty-five percent of $50, that is right. 

The Cuarman. Using your example. 
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Mr. Canr. That is right, sir. 

The Cuaman. Did you have that sort of an arrangement with all 
these companies whose names you just mentioned to us a minute ago 
and put in the record ? 

Mr. Caner. Yes, sir. I have some exhibits here, some contracts. 

Mr. Stmon. Your first client, if we may use that term, in Chicago, 
was Carmen Roofing, is that right ? 

Mr. Cane. Yes. 

Mr. Sion. Did Harry Nassan introduce you to the Carmen Roofing 
Co. ? 

Mr. Cane. No, sir. 

Mr. Sraon. Who did? 

Mr. Cane. Mr. Lou Eisen. 

Mr. Simon. Lou Eisen introduced you to Carmen ? 

Mr. Canr. Yes, sir. 

The Cuairman. That is the same Eisen ? 

Mr. Cane. That is the vice president of Alside, Inc. 

The Cuatrman. That was unable to appear here this morning ? 

Mr. Cane. Yes, sir. 

Mr. Sruon. Mr. Kane, did you operate with Alside in this manner ? 
That they would go out to a dealer and sell him a load of aluminum 
siding, and at the same time they sold him siding they told him they 
would put him in touch with a crew of salesmen who could sell the 
siding for him before the invoice became due and you would be put 
in touch with that dealer and you would move into the area with your 
crew of salesmen and in a short time they would blanket the area and 
sell the entire carload of siding? 

Is that substantially the way it operated ? 

Mr. Cane. That is right. 

Mr. Simon. And was that Alside Aluminum Co.? Is that the 
right name ? 

Mr. Cane. Alside, Inc., it says here. Incorporated. 

Mr. Simon. Incorporated? Alside, Ine. 

When they sold a job you would move in with your crew of salesmen 
to saturate that area ¢ 

Mr. Cane. Yes, sir. 

Mr. Simon. Isn't it true that you had to sell all that the area could 
consume in a relatively short period of time, because the homeowners 


had to be sold while the product was new and before they knew all 
about it ¢ 


Mr. Caner. Yes, sir. 

Mr. Simon. Now, how many salesmen worked for Cane Enterprises 
& Associates from 1948 or 1949 when you set it up until it went out 
of business ? 

Mr. Cane. I would say as a total about 12. I never at 1 time had 
more than 8, but men leaving or firing, I had about 12. 

Mr. Stwon. How many of those 12 had criminal records before the 1V 
were hired ? 

Mr. Caner. I did not know they had criminal records before they 
were hired, Mr. Simon. 

Mr. Simon. Well, how many of them, whether you found it out 
before or after, how many of them had had criminal records before 
they were hired? 

Mr. Cane. I learned three of them did. 
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Mr. Simon. Three of the twelve. , M 
Mr. Cane. Yes. Sim 
Mr. Sruon. The other nine? A 
Mr. Cane. The other nine I still don’t know whether they have a / Tan 
criminal record or not. he h 
Mr. Stmwon. You don’t know whether they do or not. : . mins 
Are these among the salesmen who worked for you: Charles Tanner? Insu 
Mr. Cane. Yes. of 1k 
Mr. Simon. Jack Harwood ? M 
Mr. Cane. Yes, sir. . ingte 
Mr. Stwon. Jack Levin? requ 
Mr. Cane. Yes, sir. Mi 
Mr. Stmon. Jack Richards? Mi 
Mr. Cane. Yes, sir. M 
Mr. Simon. Richard Vidaver ? Tann 
Mr. Caner. Yes, sir. Mr 
Mr. Srmon. Thomas Mordeau. be re 
Mr. Cane. Yes, sir. Mr 
Mr. Stmon. Hack Miller? Mr 
Mr. Cane. Yes, sir. Mr 
Mr. Srmon. Robert K. Adelman? whet! 
Mr. Cane. No, sir. Mr 
Mr. Simon. He didn’t work for you? Mr 
Mr. Cane. No, sir. Mr 
Mr. Stmon. Joseph Bernstein ? is he « 
Mr. Caner. No, sir. Joseph Bernstein did not work for me. He Mr. 
worked for Jack Richards. Mr. 
Mr. Simon. He worked for Jack Richards? Mr. 
Mr. Caner. Mr. Richards worked for me and Mr. Joe Bernstein 2 who w 
worked for Jack Richards as a canvasser. >» FHA 
Mr. Stmon. Sort of a subsalesman ? of son 
Mr. Cane. In other words, I did not pay him. the co 
Mr. Simon. But he sold on your crew ? attorn 
Mr. Caner. Yes, sir. pay of 
He was part of Mr. Richards’ crew. Mr. 
Mr. Simon. Now, is Jack Richards who worked for you also known Mr. 
as Jack Fogelson ? Mr. 
Mr. Caner. Yes, sir. Mr. 
Mr. Simon. Did you know that at the time they were working for I doi 
you, that Tanner was on the precautionary list of FHA ? Mr. 
Mr. Cane. No, sir. clippin 
Mr. Simon. You know that now, don’t you ? paragr 
Mr. Caner. I know that, and I was the one responsible for attempting je It is 
to get Mr. Richards—Mr. Tanner—off to the precautionary list several : Richa: 
years ago. tax trial] 
Mr. Simon. As a matter of fact, you tried to get him off the pre- ter. Vir 
cautionary list in Chicago and you went to Flanagan and failed? asked bj 
Mr. Caner. Yes, sir. ee ae 
The Cuarrman. Who is Flanagan ? q Then he 
Mr. Caner. He is the second in command at the FHA. Be Mr. ( 
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Mr. Caner. There is quite a story in conjunction with that, Mr. 
Simon. 

At the time I went to Flanagan I went in all good faith and Mr. 
‘Tanner, his wife, was going to have another baby and I didn’t know 
he had a criminal record at the time. He had came up from Bir- 
mingham, Ala., where I met him at the time I was with Rockwood 
Insulation. I met him socially there, and it is evidently in April 
of 1949. 

Mr. Stwon. But Arthur Frentz, who was the top man in Wash- 
ington, for title I, did take him off the precautionary list at your 
request ¢ 

Mr. Cang. Yes, sir. 

Mr. Stuon. Now, Harwood 

Mr. Cane. Lagreed to be morally and financially responsible for Mr. 
Tanner’s future tactics after that. 

Mr. Srwon. Frentz took him off on your assurance that you would 
be responsible? 

Mr. Cane. That is right. 

Mr. Sruon. Jack Harwood—was he on the precautionary list? 

Mr. Cane. I don’t believe so. He is now deceased. I don’t know 
whether he was or not. 

Mr. Simon. Don’t you know that he was, Mr. Cane? 

Mr. Cane. I don’t know. 

Mr. Stmon. Was Mr. Jack Richards also known as Jack Fogelson; 
is he on the precautionary list? 

Mr. Cane. I don’t believe he is. 

Mr. Stwon. What about Vidaver? 

Mr. Cane. I believe he was, and since this past year, Mr. Vidaver, 
who was put on the precautionary list for the reason that he owed the 
FHA $2,500, and had never repaid it, and then went into bankruptcy 
of some type, and that debt was declared null and void, I believe, by 
the courts. He still, in turn, at possibly my instance, sent the district 
attorney of Chicago, Mr. Tekin, I believe it is, a check for $2,500 to 
pay off his obligation to FHA. 

Mr. Stwon. You say Vidaver went bankrupt? 

Mr. Canr. He went bankrupt sometime ago. 

Mr. Stwon. Wasn’t he a wealthy man ?¢ 

Mr. Cane. No, sir. 

I don’t believe Mr. Vidaver ever had any wealth. 

Mr. Simon. I am surprised at that, because I have a newspaper 
clipping here, dated June 16, 1951, which I would like to read two 
paragraphs of. 

It is dated Los Angeles: 





Richard Vidaver, Chicago contractor, testified today at Mickie Cohen’s income- 
tax trial that he once mailed the gambler $5,000 in cash in an unregistered let- 
ter. Vidaver called as Cohen’s defense began in Federal court, told of being 
asked by Mickie’s brother Harry, in Chicago, in 1948, to help out Mickie with 
some money, $5,000 or so— 


Then he mailed it. Is that the same Richard Vidaver? 

Mr. Cane. That is the same Richard Vidaver. I wouldn’t call 
that a wealthy man in times like these. He did that favor, and I be- 
lieve he strapped himself at the time he loaned that money. I don’t, 
frankly speaking, know if Mr. Vidaver ever had more than $10,000 or 
$15,000 at one time. 
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Mr. Sraron. But he mailed $5,000 in cash in just a plain envelope to 
your brother? 

Mr. Cane. I presume so; yes, sir. 

Mr. Sruon. At least, that is what he testified to. 

Mr. Cane. Yes, sir. 

Mr. Strwon. What about Hack Miller? Was he on the precau- 
tionary list? 

Mr. Canr. I have heard. T have heard from the boys on the street 
that he was, but I don’t know whether he is or not. 

Mr. Srmon. Mr. Cane, did your salesmen—and I don’t mean to 
put any connotation on “your salesmen” but the salesmen who worked 
in your crews; did they get completion certificates signed in blank 
from homeowners when they made these sales? 

Mr. Cane. That definitely was a strict rule that I insisted that they 
never at any time do, and I am sitting here now and I am willing to 
bet that not one of my men ever got a completion ticket siened in 
advance. 

Mr. Sraron. You are certain of that? 

Mr. Canr. I would be willing to swear for any one of those men. 

Mr. Stwon. Did 

Mr. Cane. I don’t know what other tactics they used. I wasn’t in 
the home with them. 

Mr. Simon. Did any of your salesmen ever use the model-home 
pitch ? 

Mr. Cane. I believe so. 

Mr. Suwon. How frequently? 

Mr. Caner. Again, Mr. Simon, I was not at the homes with them, 
but knowing the business as it has gotten to be 

Mr. Stwon. That was routine? 

Mr. Caner. I would say it was routine, whether I objected to it or 
not, probably would not have mattered. 

The Cuamrman. You say your salesmen did use this model-home 
technique? Did these companies that you were acting as agents for 
know and encourage you to use that technique as their s salesmen ? 

Mr. Cane. Senator, I would say in this business, it has become an 
amazing business. I have learned probably more about the business 
now since I am out of it, and have learned some of the possibilities 
that were in this business—I am sorry I didn’t take advantage of it 
now. I wish I had known then what I know now. I have been out 
of the business for 4 years. I was put out of the business actually. 
It was a selling tactic, that I just hear the gentlemen from the bet- 
ter business bureau testify, it was a selling t: wctic that the better busi- 
ness bureau knew about for the last 10 or 15 years, ever since FHA 
has been in action. 

Mr. Stwon. Do you think FHA knew about it, too? 

Mr. Canr. FHA definitely knew about it. I have a letter here from 
Mr. Kelly, who is now deceased, who was for merly the administrator 
here for FHA. Iam glad I have saved some of these things. I hunted 
this up. 

The Cuarmman. My question was, and of course you are answering 
it, is whether or not these companies that you represented knew about 
this and you say they did. 

Mr. Cane. Yes, sir. 

The Cuamman. You said FHA knew about it? 
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Mr. Cane. FILA knew about it, and the banks knew about it. 

The Cuarrman. Do you think the banks who were discounting this 
paper knew about it ¢ 

Ma. Gane. Yes, sir. 

The Crarruan. This is a letter from the Federal Housing Ad- 
ministration. This is dated June 6, 1950, Carmen Roofing & Siding 
Co., 8830 West Chicago Avenue, Chicago, Carmen Ginado. 

Is this Carmen Roofing & Siding Co. one of the companies you 
represented ¢ 

Mr. Cane. Yes, sir. 

The Cuarrman. Who is Ginado? 

Mr. Cane. Carmen Ginado. 

The CHaArrMAN (reading) : 

We refer you to our recent conference concerning the operations under title 
I insurance program as well as to recent conference with Mr. Harry Cane and 
Mr. Tanner. In our conference with you as you will remember as well as in our 
conference with Mr. Cane, we attempted to bring out that the dissatisfaction 
lHA has with model house selling practices. From experience, we know that 
the model house and the many variations of the bonus type of selling ultimately 
leads to—which places the title I program in an unfavorable light with dis- 
appointed buyers and established dealers who employ conventional sales methods, 
This will further emphasize the point of our conversation, et cetera, and we do 
not care to insure paper originating under such circumstances. You are there- 
fore counseled to discontinue in the future the use of this type of selling practice. 

Mr, Cane. Yes, sir. The letter was sent out to probably 

The CiiairMAN, Mr. Kelly knew back in June of 1950 how you were 
selling. 

Mr. Cane. Mr. Kelly knew back in, I would say 1940 that these 
practices were going on. 

The Cuamman. And he knew on June 6, 1950, that you were in 
the business? 

Mr. Cane. That is right. 

The Citarman. That you were selling? 

Mr. Cane. Yes, sir. 

Mr. Simon. Did he put either you or Carmen on the precautionary 
list ? 

Mr. Cane. No, sir. 

The CiairmMan, Is this practice still going on today ? 

Mr. Cane. I would say yes, Senator. 

Mr. Srmon. Mr. Cane, in 1951, did you send a crew of salesmen to 
Texas? 

Mr. Cane. Yes, sir. 

Mr. Suwon. Eight of them ? 

Mr. Cane. Yes, sir. 

Mr. Simon. That was Charles Cohen ? 

Mr. Cane. Yes, sir. 

Mr. Sruwon. Richard Vidaver? 

Mr. Cane. Yes, sir. 

Mr. Stwon. Joe Bernstein? 

Mr. Cane. Yes, sir. 

Mr. Stmon. Jack Oblavin? 

Mr. Cane. Yes, sir. 

Mr. Simon. Alias Jack Oblevin. 

Mr. Cane. Yes, sir. 

Mr. Stuon. Thomas Newton Mordue? 

Mr, Cane. Yes, sir. 
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Mr. Ston. Robert Cramer, alias Robert Adeiman ? 
Mr. Cane. I don’t know that gentleman. He wasn’t in that 


organization. 
Mr. Smon. You don’t know him ? 
Mr. Cane. a sir. 
Mr. Srmon. .- — Richards, alias Ferguson ? 
Mr. Cane. Fogelson. 
Mr. Stwon. And Fogelson. 


Mr. Cane. Yes, sir. 

Mr. Stmon. Irving Horowitz? 

Mr. Cane. I don’t know that gentleman. 

Mr. Stuon. You don’t remember him ? 

Mr. Cane. No. 

Mr. Ston. Do you know how come the six that you did send hap- 
pened to get arrested with two strangers ? 

Mr. Cane. This was the first I have learned there were two strangers 
in that group that were arrested. This is the first time I learned 
that. I have all the newspaper clippings from that arrest there. and 
those names were never mentioned. I don’t know where you got them. 

Mr. Sraon. Did you know that each of the people I mentioned has 
an FBI record ? 

Mr. Caner. No, sir: I did not. 

Mr. Spron. Do vou know Tony Valoni, Jr. 

Mr. Cane. Tony Valoni, Jr., I believe ‘hat is the gentleman. that 
has a restaurant there. 

Mr. Sraon. In Houston, Tex. 

Mr. Cane. Yes, sir. 

Mr. Stwon. What connection did he have with this crowd? 

Mr. Cane. He had no connection with the crowd. 

Mr. Srwon. Why would they give him a note to call you when they 
were put in jail? 

Mr. Cane. Well, that story goes back to the sheriff of Houston, Tex. 

I didn’t know Mr. Valoni, never met him personally until I got 
a telephone eall from my brother, informing me that as long as I 
can’t get any place with the sheriff, to release my men, I—I was not 
there at the time, sir. I was in Chicago. 

Mr. Sraron. The note they gave Valoni, said, 
gan 2-1385,.” = 

Mr. Caner. I don’t know where that could have been. You would 
have to check with the phone company. 

Mr. Stwon. We have already done that. 
Cane at 1255 North State Street. 

Mr. Canr. Yes, sir. 

Mr. Smron. Apartment 95. 

Mr. Caner. Yes.sir. I forgot the number. That is several years ago. 

Mr. Stuon. This is 1951, February. 

Mr. Cane. Yes, sir. 

Mr. Stuon. Now, why would those people give that message to Mr. 
Valoni? 

Mr. Cane. Evidently Mr. Valoni had made contact with the men, 
possibly after my brother h: - heard the publicity over the telephone. 
He called to see if we couldn't get the’ men released because those 
men were arrested for no other charge but that thev were a group of 
Mickie Cohen’s henchmen who came to open a gambling empire in the 
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city of Houston, Tex., under the guise of operating a roofing and 
that siding front. 
Che Cramman. Let me ask you, They were there to sell roofing and 


, siding ? 
Mr. Cane. I sent them there. 
. The CuatrmMan. For what company ? 


Mr. Cane. For Atlas & Co., of Houston, Tex. 
The CuairMan. For Atlas & Co., of Houston, Tex. 
Mr. Cane. Yes, sir. 


; The Cratrman. Who sold the Atlas Co. in Houston, Tex. ? 

Mr. Canr. Well, Alside, Inc., originally sold them. 

The CuatrmMan. Who in Alside went. down and made the contract ? 

Mr. Caner. Mr. Lou Eisen. 
hap- The CuatrmMan. Then Mr. Lou Eisen sent your crew down to 

Houston to dispose of the merchandise that he, Eisen, sold to the 

ngers Atlas Construction Co., of Houston ? 
ined Mr. Cane. Well, it worked this way, Senator. 
and Mr. Lou Eisen would make the original contact for the sale and 
them. then contact me to bring down so many men to such and such a city, 
d has to dispose of the material that he sold. 


The Cuamman. Is that what happened in this instance, that took 
these gentlemen to Houston ? 
Mr. Canr. No. This happened—this instance that you are talking 
1. that about, Senator, happened in 1951, I believe. 
Mr. Stmon. That is right. 
Mr. Cane. It happened in 1951. The time that I was—the Alside 
niaterial was originally sold in Texas, was that date up there, 1948 or 


1949. 
5 The Cramman. We had the 13th. This letter is from J. M. Atlas 
n they ’ & Co., contractors, of Houston, Tex., addressed to “Dear Harry” 
; that is you? 
.. Tex. Mr. Cane. Yes, sir. 
I got The Cramman. Signed by Mike. Who is Mike? 
yas I Mr. Caner. Mike Atlas. Atlas is their true name. It was not a 
as not ™ trade name. 
Mr. Srvon. Was that his real name? 
Michi- Mr. Cane. Mike Atlas. 
Mr. Stwon. Was that his real name? 
would Mr. Cane. I believe so. 
Mr. Srixon. Is that the name his mother and father had before he 
Harrv was born? 
Mr. Cane. That I wouldn’t swear to. 
h The Cratrman. This Atlas Co. was at Houston. They had an 
office in Ashville, Minneapolis, and Port Arthur. Is that the Atlas 
© 


Co. here in Chicago? 

Mr. Cane. No, sir 

The Cratmrman. A different Atlas Co. ? 
to Mr. Mr. Cane. Yes, sir. hog, 4 | 
7 Mr. Suwon. Prior to your operating this Cane Enterprises in Chi- 
cago, were you in a similar business in California ? 


rs Ago. 


1e men, . 
»phone Mr. Caner. I was in the paint business in California for a very short 
e those period of time. 


Mr. Simon. That is the Plastic Coat Co. in Los Angeles? 


roup of ; 7 ; 
I Mr. Cane. Yes, sir. 


e in the 
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Mr. Srwon. Was that in 1941? 

Mr. Cane. I believe that is the year. 

Mr. Simon. Was that selling plastic coats for homes ?¢ 

Mr. Cane. It was a paint, with a plastic composition. 

Mr. Simon. And sold for home improvements ? 

Mr. Cane. Sold for the exterior of stucco and asbestos homes. 

Mr. Simon. Under the title I program ? 

Mr. Cane. I don’t remember that far back, whether it was under 
title Lor not. In California they have a State contractor’s board. 

Mr. Stwon. That has nothing to do with the financing. 

Mr. Cane. I think that was done through the Bank of America. 

Mr. Srwon. Was it guaranteed by FHA? 

Mr. Cane. It might have been. 

Mr. Stwon. And financed by the Bank of America. 

Mr. Cane. Yes, sir, at Seventh and Hoover, 1 believe was my 
contact. 

Mr. Simon. As a matter of fact, do you know out there that Atlas 
Construction Co. and Superior Construction, those companies—— 

Mr. Cane. I didn’t know any of those companies, and still don’t. I 
have been away from there for many years. 

Mr. Stmon. The Cattle State Contractors’ Licensing Board can- 
celed the license of Plastic Coat and that put them out of business; is 
that right ¢ 

Mr. Caner. That is right, sir. 

Mr. Simon. Then did you organize in California Concreta Co. ? 

Mr. Cane. Kon-Kre-Kota. 

Mr. Stmon. Kon-Kre-Kota Co. I didn’t organize that. One of the 
painters who was working for me, under Plastic Kote, had this for- 
mula, made out of a cement mixture called Kon-Kre-Kota, and he 
wanted to go in with me and have me promote it and he will manu- 
facture the product. That was right in with the same company. 

Mr. Simon. Did that actually happen, that you promoted that 
product ¢ 

Mr. Cane. I promoted that product for, if T recall right, for no 
more than 30 days, because the State contractors board revoked my 
license. 

Mr. Simon. Now was Kon-Kre-Kota Co. a blind for your brother’s 
bookie operations 4 

Mr. Cane. No, sir. 

Mr. Sivton. It is true, though, that your brother shot a man in the 
offices of Kon-Kre-Kota; is that right ¢ 

Mr. Cane. That is what I understand. 

Mr. Simon. You weren't there? 

Mr. Cane. I was not there, sir. Asa matter of fact, I was out of 
business at that office. Tle used my office. 

Mr. Srvon. He used your office 4 

Mr. Cane. Yes. I was out of business at the time. If you will 
check with the State contractors revocation of my license, if you will 
check with that date and check with the date of that shooting, you 
will find that I was out of business, 

Mr. Sisron. Was your brother using your office for a bookie opera- 
tion then ¢ 

Mr. Cane. I don’t know what he was using it for, but he used to 
come in and visit with me, and when I gave that office up, or I had 


o 


iw 





som 
leas 
Tdi 
abo 
fur 
at it 
M 
evel 
M 
M 
M 


M: 
hom 
sold 

Mi 
closi: 
goin; 
woul 

Mi 

Mi 
to ele 

Mi 
drivi 
persa 

Mr 
pene¢ 
Mr 
throu 
happ 
Th 
Mr 
all t! 
Mr 
Mr 
hund 
the hi 
Th 
Mr. 
Mr. 
emplc 


Mr. 








e 


18 
l- 


it 


ne 


of 


ill 
ill 


ou 


fa- 


ad 


FHA INVESTIGATION 2381 


some furniture that cost me several hundred dollars, and T had my 
lease which was still good for several months, my brother at that time— 
I didn’t know what bookmaking was, and I still don’t know too much 
about horses—but at that time he asked me whether he could buy my 
furniture and complete paying on my lease for the office. I jumped 
atit. I thought that was a good opportunity to get out from under it. 

Mr. Sraon. Was one of the practices—let me say this—have you 
ever heard the phrase “dynamiter” ? 

Mr. Cane. Yes, sir. 

Mr. Simon. What is a dynamiter ? 

Mr. Caner. A dynamiter is supposedly a high-pressure salesman. 

Mr. Simon. In the home-improvement business ? 

Mr. Cane. Yes, sir. 

Mr. Srmon. A suede-shoe salesman; is that another name? 

Mr. Cane. The same term, in different phraseology. 

Mr. Simon. Would you say it was fair to describe these salesmen 
that were in your crews as dynamiters, or suede-shoe salesmen ? 

Mr. Cane. I presume so. That is the term that has been given to 
this type of selling. 

Mr. Stmon. Now, was it normal for the dynamiters, if need be, to 
offer the homeowner a commission, or a bonus to close the deal? 

Mr. Cane. I believe so. 

Mr. Simon. And that was, in effect, a bribe to the homeowner, wasn’t 
it? 

Mr. Cane. I don’t know how it was classified. I was not inside the 
home with the man. It would be hard for me to tell you how it was 
sold or how anybody sold this business. 

Mr. Simon. Was this the normal practice of the commission for 
closing, that if the deal was, say, par was $500, and the salesman was 
going to charge him $900, and it got a little difficult to close it, so he 
would pay them $300 in cash and make the loan for $1,200? 

Mr. Cane. I heard that was part of the practice, yes, sir. 

Mr. Simon. That was reasonably einai when they needed that 
to close the deal, wasn’t it ? 

Mr. Cane. Well, evidently, Mr. Simon—I don’t know what you are 
driving at and I don’t want to become involved in anything because I 
personally was not in those homes. 

Mr. Stmon. I am merely trying to show the practice of what hap- 
pened, Mr. Cane. 

Mr. Cane. Evidently the “live dealers,” as we would call them 
throughout the country, and this not only happened in Chicago, but 
happened nationally, the live dealers—— 

The Cuatrman. Live dealers? 

Mr. Caner. Red-hot dealers, or whatever you want to call them. I 
call them a live dealer. 

Mr. Simon. The kind of dealer who uses dynamiters. 

Mr. Cane. As Mr. Johnson stated before, he thought there were 
hundreds of dealers in Chicago and there are only five live dealers in 
the hundreds. 

The CuarrMan. In Chicago? 

Mr. Cane. In Chicago, I presume, yes. 

Mr. Srwon. In other words, you are saying a live dealer is one that 
employs dynamiters? 

Mr. Cang. I presume so. 
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Mr. Srmon. In the case, Mr. Cane, where they added a bonus or a 
commission, the note that the homeowner signed woula include not 
only the dealer’s price and the salesman’s commission, but also the 
amount of the bonus; is that right ? 

Mr. Cane. I didn’t get that. Will you explain it? 

Mr. Srmon. In the case in which they paid the homeowner a com- 
mission, or a bonus, to close the deal—do you understand what I mean ? 

Mr. Cane. Yes, sir. 

Mr. Sumon. In that case would the note that the homeowner signed 
include not only the dealer’s price and the salesman’s commission, but 
also the amount of the cash bonus? 

Mr. Cane. Well, there was a supposition as to how much the amount 
of the cash bonus would be. That was problematical, and I presume 
that an additional amount was added into the original price in order 
to possibly take care of any payment of bonuses. 

Mr. Simon. Than that whole amount would be in the note, wouldn’t 
it? 

Mr. Cane. I presume so. 

Mr. Simon. And that note would be sold to a banker under the title 
I program ¢ 

Mr. Cane. Yes, sir. 

Mr. Sron. Of course, the Government then guaranteed the full 
amount of the note? 

Mr. Cane. They guaranteed 90 percent of the amount of the note. 

Mr. Simon. Actually 100 percent, if the bank hand been in business 
for any substantial period of time? 

Mr. Canr. Yes, sir. 

Mr. Stmon. Was it also prevalent if the homeowner resisted be- 
cause he wanted to use whatever funds he had to buy an automobile 
or maybe to buy some furniture, to maybe increase the home improve- 
ment loan to give him some cash for some unrelated purpose ¢ 

Mr. Canr. That is some of the practices I have heard about. 

Mr. Simon. Now this Alside operation that you spoke of earlier, is 
that still in business ? 

Mr. Cane. Yes, sir. 

Mr. Simon. How big an operation is it? 

Mr. Caner. Well, they are in the millions now. I don’t know. When 
I first started with them, they were just getting out of the red and 
into the black, presumably. 

Mr. Stwon. When was that? 

Mr. Cane. That is at the time Mr. Eisen joined the Alside, Inc. 

Mr. Stmon. What year was that? 

Mr. Cane. I would say 1948 or 1947, somewheres in there—prob- 
ably 1948. 

Mr. Sraon. What is Mr. Eisen’s operation in Chicago ? 

Mr. Cane. He is the district manager for everything from Chi- 
cago west to California. 

Mr. Srmon. For Alside? 

Mr. Cane. For Alside, Inc. 

Mr. Suwon. And he sells to the dealers in the area from Chicago to 
California; is that right? 

Mr. Cane. Yes, sir. 

Mr. Sraon. Is Alside’s siding product sold primarily through the 
use of what you would call live dealers? 
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Mr. Caner. It started out with that type of operation because 
otherwise it could not have been put over on the market. It was too 
high priced an item. Whether the actual cost of the products was 
low enough to meet competition, I don’t know, but they came out with 
it at a price that was practically, or more, in many cases, than the 
competitive—more than a hundred percent of the cost of the com- 
petitive items. | 

Mr. Simon. Mr. Cane, a little while ago I asked you if Vidaver 
worked for you and you said for a short period of time. Have you 
worked for him? 

Mr. Cane. Yes, sir. 

Mr. Stmon. When did you go to work for him ? 

Mr. Cane. Well, the early part of this year. I have been having 
a pretty rough time working in any of the places due to my being 
on the precautionary list, and I still don’t know what I am on there 
for. I would like to learn it. It is very evident I am on the pre- 
cautionary list for unfortunately being the brother of Mickey Cohen. 

Mr. Stmon. Do you remember the date you went to work for Vida- 
ver ¢ 

Mr. Cane. I believe in January or February of this year. 

Mr. Smon. And are you still working for him? 

Mr. Cane. He has been out of business. 

Mr. Stmon. During the time you were working for him, what were 
your duties? 

Mr. Cane. I was handling the telephone room. 

Mr. Simon. Handling the telephone room ? 

Mr. Cane. Yes. 

Mr. Srmon. What was the telephone room ? 

Mr. Cane. That is termed as the boiler room, to get leads. 

Mr. Stmon. What were your hours? 

Mr.Cane. Well, my actual working hours were from 5: 30 to 9. 

Mr. Simon. 5:30 to 9? 

Mr. Cane. 5:30 to 9. 

Mr. Simon. At night? 

Mr. Cane. Yes. 

Mr. Srmon. What did you do during that time? 

Mr. Cane. We had a crew of about from 15 to 20 telephone opera- 
tors, sitting in 1 room, making telephone calls, attempting to make 
appointments for salesmen. 

Mr. Simon. What is the telephone crisscross ? 

Mr. Cane. That is the book put out by the telephone company. I 
don’t believe it is available to the public. It is available to business- 
men. They get $30 or $40 for it. It gives the name and telephone 
number and street address of every telephone subscriber in the city of 
Chicago. 

Mr. Stmon. And through that book these girls would pick out people 
to call? 

Mr. Cane. All men; no girls. 

Mr. Srmon. Men would pick out people to call ? 

Mr. Cane. Yes. 

Mr. Simon. The idea was to make an appointment for a salesman to 
go out and see them? 

Mr. Cane. Yes, sir. 

Mr. Stmon. How many salesmen did they have ? 
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Mr. Cane. I would say about a half dozen. 

Mr. Simon. How many telephone people did you say you had? 

Mr. Cane. 20, 15 to 20. 

Mr. Simon. And only 5 or 6 salesmen going out ? 

Mr. Cane. Well, if I could break down, I would be glad to give it 
to you someday, the cost of selling, you would wonder—a little while 
ago you mentioned my 25 per cent of the salesmen’s profit. For that 
I} performed aservice. I paid the expense of getting that sale. 

Mr. Simon. Without denying for a minute that you people had 
costs, this method of operation certainly increased the price the home- 
owner paid for what he got, didn’t it? 

Mr. Cans. Yes, sir; the cost of getting that lead. In other words, 
that had to come out of the cost. 

Mr. Srmon. What was Unrico selling? 

Mr. Cane. A mastic coating, called the coating. 

Mr. Srmon. Mastic paint ? 

Mr. Cane. It can’t be brushed on; it has to be blown on. 

Mr. Simon. With a spraygun ? 

Mr. Caner. Yes; compressor. 

Mr. Stmon. Was it sold on the model home pitch ? 

Mr. Caner. Well, I was not out selling with them. I wouldn’t know, 
sir. 

Mr. Simon. Did the salesmen operate on par ? 

Mr. Caner. Yes, sir. 

Mr. Sion. What was par? 

Mr. Cane. $32. 

Mr. Stmon. Do you know of any cases in which, within 3 or 4 
months, the paint started peeling ? 

Mr. Cane. I have heard of those cases, and by the same token, I 
knew that these complaints were being taken care of within a period 
of no more than 72 hours. 

The Cuairman. Who manufactured this paint ? 

Mr. Cane. That I don’t know, sir. 

The CHarrMan. Was it this company that you worked for? 

Mr. Cane. Unrico, you mean? 

The Cu gS An. Yes, sir. 

Mr. Cane. No, sir. 

The Cramman. What was the name of the company that manu- 
factured it? 

Mr. Cane. They are right here in Chicago. I don’t have them. 
Mr. Vidaver had that, I think. 

The Cuarrman. You don’t know the name? 

Mr. Cane. No, sir. 

The CHatrman. What was the name of the product / 

Mr. Cane. Pliote, S-5. 

The CuHairman. How do you spell it? 

Mr. Cane. P-]-i-o-t-e, S—5. 

The Cuarrman. It was manufactured here in Chicago ? 

Mr. Cane. Known as Perlite, P-e-r-]-i-t-e. 

The Cuairman. Was it manufactured here in Chicago? 

Mr. Caner. Yes, sir. 

The Cuarrman. You do not know the name of the company? 

Mr. Canr. I don’t know the name of the company offhand. TI can 
get it for you. 
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The CHairrmMan. Will you find out for us and have it at 2 o'clock ? 

Mr. Caner. Yes, sir. 

The CHamman, It is very, very important because they knew that 
Mr. Vidaver and this company were selling their products. They 
knew, they certainly knew under, on what basis they were selling it. 

Mr. Canz. There are dozens of those companies here doing the same 
thing, sir. 

The CuarrMaNn. They are just as guilty as the salesmen or anybody 
else that had anything to do with it. 

Mr. Canz. I would be glad to get that for you. 

Mr. Simon. Do you know Jack Chisik ? 

Mr. Cane. No, sir. 

Mr. Simon. C-h-i-s-i-k, Jack, C-h-i-s-i-k ? 

Mr. Cane. Iknowof him. I don’t know him personally. 

Mr. Simon. Didn’t he work for you as a closer when you were 
canvassing in Detroit ? 

Mr. Cane. Definitely not. 

Mr. Sion. He didn’t. 

Now, Mr. Cane, I take it that the main thing—to go back a minute— 
these companies we have been talking about, like Unrico, they didn’t 
actually perform the application themselves, did they? Did they 
subcontract that work ? 

Mr. Caner. They had men that worked for nobody but Unrico. 

Mr. Semon. But they subcontracted to them; is that right? 

Mr. Cane. Yes, sir. 

Mr. Srwon. They had salesmen who had to sell for above par “n 
that was their profit and then they subcontracted at the other end; 
that right? 

Mr. Cane. Yes, sir. 

Mr. Simon. Now did the success of the operation depend on being 
able to get 100 percent of the amount of: the note from a bank 
promptly ¢ 

Mr. Cane. Yes, sir. 

Mr. Srmon. In other words, you had to pay the salesmen a commis- 
sion which frequently ran as high as 50 percent of the total cost? 

Mr. Cane. To answer that question, a little more explicitly, in the 
past several months, I believe, the FHA came out with a stringent rule 
that the homeowner would not have—the bank could not pay the con- 
tractor-dealer the amount of that note for 6 days after completion. 
That was a very fine rule and if the FHA had done things like this 10 
years ago, this investigation would never have been necessary. 

Mr. Stmon. Let’s take an example, Mr. Cane, of a $500 par. Let’s 
say the salesman sold a job for $900. What would the company like 
Unrico have to pay the subcontractor who did the work? 

Mr. Caner. Well, the labor and material costs. 

Mr. Stmon, What would that amount to when par was $500? 

Mr. Cane. It would ordinarily depend on how many hours of tuck- 
pointing. Tuckpointing isa little different than siding. 

Mr. Sruon. I appreciate you can’t be accurate, but where par was 
S500 

Mr. Cane. Are you trying to get at the owner’s profit ? 

Mr. Sraron. No; Iam trying to get at how much Unrico would have 
to pay to the salesman and subcontractor on completion of work. 

50690—54—pt. 3——40 
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Mr. Cane. I could probably break it down this way, as far as I 
know. The applicator would get $8 for 100 square feet for his labor. 

Mr. Simon. What would be the cost of the material ¢ 

Mr. Caner. The cost of the material would approximately run about 
$500 per 100 square feet. 

Mr. Sraon. That would be $13 per square foot for labor and mate- 
rial ? 

Mr. Cane. Yes, sir. 

Mr. Stuon. What was par a square? 

Mr. Cane. $32. 

Mr. Srwon. All right. 

Mr. Cane. Out of that came minor repairs, such as a piece of cement 
chipped, like tuckpointing and things like that. 

Mr. Stuon. The labor and material was some 40 percent of par? 

Mr. Cane. Labor and material; no. I would say even less. The cost 
is more than that. 

Mr. Srwon. $13 is 34 percent of $32. 

Mr. Cane. Well, the preparation work that had to be done in with 
the job suc h as mi: isking of the windows and labor for protecting of 
the flowers and tarpaulins that had to be bought, I would say if you 
figured a cost in there of about six or seven dollars per hundred square 
feet, you would be within reason. 

Mr. Simon. Then we are going to get up to about 60 percent ; is that 
right? 

Mr. Cane. I believe so; yes, sir. 

Mr. Stuon. Now. on 2 job ‘where par was $500, which would be a 
normal house, wouldn’t it? 

Mr:-Canr. Yes, sir. 

Mr. Srwron. For painting or siding? 

Mr. Canr. Yes, sir. 

Mr. Sruon. The salesman, let’s say, charged $900? 

Mr. Canr. Yes, sir. 

Mr. Stuon. Unrico, for example, would have to pay the salesman 
$400; is that right? 4 

Mr. Cane. Yes, sir. 

Mr. Stmon. They would have to pay the subcontractor $300 for 
the labor and materials? 

Mr. Cane. I presume so; yes, sir. 

Mr. Srron. So they w ould need $700 reasonably quickly? 

Mr. Cane. Yes, sir. 

Mr. Staon. Unless they could sell that paper to the bank for par, 
they couldn’t operate; is that right? 

Mr. Cane. That is exactly w hat is happening in this business today, 
Mr. Simon. 

Mr. Stwon. Isn’t it true that they had to get 100 percent? 

Mr. Cane. They had to get the money immediately. 

Mr. Ston. What bank did this ¢ ompany sell their paper to? 

Mr. Caner. I believe the State Bank of Evanston, I believe they 
sold or done their business with. 

Mr. Sron. The people we have been talking about here today are 
people, a great number of whom had long criminal records; is that 
right? 

‘Mr. Cane. Yes, sir; I wouldn’t say a great many of them; some 
of them. 
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Mr. Simon. Mr. Vidaver, for example, has a long criminal record ; 
doesn’t he? 

Mr. Cane. I don’t know how long it is. I knew when he was 
arrested in Houston is the first time I learned he had a criminal 
record, 

Mr. Stmon. Would you know he had been in jail in California, 
Georgia, and New York? 

Mr. Cane. I didn’t know that; no, sir. 

Mr. Srmwon. You know it now; don’t you? 

Mr. Cane. I didn’t know Mr. Vidaver for many years. I met him at 
thetime. I met him about a year before he went out to Houston. He 
used to work for a firm here in town. 

Mr. Stwon. You know now, don’t you, that he has been in jail in 
California, Illinois, and New York? 

Mr. Cane. I didn’t know that until just now. 

Mr. Srmon. At any rate, would people of that kind have difficulty 
vetting a line of credit at an established bank? 

Mr. Cane. Well, I would say so, if they drew a report, such as 
what I am running into. 

Mr. Stuon. What I am trying to find out, Mr. Cane, is whether 
people of this kind had to pay somebody to get their paper taken at 
the banks. 

Mr. Caner. I would have to say yes. 

The CHairMAn. For example, you had.a company, Cane Enterprises. 
What was your banker? 

Mr. Cane. My banker; I didn’t have a banker. The banker was 
obtained by Carmen Roofing & Siding, who was known as Security 
National Bank at Milwaukee, Ogden “and Chicago Avenues. 

The.CuarrmMan. Who was the banker for this company that you 
were recently with ? 

Mr. Cane. State Bank of Evanston. 

The CuarrMan. That handled the business for Mr. Vidaver under 
the name of United Research & Engineering ? 

Mr. Cane. Yes, sir. 

The CuarrMan. What is the name? 

Mr. Cane. State Bank of Evanston, Ill., the way it is listed in the 
book. 

The Cuatrman, They handled their business ? 

Mr. Cane. Yes, sir. 

The Cuatrman, Take this Atlas Construction Co. here in Chicago 
that had been indulging in these practices you have been talking 
about; is Mr. Eisen the head of that? 

Mr. Cane. Of Atlas and company ? 

The Cuatrman. Yes. 

Mr. Canr. No, sir; Mr. Eisen is merely connected with Alside, Inc. 

The CuatrmMan. Take that company, for example. They sent you 
to all parts of the United States? 

Mr. Cane. Yes, sir. 

The CratrMan. With your crews, to sell? 

Mr. Cane. Yes, sir. 

The CratrMan. Did they have trouble getting banks to finance 
their paper ? 

Mr. Cane. No; they managed to get ahold of dealers, live dealers, 
as we will call them, who had connections at the banks to get this 
paper through. 
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The Cuamman. Did they have to bribe someone to handle this 
paper? 

Mr. Cane. I would have to say, from my experience, yes, sir. 

The Cramman. Can you give us any concrete examples or any 
names of any bribing that you know of, or do you know of any 
directly ? 

Mr. Cane. Well, I would rather at this time—I know that this 
has been going on for many years, and I myself didn’t bribe anybody 
and I don't want to get involved in anything that might incriminate 
me personally, but I “know that all I can answer is this: Senator, to 
answer that question, emphatically, this business could not have pros- 
pered without that type of cooperation; namely, known as clout in a 
bank and a clout at the FHA. 

The Cratrman. A what ? 

Mr. Cane. A clout. 

The CHarrMan. How do you spell that # 

Mr. Caner. That is an underworld expression for a connection. 

Mr. Simon. When they had a clout at the bank, would that com- 
mission or bonus or bribe, whatever you want to call it, go to the bank 
itself or the lending officer in the bank who was the clout ¢ 

Mr. Cane. That would go to the loan officer, we call him. 

The Cuamman. Mr. Cane, did you make any effort to operate in 
Iowa? 

Mr. Cane. No, sir. 

The CHammMan. Do you know a Mr. Jack Wolfe and Mr. Lew 
Farrell ? 

Mr. Caner. I came through Iowa about 2 years ago, and I believe 
that was the second time I had ever met Mr. Jack Wolfe socially, and 
I Jearned he was connected with a company there. I did not stop to 
see Mr. Jack Wolfe. I stopped to see Mr. Charles Tanner, to collect 
some money that he owed me, that I needed for my trip. As a matter 
of fact, that is one of the reasons I came through Des Moines. 

At that time I met a Mr. Jack Wolfe there, who wanted to know 
where I was going, whether I — to continue to work—whether 
I intended to work in Des Moines. I said, “I didn’t come here for 
that purpose, Mr. Wolfe.” Asa cate of fact, if he walked in here 
now, I wouldn’t know what he looked like, but that name I recall. 
He says, “How would you like to go into Omaha for me?” And I said, 
“No, I don’t think we will.” I says, “I am going on to the west coast. % 

He says, “Why don’t you stop in Omaha and the next couple of days 
I will stop over and see you? You go to my office and go to work 
over there.” 

I refused to do that. 

The Cuamman. What time was that? 

Mr. Cane. I was only there 

The Cuatrman. What year? 

Mr. Cane. I would say 2 years ago. 

The Cuamman. Thank you, Mr. Cane. If you will just stand by, 
we may want you a little later. 

Our next witness will be Mr. Lew Farrell, of the Universal Build- 
ers, Inc., of Omaha, Nebr. 

(No response. ) 

The CuarrmMan. Our next witness will be Mr. Lew Farrell, of the 
Universal Builders, Inc., Omaha, Nebr. 
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this “(No response.) 
The Cuatrman. Mr. Farrell, please? 
(No response. ) 
a ; The CratrmMan. Does anyone know Mr. Farrell? Have you seen 
on? iim here this morning? Does anyone know whether he just stepped 
™ > out temporarily? 
this (No response. ) 
ody The Cuatrman. Does Mr. Farrell have an attorney here? 
nate (No response. ) 
Bg i The CuarrMan. Mr. Farrell is under subpena to appear before this 
‘weg ommittee at,this time. 
=e We will have to have the record show that he failed to appear and, 
herefore, is in contempt of the United States Senate and will be so 
ited before the Senate as being in contempt of the Senate. 
The next witness will be Mr. Jack Wolfe, General Builders, Inc., 
Universal Supply Co., National Builders, Inc., Aluminum Associates, 


ms Universal Builders, Inc., of Des Moines, lowa. Mr. Wolfe. 
aii nl ; 
The Cuamman. Is there anyone here who knows Mr, Farrell, or 


pank ; there anyone who knows whether Mr. Farrell has been here ? 
Mr. Wore. I do not think he has been here. 
ati The Cuairman. Do you know Mr. Farrell? 
as Mr. Wotre. I do not think he is scheduled until this afternoon. 
| The CuatrmMan. If he is here this afternoon, I will withdraw the 
ai ontempt citation, but if he is not here to testify today, then he cer- 
tainly will be cited for contempt. 
Si Mr. Wolfe, will you be sworn, please ? 
ana | Do you solemnly swear the testimony you are about to give will be 
yp to he truth, the whole truth, and nothing but the truth, <o help you God 2 
lect 2 Mr. Wotre. I do. 
dla « 
_— TESTIMONY OF JACK WOLFE, GENERAL BUILDERS, INC., 
now DES MOINES, IOWA 
av The Cuatrman. Thank you, sir. Will you be seated, please? 
oe 1 Give your full name and address to the reporter, — 
a : Mr. Wore. I am Jack Wolfe, 5400 Harwood Drive, Des Moines, 
° oOowa, 
a The CHAIRMAN, Your address, Mr. Wol fe. 
sal Mr. W oLFE. 5400 Harwood Drive, Des Moines, Towa. 
snails Phe Ciaiman, Are you connected with General Builders, Inc., of 
Des Moines ¢ 
Mr. Woure. I was. 
* The Cramman. Did you organize it? 
Mr. Wo tre. I did. 
° The CirarrMan. What was the business of General Builders, Ine. ? 
Mr. Wotre. Aluminum siding. 
ie The Cruatrman. And when was it organized ? 
? Mr. Wotrr. In 1951. 
wild- The CHatrman. When did you dispose of it? 
_— ~ Mr. Worre. 1953. 
The Crratmrman. Who did you dispose of it to? 
i Mr. Woxre. Liquidated it. 


The CHairman: Nobody bought it? 
Mr. Wotre. No. 
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The Cuarrman. Were you connected with Universal Supply Co.? 

Mr. Worrer. I was. 

Mr. Simon. Did you own that business? 

Mr. Woxre. Part of it. 

Mr. Stmon. Who were your partners? 

Mr. Worrr. I. M. Cohn. 

Mr. Stmon. Any other partners? 

Mr. Wo tre. No. 

Mr. Stmon. Do you still own that business ? 

Mr. Wotre. There is no business. 

Mr. Srwon. It has been liquidated ? . 

Mr. Wo rr. Yes, sir. 

Mr. Srmon. When was it liquidated. 

Mr. Worre. 1953. 

Mr. Simon. 1953? 

Mr. Wo tre. Yes, sir. 

Mr. Stwon. How about National Builders? 

Mr. Wo tre. I was connected with National Builders for about 1 
month in 1951, and sold out. 

Mr. Srwon. What was the business of National Builders? 

Mr. Wotre. Aluminum siding. 

Mr. Srmon. Who did you sell out to? 

Mr. Wotre. Lesper Polachek. 

Mr. Sron. Lesper Polachek ? 

Mr. Wo re. Yes, sir. 

Mr. Srwon. How much did he pay you? 

Mr. Worre. He paid me my investment plus $1,500 profit. 

Mr. Simon. What was your investment ? 

Mr. Wo tre. I imagine about $10,000 or $11,000. 

Mr. Sruon. Did he actually pay you that in cash ? 

Mr. Worre. Over a period of time. 

Mr. Simon. How long a period of time? 

Mr. Wotre. About a year or year and a half. 

Mr. Srwon. Were you connected with Aluminum Associates ? 

Mr. Wotrr. Yes, sir: I was. 

Mr. Stmon. When was it organized ? 

Mr. Worre. Either 1952 or 1953. It was a short duration. It was 
just a buying company for the other aluminum operations. 

Mr. Stmon. Did all those companies operate in the Des Moines area ? 

Mr. Worre. They did. 

Mr. Stmon. Were you also connected with Universal Builders, Inc., 
in Omaha? 

Mr. Woxre. I was. 

Mr. Simon. When was it organized? 

Mr. Worre. In 1952. 

Mr. Srwon. And did you sell that? 

Mr. Wo re. I sold it. 

Mr. Stmon. Who did you sell it to? 

Mr. Worre. To a group of Omaha men and Des Moines men. 

Mr. Stmon. Who were they? 

Mr. Worre. Lew Farrell. 

The CuatrMan. Is that the Lew Farrell that is to be a witness here? 

Mr. Wo re. Yes, sir. 

The Cuairman. How much did Farrell pay you? 
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? Mr. Wotre. Just our inventory price. 
Mr. Simon. He paid you the cost of your materials inventory ? 
Mr. Wo re. Yes, sir. 
. Mr. Simon. Was that a voluntary sale or did Farrell tell you you 
had to sell? 
, » Mr. Wotre. A voluntary sale. 
Mr. Simon. No pressure? 
Mr. Wotrer. No. In fact, we approached Mr. Farrell in the case. 
‘ Mr. Suwon. How many salesmen did you have in these companies 
selling home repairs in the Des Moines area ? 
Mr. Wotre. They ranged from 2 or 3 to 10 and 11. 
Mr. Simon. Did they operate on the par basis ¢ 
Mr. Wo tre. They did. 
| Mr. Simon. What was par? 
Mr. Wo.re. Par was based usually on the factory cost of the 
material. 
Mr. Simon. The factory cost of the material ? 
1 Mr. Wo tre. Yes. 
Mr. Srmon. Did the salesmen get all over par or just a part over 
par? 
Mr. Wotre. No. He got all over par but we usually had a ceiling. 
Mr. Simon. How could you 
The CHatrmMan. I want to say that we made a mistake in calling 
Mr. Farrell this morning. 
The subpena shows he was subpenaed to appear at 2 o’clock. The 
record will show that the mistake was mine and not Mr. Farrell’s. 
Mr. Simon. How could you make any profit if your par was the 
factory price ms the salesman got all over par? 
t. Mr. Wotre. I did not say par was the factory price. I said par 
1} dependent on the factory price. 
Mr. Simon. I see. What was par in relation to the factory price? 
Mr. Wotre. It ran all the way from $52 to about $65. 
Mr. Stmon. I say what was par in relation to the factory price? 
Mr. Worre. Well, if aluminum was not up and our cost was more 
e we had to raise our par. 
Mr. Stmon. Was par so many dollars over the factory price? 
aS | Mr. Wore. Our par was based on the cost of the material, plus 


| the cost of applying the material, plus $10 a square gross profit, 
1? for it. 
Mr. Simon. Did your salesmen use the model home pitch ? 


bis Mr. Wotre. I have been told that they did. 
Mr. Srmon. You have been told they did @ 
’ Mr. Wore. I did not operate the businesses myself. 
Mr. Simon. Who operated them for you / 
. Mr. Wotre. I had managers; Harry Stroyman, was our first 
inanager, 


Mr. Simon. I take it you would deny that you told them to use the 
model home pitch but you do not deny that they used it, do you? 
Mr. Worrr. In fact if I may inject into the record, when I went into 


. - .  thebusiness I wasthe k ughing stock of the business. 
Mr. Simon. Why? 
a? Mr. Wotrr. Because I was naive to feel that I could take and run 


i legitimate siding business, taking all the kinks, that I had heard 
chant that had been prevalent in the siding businesses. 
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Mr. Stmon. You drew a salary of $300 a week from General 
Builders? 

Mr. Worre. I did. 

Mr. Simon. What did you do for that $300 a week ? 

Mr. Wotre. Not much. 

Mr. Simon. This must have been a pretty good business then. 

Mr. Wotrr. It was. 

Mr. Simon. Did you discount your paper with Allied Building 
Credits? 

Mr. Worre. We did. 

Mr. Simon. Did you deal with a man named Mulder? 

Mr. Wotrr. Not with the Allied Building Credits. 

Mr. Srmon. You dealt with him at the First Federal State Bank, 
is that right? 

Mr. Woxrre. We did not deal directly with Mr. Mulder when we 
were selling siding at any time because I do not believe Mr. Mulder 
owned the bank at that time. 

Mr. Simon. Iam sure he did not. 

Didn't Mulder work for the First Federal State Bank? 

Mr. Wotre. He was president of the First Federal State Bank. 

Mr. Ston. In Des Moines, Iowa? 

Mr. Worre. Yes. 

Mr. Srmon. Hadn’t he previously worked for Allied Building 
Credits? 

Mr. Worre. Not that I know of. 

Mr. Simon. Did you discount your paper with the First State 
Federal Bank when Mr. Mulder worked for it ? 

Mr. Wotrr. Very, very little. 

Mr. Sion. Where did you discount your paper? 

Mr. Worre. Our paper was discounted mostly by Allied Building 
Credits. 

Mr. Stuon. Who did you deal with at Allied Building Credits? 

Mr. Wotre. Whoever the manager happened to be. 

Mr. Staon. Who happened to be the manager during the 2 years 
you were in business? 

Mr. Woxre. I am very poor at remembering names. 

Mr. Srox. Do you remember how much you paid him? 

Mr. Wotre. We did not pay him anything. 

Mr. Stwon. Are you absolutely certain of that? 

Mr. Wotre. I am positive. 

Mr. Simon. You are not only saying you did not pay him anything 
but that your manager did not pay him anything. 

Mr. Wotre. I am positive. 

Mr. Stmon. That he did not get paid anything? 

Mr. Worre. He did not get paid anything for the service that he 
was rendering our company. 

Mr. Simon. How much business did you do in the 2 years you were 
selling aluminum siding. 

Mr. Worrr. I would imagine maybe a million and a half to 2 million. 

Mr. Srwron. Each year? 

Mr. Worrer. I mean both years. 

Mr. Srwon. In 2 years you did between a million and a half and 
2 million dollars ? 

Mr. Worrr. I imagine so, 
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Mr. Sruon. That is a pretty good business, isnt’ it? 

Mr. Wo re. I think it is. 

Mr. Simon. If it was legitimately operated, why did you have to 
liquidate in 1953? 

Mr. Wotre. Because in spite of the fact that as hard as I tried to 
operate as legitimately or along legitimate lines, I found that it was 
impossible, because of competition. 

Mr. Srmon. You mean the competition was not operating legiti 
mately ? 

Mr. Wotrr. Well, the minute I would call my salesmen on the 
carpet and tell them not to do this, not to do that, they would quit 
me and go to work for the opposition. 

Mr. Simon. In other words, the salesmen were unethical salesmen 
and if you wanted them to be ethical they would quit you and work 
for your competitors 4 

Mr. Wotrre. The salesmen could not be controlled. 

I am not saying they were not ethical but there was no way I could 
control the salesmen, because I was never in any home when the sales- 
men were making a pitch or making their sales talk. 

Mr. Semon. Is what you were saying a moment ago, Mr. Wolfe, 
that the salesmen were an unethical bunch and if you tr ied to control 
them they would quit you and go to work for a competitor who did 
not control them ? 

Mr. Worre. That is true. 

Mr. Simon. Well, now, do you know a man named Myron J. 
Bennett ? 

Mr. Worre. I do. 

Mr. Simon. Were you his “bagman” ? 

Mr. Wotre. No, sir. 

The Cuamrman. What do you mean by “bagman” ? 

Mr. Simon. Did you ever collect money from liquor dealers for 
him ? 

Mr. Wo tre. No, sir. 

Mr. Srmon. Did you ever give a statement to a public official that 
you did? 

Mr. Wotrr. Not in the way that you put it, sir. 

Mr. Sron. In what way did you? 

Mr. Worre. Well, through a political move by—this is my own 
interpretation of it. 

The CuarrmMan. Just give us the facts. 

Mr. Worre. Through a political move by a county a ney who 
was trying to become ; governor I was indicted, not by a grand jury 
but by a county attorney. 

Mr. Simon. Let’s go back a minute. 

Did you give a statement to the county attorney before the indict- 
ment ? 

Mr. Wotrr. I gave a statement that I did not collect any money 
from any liquor dealers, except for campaign expenses. That was 
my statement. 

Mr. Simon. Is that the statement you gave them ? 

Mr. Worre. That is right. 

Mr. Suwon. When the indictment was returned, and you were 
asked about these contributions, did you refuse to answer on the 
ground of the fifth amendment ? 
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Mr. Wo tre. Not in my trial because I was never brought to trial. 

Mr. Srmon. You were brought to trial 

Mr. Wotre. I was not brought to trial. 

Mr. Sron. You were called to the witness stand in Bennett’s 
trial? 

Mr. Woxrr. Yes; and advised by Bennett’s attorney to use those 
tactics. 

Mr. Stwon. [am not sure I understand that. 

Mr. Wore. I was advised by Mr. Bennett’s attorney to make that 
statement and I made that statement. 

Mr. Stmon. Was the answer that you gave when you were asked 
at the trial whether you had collected money from liquor dealers for 
Bennett, your answer was that your answer might tend to incriminate 
you? 

Mr. Wo tre. That is right. 

Mr. Srwon. Was that a truthful answer? 

Mr. Woxre. It was the answer I was advised to give and it was 
against my better judgment. 

Mr. Sruon. Was it a truthful answer ? 

Mr. Worre. No. 

Mr. Srmon. It was not true? 

Mr. Wotre. I did not feel it was a truthful answer. 

The CHarrmMan. Was this in Des Moines? 

Mr. Wotre. Yes. 

The Cuairman. What was Bennett running for ? 

Mr. Wore. He was our safety commissioner. 

The CHarrMan. Running for what? 

Mr. Wo rr. He was elected. 

The Cuarrman. Elected safety commissioner ? 

Mr. Wotrr. Yes. 

The CiarrMANn. You collected money for him? 

Mr. Worre. I helped in his campaign. 

Mr. Srwon. Now, Mr. Wolfe, did you employ as a salesman Leonard 
Kline? 

Mr. Worrr. As a sales manager, as manager to run our operation. 

Mr. Simon. He ran which operation ? 

Mr. Wotre. General Builders. 

Mr. Simon. Did you know that he had formerly been a sales man- 
ager for Harry Nassan, in Chicago? 

Mr. Wo re. I did: yes. 

Mr. Suwon. Did you know that—was he sent to you by Louis Eisen ? 

Mr. Worre. He was. 

Mr. Simon. How did you happen to go to Louis Eisen to get your 
sales manager ? 

Mr. Wore. Louis Eisen was our source of material, and he knew 
that we needed a man to operate with, to run the place, and he thought 
that Leonard Kline was a man that would run the kind of operation 
that I felt that I wanted, which was a clean operation. 

Mr. Sruon. If you wanted to run a clean operation, why would 
you go to Harry Nassan and to get a salesman ? 

Mr. Worrr. I did not go to Harry Nassan. 
Nassan’s operation. 

Mr. Sron. You went to Louis Eisen? 

Mr. Wotre. Because Louis was our manufacturer. 
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ial. Mr. Stmon. And he got you a sales manager who had formerly been 
sales manager for Harry Nassan; is that right? 
Mr. Wotre. My understanding was he w orked in the office for Harry 
tt's Nassan. 
Mr. Simon. Did you tiink that was the kind of training that would 
ose . qualify him to do the job you wanted done? 
Mr. Wotre. I had a long talk with Mr. Kline in Chicago. 
Mr. Simon. My question was whether you thought his experience 


hat with Nassan would qualify him for the kind of job j you wanted done? 
" Mr. Worre. I did not know. All I knew was that we needed some- 

ec one to run the operation. 

for Mr. Srmon. You still have not answered my question. 

ate Mr. Woxre. I was taking a chance. 


Mr. Simon. Did you think that his experience with Harry Nassan 
would qualify him to do the kind of job you wanted done? 

Mr. Worrr. I have no knowledge of Mr. Harry Nassan’s business, 

‘as or his experience with Mr. Harry Nassan. I had no knowledge of 

Mr. Harry Nassan’s operation. 

Mr. Stmon. What other businesses are you in, Mr. Wolfe ? 

Mr. Wotre. I am sort of semiretired now but I have been in the 
publishing business in Des Moines for 20 years. 

Mr. Simon. What other businesses ? 

Mr. Wotrr. That is all. 

The Cuarrman. What do you publish ? 

Mr. Wotrr. I had a printing shop and a publishing shop. 

Mr. Stwon. What did you ‘print ? 

Mr. Woirr. Newspapers, magazines, job printing, and so forth. 

Mr. Simon. How did you happen to go into this home-repair busi- 


ness ¢ 
, Mr. Worre. Well, Mr. Cohn, my partner, thought it was a good 
P field. Hewas the accountant for the old firm and he talked me into it. 
Mr. Simon. Accountant for what firm ¢ 
rd Mr. Woure. For the General Builders Supply Co., the company 
that we bought out. 
n. . Mr. Stuon. Who did you buy it from 4 
. Mr. Woure. Mr. Richards. 
Mr. Simon. What was his full name? 
iG Mr. Woure. Dick Richards. 
Mr. Simon. Had he been operating with suede shoe salesmen ? 
Mr. Worre. I believe he had been; yes. 
4 Mr. Simon. Did you know that when you bought him out? 
Mr. Woure. Yes. I did not know too much but I knew that when 
ir ' | bought him out. 
. Mr. Stmon. You knew that much? 
Ww . Mr. Wourer. Yes. 
it Mr. Simon. That is all. 
n The Cuarrman. Who did you say you financed? You did $11% 


million to $2 million worth of business in and around Des Moines, 
d ‘ lowa? 
Mr. Wotrr. That is right. 
y im The Cuatrman. Did you have 1 office or 2? 
Mr. Woutre. General Builders had one oflice, Universal had an office, 
and Universal of Omaha had an office; actually we had 3, 2 in Des 
Moines and 1 in Iowa. 
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The Chatman. What about National Builders? 
Mr. Wotrr. They were in Des Moines. 
The CuarrmMan. You did a million and a half to two million worth 


of business in that section, I presume in the State of Iowa and part 
of Nebraska ? 

Mr. Worre. That is right. 

Mr. Simon. And it was all financed or guaranteed by FITA? 

Mr. Wo re. That is correct. 

Mr. Stmon. And who handled that? What banker handled that 
$114 million to $2 million worth of paper ? 

Mr. Wore. I would say 99 percent of our business was handled by 
Allied Building Credit. 

The Cuamman. Did they know that you operated on the basis that 
you did operate ? 

Mr. Worrr. They knew that I was trying to do a clean operation. 

The Cuairman. That is not my question. Did they know that you 
practiced all these things that vou testified to? 

Mr. Worrr. I have not testified to anything that we practiced 
except we tried to run as clean a company as we . possibly could. 

The Cnarrman. You testified you had suede shoe salesmen and 
home demonstr: ge 

Mr. Wo.re. No. I did not testify to anything of the kind, Senator. 

The Crarrman. You said your salesmen used the model-home 
pitch. 

Mr. Woxrr. I said I presumed our salesmen used the model-home 
pitch. 

The Cuarrman. Of course, the record shows they did. 

Mr. Wotre. There were times when we would call in the local FHA 
manager to speak to our salesmen at luncheon meetings in order to 
try to teach them how to conduct themselves in a way that would 
pass with FHA. 

The Cuarrman. Did your salesmen work on this par basis where 
you gave them a flat amount and they got everything beyond it? 

Mr. Worre. U p to a certain point. We never allowed them to go 
over a certain point. 

The Cuairman. They would go out and sell and all over a certain 
amount was theirs? 

Mr. Wotrr. That is right, sir. 

The Cramman. The local FILA office out there would try to keep 
your salesmen straight ? 

Mr. Worrr. That is right. 

The Cuairman. You testified you tried to keep them straight. 

Mr. Worrr. We used to have sales meetings where the local FHA 
men would attend our luncheons and talk to our boys. 

The Cuarrman. The record, of course, will show a lot of complaints 
against your salesmen and against your method of sales. Is that 

right? 

“Mr. Worrr. I don't believe they showed too many. 

The Cuamman. What is your concept of too many ? 

Mr. Woire. We handled a great many deals, and if I may interject 
something that might be helpful, we had on the bottom of our sales 
contracts, in large type, “Do not accept verbal agr eements.” 

We were trying to eliminate a salesman promising the customer 
anything outside of what actually was in the contract. 
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. Then we would check each contract after we received it by calling 
the customer and asking them if that is the way they understood it, 
vorth this was the price, their payments were so much, and we would ask 
part , the customer w hether the salesman had promised them anything other 
(han what is in the contract and invariably the customer would tell us 
» “Na” 
Then oftentimes, 5, 6, 7 months later, they would come to us and say, 
“I was promised this, I was promised that, [ was promised that.” 
that \nd we would call their attention to what was in the contracts. 
y The CuarkmMan. Thank you very much for your testimony. 
d by You are excused. 
: You may stand by. We might want you a little later today before 
that we will be finished before the day is over. 

! The CHairman. Our next witness will be Mr. Floren Di Paglia, 
tion. Builders Supply Co., of Des Moines, Iowa. Maybe he is supposed to 
b you -how vp at 2 0’clock, too. Mr. Di Paglia is not present? Will you get 

the subpena, Mr. Kenney ? 
ticed We will get the subpena to see whether Mr. Di Paglia was subpenaed 
this morning or this afternoon. I shouldn’t make two mistakes in one 
and morning. 
While we are getting in record we will call Mr. Nooner. 
ator. Mr. Nooner, will you come forward, please / 
1ome Mr. Nooner, will you please be sworn ¢ 
Do you solemnly swear the testimony you are about to give will be 
1ome the truth, the whole truth, and nothing but the truth, so help. you God ¢ 
TESTIMONY OF HARVEY NOONER, DIRECTOR, SOUTHERN ILLINOIS, 
“HLA FEDERAL HOUSING ADMINISTRATION 
ar to 7 
ould a Mr. Nooner. I do, sir. 
The CuHatrman. Thank you, sir. Will you be seated and give your 
here full name tothe reporter? 
2 Mr. Nooner. Harvey Nooner, N-o-o-n-e-r. 
0 go Mr. Simon. Your address, Mr. Nooner ? 

i Mr. Nooner. 207 North Springer Street, Carbondale, Il. 

tain Lr Mr. Srmon. You are the FHA director for southern Illinois? 


Mr. Noonrr. That is right, sir. 
Mr. Simon. Your office is at Springfield ? 
keep Mr. Nooner. That is right, sir. 
Mr. Simon. In January of this year were you acquainted with the 
Merchantile Mortgage situation ? 
Mr. Noonrer. Yes,sir; January of this year. 


TLA The Cuairman. Did you write a report with respect to that situa- 
tion to Washington ? 

ints fa° Mr. Nooner. Yes, sir. 

that | Mr. Srmon. Who did that report go to? 


Mr. Nooner. Arthur Frentz, Assistant Commissioner. 
Mr. Simon. In that report did you make an recommendations or con- 


| ; ‘ 
aM clusions as to the conduct of Merchantile Mortgage Co. ? 
ject Mr. Noonrr. Yes, sir. 
sales Mr. Stmon. Will you read to the committee please that part of your 


report ¢ 
mer 
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Mr. Nooner (reading) : 

It is the opinion of Director Nooner that Merchantile Mortgage Co. has been 
negligent as well as inefficient in administering loans under title I of the National 
Housing Act in the Champaign, Urbana, and Rantoul area. 

Mr. Srwon. When did you send that report to Washington ? 

Mr. Noonrr. On January 20, 1954. 

Mr. Simon. January 20, 19542 

Mr. Nooner. Yes, sir. 

Mr. Srmon. Who was it sent to? 

Mr. Nooner. Mr. Arthur J. Frentz, Assistant Commissioner, title I, 
FHA, Washington. 

Mr. Stmon. He was the top man on title I? 

Mr. Nooner. That is right, sir. 

Mr. Sraron. Do you recall when he was relieved of his duties? 

Mr. Noonrr. I beliey Arthur Frentz was relieved of his duties in 
the month of June, this year. 

Mr. Stmon. Between the time he received that report from you and 
the time he was relieved of his duties, so far as you know, did he do 
anything about that situation ? 

Mr. Noonrr. As to my knowledge, I know nothing; no actual ad- 
ministration on his part; no, sir. 

Mr. Srwon. Mr. Nooner, I understand 

The Cuairman. I want toask a couple of questions. 

You are the FHA director? 

Mr. Nooner. Yes, sir. 

The Cuatrman. How long have you been the FHA director? 

Mr. Nooner. Since November 9, 1953. 

The CnarrmMan. Your office is where ? 

Mr. Nooner. Springfield. 

The CHamrman. Were you formerly employed by the Merchantile 
Mortgage Co. ? 

Mr, Noonen. Yes, sir. 

The Cuatrman. In what capacity ? 

Mr. Nooner. As manager of the Carbondale, II1., office. 

The CHarrMan. Were you acquainted with or did you know a Mr. 
Gillespi that worked in the Champaign office ? 

Mr. Noonrr. To my knowledge I never knew Gillespi, never saw 
him. 

The Crramman. Did you ever meet him ? 

Mr. Nooner. No, sir; not to my knowledge. 

The Cuarrman. Are you familiar with the testimony here yesterday 
afternoon of Mr. Bauman? 

Mr. Nooner. Yes, sir. 

The Cuatrrman. And Mr. Rhineford? 

Mr. Nooner. Yes, sir. 

The Cramman. Did you know of any of those circumstances prior 
to January of this year? 

Mr. Nooner. No, sir. The first, was December 1953. 

The Cruairman. December of 1953? 

Mr. Nooner. Yes. 

The Cratrman. You were then the FHA director ? 

Mr. Nooner. Yes, sir. 

The CHarrMan. Your testimony is you never met Mr. Gillespi? 

Mr. Nooner. No, sir. 
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The CrramMman. Nor did not know him ?¢ 

Mr. Nooner. No, sir. 

The CuatrmMan. Did you have any connection whatsoever when 
you were with the Merchantile Mortgage Co. with the Champaign 
offic e? 

Mr. Nooner. None whatsoever. 

The CuarrMan. Or the Decatur office ? 

Mr. Nooner. No, sir. 

The Cuamman. You knew nothing about it at all? 

Mr. Nooner. No, sir. 

The CHarrMan. You were a vice president then in charge of the 
Carbondale office for the Merchantile Mortgage Co. ? 

Mr. Nooner. That is right. 

The Cuamman. For how many years? 

Mr. Nooner. Carbondale office since April 1946. 

The CHarmMan. Since April 1946, until when ? 

Mr. Nooner. Until November 9, 1953. 

The CuatrmMan. And you did report Mr. Gillespi’s incident and 
Mr. Bauman’s to Washington on January of this year? 

Mr. Nooner. That is right, sir. 

Mr. Stwon. Mr. Nooner, was there anything in connection with 
your employment by Merchantile Mortgage Co. that would have 
caused you to have been prejudiced against them in making the recom- 
mnadalen to Washington that you made? 

Mr. Nooner. No, sir. This recommendation was my own determina- 
tion, pure and simple. 

Mr. Simon. It was purely a matter that you felt that that recom- 
mendation was warranted by the facts, and not because you had had 
any bitter feeling with them or anything like that? 

Mr. Nooner. That is true, sir. 

The CuarrMan. You left their employ under the finest of cireum- 
stances ? 

Mr. Nooner. Yes, sir. 

The Cuarrman. In a friendly atmosphere ? 

Mr. Nooner. Yes, sir. 

Mr. Stmon. Do you know any reason why Arthur Frentz didn’t 
take any action on that complaint prior to the time he was removed? 

Mr. Nooner. I do not, sir. 

Mr. Stmon. Thank you. 

The Cuarrman. Any other questions? 

Mr. Kenney. No, sir. 

The Cuarrman. Thank you very much. 

Our next witnesses will be Mr. and Mrs. Albert Villegas, of Elgin, 
lll. Is Mr. George McCollough present ? 

We will call you this afternoon. Maybe we can have time to call 
you before lunch, or between now and 12: 30. 

Will you be sworn? 

Are both of you going to be witnesses? Mr. and Mrs.? 

Mr. Viuureas. Yes. 

The Cuatrrman. Will you hold up your right hand, please? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 


God ? 
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TESTIMONY OF MR. AND MRS. ALBERT VILLEGAS, ELGIN, ILL., 
ACCOMPANIED BY FRANKLIN J. CRAMER, COUNSEL 


Mr. Vitiraas. I do. 

Mrs. Vitiecas. I do. 

The Cnamman. There was a gentleman with you; is he your 
attorney ¢ 

Mr. Vitiecas. That is my lawyer. 

The Cuairman. Do you want to sit with them, please? 

Mr. Simon. Mrs. Villegas, will you give the reporter your full 
name and address please ? 

Mrs. Vittecas. Josephine Villegas, 412 North Grove Avenue, Elgin, 
Il. 

Mr. Sion. And this is your husband ? 

Mrs. Vitiecas. Yes. 

Mr. Stmon. What is your name, Mr. Villegas? 

Mr. Vitiecas. My name is Albert Villegas, 412 North Grove, Elgin, 
Hl. 

The Cuamman. And seated with you is your lawyer, Franklin J. 
Cramer ? 

Mr. Vituecas. Yes, sir. 

Mr. Stmon. Do you own your own home, Mrs. Villegas? 

Mrs. Vituecas. Yes, sir. 

Mr. Simon. Some time ago did a salesman sell you a home im- 
provement ¢ 

Mrs. Vituecas. Yes. 

Mr. Stwon. When was that? 

Mrs. VitieGas. 1953. 

Mr. Spon. 1953? 

Mrs. Vitiacas. Yes, sir. 

Mr. Stmon. Do you recall what time of the year? 

Mrs. Vitiecas. Around August. 

Mr. Stmon. August of 1953, about a year ago? 

Mrs. Vituecas. Yes, sir. 

Mr. Smmon. When the man came out what did he tell you? 

Mrs. Vitireas. He called me first on the telephone and told me that— 
he asked me if we would like to have our home remodeled and I said 
no, we couldn’t afford it. Then he says that they were starting a $1 
million home improvement over the Nation. 

Mr. Srmon. Could you talk a little louder ? 

Mrs. Viniacas. Starting a $1 million home improvement across 
the Nation and if he could come out to the house and talk to us, so I 
said my husband would be home about, after 5, so he came about 6: 30. 

Mr. Simon. Did he tell you whether this was going to cost you any- 
thing? 

Mrs. Vitiecas. He said it didn’t. It wouldn't. 

Mr. Srmon. It wouldn't. 

Mrs. Vittecas. Yes. 

Mr. Srmon. Is this over the telephone? 

Mrs. VititEcaAs. No. That was after he came to the house. 

Mr. Srmon. Will you tell us what he told you when he came to the 
house ¢ 

Mrs. Virireas. He introduced himself. 

Mr. Stmon. Did he give you his name? 

Mrs. Vitiecas. Yes, Mr. Roman, from the Atlas. 
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Mr. Sroon. Atlas Construction Co. ? 

Mrs. Vinigaas. Yes. 

The Crarrman. Here in Chicago? 

Mrs. Vinurcas. Yes, sir, here in Chicago. 

The CHamman,. And the salesman’s name was what ? 

Mrs. Vititecas. Mr. Roman. 

The CHatrMan. R-o-m-a-n? 

Mrs. Viniecas. Yes. 

The Crainman. What did he tell you? 

Mrs. Vitxraas. He says if we wanted that aluminum siding—it was 
a new product that came out, and he says he would call his boss in, 
and he did, so then * talked about it. 

Mr. Stmon. The second man came in? 

Mr. Viniecas. Yes; he said that was his boss and he would tell us. 
He came in with this case. 

Mr. Simon. A case? 

Mrs. Vitieeas. Yes, he had the samples in there. 

Mr. Simon. What was the name of the second man ? 

Mrs. Viniecas. I don’t remember. 

Mr. Simon. What did they tell you? 

Mrs. Vintiecas. He started to describe these things, and I told him 
that I couldn’t or we couldn't afford it. We told him about the car 
and house payments. 

Mr. Simon. What did you tell him about the car and house pay- 
ments ¢ 

Mrs. ViriEcas. We were paying $69 on the car and $67 on the house 
amonth. Hesays,“Thatisjustit. You won’t have to pay anything.” 

Mr. Srron. Why wouldn’t you have to pay anything? 

Mrs. VitiaGas. He says they wanted to use our home for the home 
show. 

Mr. Sruon. A model? 

Mrs. _— is. Yes. 

And if we gave our permission—if we gave our permission, you 
know, to have the *m bring men to show it 

Mr. Simon, You mean bring prospective customers ? 

Mrs. Vituecas. Yes, and show them the home, and they would have 
it on the television and everything, and he brought out a stereoscope. 

Mr. Simon. A stereoscope 4 

Mrs. Vinuecas. Yes: and he showed us different houses. THe men- 
tioned one in particular, a pale green, and he says that if we would 
have this, they would pay us $100 a month for 16 months. 

Mr. Sion. They would pay you $100 a month 2 

Mrs. Vittecas. Yes. 

Mr. Stuon. For 16 months? 

Mrs. Vinitecas. Yes; and we could use that, for the payments. 

Mr. Stwon. Payments on the house and the automobile ? 

Mrs. VitteGas, No—— 

Mr. Sion. For these payments? 

Mrs. Vinuecas. Yes, sir. 

Mr. Srwon. How much was the job going to cost ? 

Mrs. VILLEGas. $2,300. 

Mr. Simon. They were going to pay you $100 a month for 16 
months? 
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Mrs. Vittecas. Yes. £ 
After they completed the job they were to give us $300. 
Mr. Stmon. After they completed they w ould give you $300, so that 


would bring it down to $2,000? 


Mrs. Viniecas. I don’t know that. , 
Mr. Simon. The job was going to cost $2,300 ? 
Mrs. Vituecas. Yes. 

Mr. Simon. They would give you $300 


in cash when it was 


completed ? 


Mrs. Vinxecas. Yes. 

Mr. Stwron. Is that right? 

Mrs. Vituecas. Yes. 

Mr. Sron. Then they would pay you $100 a month for 16 months? 

Mrs, Vinteaas. Yes. 
Mr. Simon. Anything else they told you? : 
Mrs. Viiureas. No. 

I don’t think so. 

Mr. Stmon. Do you recall anything else, Mr. Villegas? 
Mr. Virrecas. Well, just like she said, the same one. 
Mr. Staron. Did you sign a contract with them ? 

Mr. Vinuecas. Yes, we did. 

Mr. Staton. Do vou have a copy of the contract with you? 
Mr. Vinureas. Yes, sir. 
Mr. Staton. Could we see it, please? 

Mr. Viniecas. Yes, sir. 

Mr. Srwron. This contract is with the Atlas Construction Co. 

Mr. Vitiecas. Yes, sir. 

The Cnamman. 2350 North Washington Avenue, Chicago. 

Mr. Stmon. $2,300, to be monthly payments of $73.46. : 
Mr. Vitiecas. Right. ls 
Mr. Stwon. The estimator, it says down here, is Robert Roman, Jr. se? 
Mr. Viuiecas. That is right. 

Mr. Stmon. Is he the man that you described ? 
Mrs. Vintuecas. Yes. | 
The Cramman. This was August 25, 1953? 
Mrs. Vinuecas. Yes. *. 
Mr. Simon. Did they give you anything in writing about this $100 


a month ? 


Mr. Vitiecas. No. 

Mr. Simon. They just promised you that ? 

Mr. Vitvecas. Right. 

Mr. Simon. Did you ask for anything in writing? 
Mr. Virtecas. No, we didn’t. 

Mr. Simon. You just trusted them; is that right? 
Mr. Vitiecas. That is right. 

Mr. Sruon. Did they do the work? 

Mr. Viniecas. Yes, sir. 

Mr. Simon. Did they pay you $300 in cash? 

Mr. Vinxecas. No. 

Mr. Simon. Did they ever pay you anything? 
Mr. Vitiecas. Not yet. : 


Mr. Stuon. Do you still have hopes? 
Mr. Vittecas. I don’t think so, now. 
Mr. Srwon. Have you been making these payments of $73 


a month? 
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Mr. Vitixeas. No, sir. 

Mr. Srmon. You haven’t paid anything? 

Mr. Vitiecas. No, sir. 

Mr. Simon. Why haven’t you paid? 

Mr. Vitutecas. Because I ain’t got the money. 

Mr. Simon. What has happened to you? 

Mr. Vitiecas. I don’t make enough money. 

Mr. Srron. I meant has there been some bank betheri ing you? 

Mr. Vittecas. Yes, the Lincoln Bank. 

The Cuarrman. What bank? 

Mr. Vitiecas. Lincoln National Bank. 

The CrrairMan. Have you got anything there to show they financed 
it? 

Mr. Vitueeas. This. 

Mr. Stmon. They sent you a coupon book ? 

Mr. Vittecas. That is right. 

Mr. Stmon. That is supposed to be used for the payments? 

Mr. Vintiecas. Yes, sir. 

Mr. Sraron. Have they sued you or anything? 

Mr. Vitiecas. Yes, sir. 

Mr. Srwon. You have handed us an execution and fee bill. That 
means they sued you and got a judgment against you; is that right? 

Mr. Viuureas. Yes. 

Mr. Sruon. They got a judgment against you in January 1954, for 
$294; is that right? 

Mr. VitirGas. That is right. 

Mr. Srmon. a come it is up to $2,900 now ? 

Mr. Vintireas. I don’t know, sir. 

Mr. Sumon. Is that interest or something ? 

Mr. Vitiecas. It must be. 

Mrs. Vuttecas. Yes. 

Mr. Simon. ‘This judgment was entered in the circuit court of Kane 
County ? 

Mr. Viniecas. Right. 

Mr. Smwon. On January 22, 1954, for $294? 

Mr. Viturcas. Yes, sir. 

Mr. Simon. That is the judgment in favor of the Lincoln National 
Bank? 

Mr. Viuuecas. Yes. 

Mr. Simon. Are they doing anything to collect that judgment ? 

Mr. Vitiecas. I don’t know, sir. I turned that over to my lawyer. 

Mr. Simon. i they levy ing on your house or anything? 

Mrs. Vitxecas. Yes, sir. 

Mr. Stwon. They are levying on your house? 

Mr.. Vitutecas. They are “supposed to be. 

The CHairman. Who is levying; the Lincoln National Bank? 

Mr. ViuueGas. Yes, sir. 

Mr. Sron. Are you about to lose your house on account of this? 

Mr. Vittrcas. Not yet. I hope not. 

Mr. Simon. T . *y are trying to take the house ? 

Mr. Virurcas. I didn’t hear anything more about it. 

The Cuairman. Did you go and talk to the Lincoln National Bank ? 

Mr. VitircGas. No, sir. I turned this over to my lawyer. 
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The Cuamman. Did you talk to the Lincoln National Bank about 
this? 

Mr. Cramer. Yes, sir; a representative. 

The CuaAirman. What did they say? 

Mr. Cramer. Well, I wrote—I first wrote the bank on December 
7, I believe, last year, sending a carbon copy of the letter to Atlas 
Construction Co. I had waited about a week, because I was so irri- 
tated when Mr. and Mrs. Villegas had come in, and gone over the 
details, and I have correspondence from the bank and from Atlas that 
the bank indicated they didn’t want to have anything further to do 
with it. They didn’t want to extend it. We also negotiated with 
Atlas for the purpose of reducing the amount after we had a local 
contractor give an estimate of the worth of the job. 

Mr. Simon. What was the local contractor’s estimate ? 

Mr. Cramer. $932. 

Mr. Sruon. $932 for the same work? 

Mr. Cramer. For the same work including a reasonable contractor’s 
pro fit; yes 

The Cuamman. I want the staff—would you do it, Mr. Kenney ?— 
I want the Lincoln National Bank, and I understand a man by the 
name of William Collins handles this sort of thing for the Lincoln 
National Bank. I want them here at no later than 3 o’clock today, 
with a complete full record on this particular transaction, to testity 
under oath as to just exactly how and why they would take this sort 
of paper. (See p. 2425.) 

Mr. Strwon. Mr. Cramer, has the bank levied on this house? 

Mr. Cramer. No. There has been nothing done excepting a note 
placed in judgment which of course becomes a ‘lien on the property and 
execution has been served. No further action has been taken. 

Mr. Stuon. Mr. Villegas, where do you work? 

Mr. Vintiecas. W oodruff & Adlers, a foundry. 

Mr. Simon. Where is that? 

Mr. Vitiecas. Elgin, Tl. 

Mr. Stuon. How much do you make? 

Mr. Vituecas. I make about $80 a week. 

Mr. Stuon. How old are you, Mr. Villegas? 

Mr. Vitiecas. Forty-one. 

Mr. Stmon. Thank you, sir. 

The Cnarrman. We are going to excuse you but ask if you will 
please remain around until 3. o'clock for. Mr. Collins of the Lincoln 
National Bank. I want to find out how this sort of thing can happen, 
and why banks will take this sort of paper. I want to find out whether 
they checked the credit, whether they knew the Atlas Co., and I want 
to see their whole transaction on the thing of this sort, because it is 
absolutely—it has got to be stopped. This taking advantage of people 
such as yourself and having the Federal Government a part of it, 
by guaranteeing the loan and reputable banks dealing in this sort 
of thing. It is more than I can stomach I am frank to tell you. 

Mr. Ston. Mr. Villegas, did you ever sign a credit application? 

Mr. Vitiecas. No. 

Mr. Simon. You didn’t sign a credit application ? 

Mr. Vitiecas. No. 

The Cramman. Thank you. If you will stand by. We want to 
find out from the Lincoln National Bank and from their records how 
they came to accept this sort of paper. 
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Mr. Viturgas. O. K., s 

The Cuarrman. Is Mr. Bauman present ? 

Mr. Bauman. Yes, sir. 

The Cuairman. Will you come up a minute please ¢ 

Is your attorney with you today Mr. Bauman ? 

Mr. Bauman. No, sir; he couldn’t come. 

The Cuairman. Will ‘you be sworn please? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 
God ¢ 


TESTIMONY OF MAURICE BAUMAN, URBANA, ILL.—Resumed 


Mr. Bauman. Yes, sir. 

Mr. Simon. Are you willing, Mr. Bauman, to be asked questions 
without your attorney here? 

Mr. Bauman. Yes, sir; I am. 

The Cnamman. Just one question. What did you do with the 
money that you received, that you testified to yesterday that was 
money that did not belong to you? 

Mr. Bauman. I believe that I testified that I, in effect, borrowed 
that money for the purposes of operating my business and pursuant 
to that I made payments. 

The CuarrMan. You considered it a loan? 

Mr. Bauman. Yes, sir. 

The CiatrmMan. You used it in the operations of your business? 

Mr. Bauman. That is correct, sir. 

The Crairman. And that is what you did with all the money ? 

Mr. Bauman. Yes, sir. 

The Ciairman. Thank you very much. 

Mr. Bauman. Just one minute. I had a statement I would like to 
read into the record. If you want to read it or want me to—— 

Mr. Simon. We may have a couple of questions first. We under- 
stood yesterday afternoon from a witness testifying after you that 
you were a V AX appr aiser ! 

Mr. Bauman. That is correct, si 

Mr. Stmon. Did you ever participate in what we might call exces- 
sive appraisals when you were a VA appraiser ? 

Mr. Bauman. I made a lot of appraisals for the Veterans’ Admin- 
istration, I would say approximately a hundred, but I made them 
I think, in line with what is generally considered their policy. 

Mr. Sceun Isn’t there one case, Mr. Bauman, where a house that 
cost. $12,000 at one time got a $24,000 mortgage, and there was a life- 
insurance company down there involved in it 

Mr. Bauman. If you could cite the case, sir, I might be able to 
answer better. 

Mr. Simon. Didn't you work in these loans with a man from the 
life-insurance company down there ?¢ 

Mr. BaumMaN. Yes, sir. 

Mr. Stuon. Who was that? 

Mr. Bauman. Hoyt M. Dobbs, Jr. 

Mr. Simon. Did you, with him, make some excessive loans 4 

Mr. BauMAN. Well, the loans were originated through the Franklin 
Life, and he is the manager of the mortgage department, one of the 
officers. 
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Mr. Stmon. Tell us about those loans. 

Mr. Bauman. Well, with his cooperation, I guess you would call 
it, these loans were negotiated under VA and/or FHA regulations 
as well as conventional. 

Mr. Stmon. These are mortgage loans. 

Mr. Bauman. That is correct, sir. 

Mr. Srron. Go ahead. 

Mr. Bauman. And I might, as I think I have testified in executive 
session, cite 1, 2, or 3 specific cases that will give you_a general 
picture, that approximately 1950 or 1951, somewhere in January of 
one of those years, Mr. Paul Rexroat, a real-estate broker, mentioned 
previously, and he and I done business together. We bought a house 
there in Rantoul from a man named Glen Wright and as I recall 
generally speaking we bought it for approximately $10,500, and 
Rexroat and I, or I personally, talked to Dobbs and it was agreed that 
we could arrange, What I would refer to as a strawman, GI loan on 
the house, in this sense: That Wright himself would not technically 
be qualified for a GI loan. 

Mr. Stmon. Why ? 

Mr. Bauman. Because he was already the owner of the property, 
and he would have to be refinanced and as understand it that was 
not in accordance with the regulations, and so the contract was ar- 
ranged to show that Wright h: id sold the house some time prior to the 
steno grapher for Rexroat. 

Mr. Simon. What was her riame? 

Mr. Bauman. Mary Walsh, and then at this time it was shown 
that Wright was now repurchasing this house, even though he lived 
there all that time, and pursuant to that, Wright qualified for a 
GI Joan which the Franklin Life originated, and Dobbs participated 
in the profits, and after we subsequently sold the house and made 
profit. 

Mr. Suwon. How much did you get on that loan? 

Mr. Bauman. I think the total loan was somewhere around $11,000, 
sir. 

Mr. Siaon. You got $11,000 loan? 

Mr. Bauman. That is right. 

Mr. Simon. What was the appraisal ? 

Mr. Bauman. As I recall the appraisal was right around $11,000 
and they were a hundred percent GI loans at that time. 

Mr. Stmon. Did you make the appraisal ? 

Mr. Bauman. No, sir. 

Mr. Stmon. Who made the appraisal ? 

Mr. Bauman. I believe it was made by John Gwinn, but made 
without any participation of mine so far as appraisal goes. 

Mr. Stuon. What did Wright get out of this? 

Mr. Bauman. He sold the place for the price he wanted and got paid 
accordingly. 

Mr. Stwon. He wanted to sell it for $10,500? 

Mr. Bauman. IT am using approximate figures; yes, sir. 

Mr. Simon. You got a loan for $11,000 % 

Mr. Bauman. That is right. 

Mr. Suwon. That paid him off? 

Mr. Bauman. Yes, sir. 

Mr. Stwon. You sometime were 500 ahead; is that right? 
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Mr. Bauman. Outside of the loan expenses; yes, sir. 

Mr. Simon. You finally sold the house? 

Mr. Bauman. Yes, sir. 

Mr. Suwon. For how much ? 

Mr. Bauman. I think as I recall, about $1,500 more than we had 
invested in it after expenses. 

Mr. Simon. Did Dobbs know when the life-insurance company 
made this loan what your deal was? 

Mr. Bauman. Yes, sir; he did. 

Mr. Simon. Will you give us a couple of more examples? 

Mr. Bauman: I might mention on that transaction that I paid 
Dobbs by check $350, and I have the canceled check. 

Mr. Stwon. What was that $350 for ? 

Mr. Bauman. That was for his share of the profit in the sale. 

Mr. Srwon. That was to induce him to have the life-insurance 
company make the loan ¢ 

Mr. Bauman. That would bea fair example of it. 

Mr. Srwon. Over the whole period how much did you pay Dobbs 
altogether ¢ 

Mr. Bauman. I can’t answer at this moment. It would run into a 
fairly nominal sum of money as far as those type of dealings, maybe 
$1,500, $2,000. Also he and I brokered some Joans together in Spring- 
field for which he got paid, 1 think, $2,000, and I sent him several 

cases of whisky, as many as four at a time, and other favors such as 
that. I bought Rose Bowl tickets and football tickets for him and 
for the president of the Franklin Life, or at least 1 understand he 
delivered the Rose Bow] tickets to the president of the Franklin Life. 

Mr. Suwon. This Rose Bow] out in California? 

Mr. BauMAN. Yes, sir; that was when I was winning. 

Mr. Sruon. Give us a couple of more examples of those mortgage 
loans you made? 

Mr. Bauman. I believe it. was in 1952, an attorney in Urbana, W. Lee 
Summers, Jr. He was building the house and wanted to finance it. 
The top loan Dobbs offered on a conventional basis was $16,000. Sum- 
go wanted to get a bigger loan and asked me to talk to Dobbs, which 

I did, and Dobbs agree d, and I don’t recall who suggested a strawman 
Gilloan. Anyway “the upshot was that Summers bought the GI rights 
of a man named Shapman. 

Mr. Simon. What do you mean he bought the GI rights ? 

Mr. Bauman. He paid him a hundred or two hundred or three hun- 
dred dollars to use his rights to get this GI loan, and the substance 
of it was that Dobbs received $300 for putting through this GI loan. 

The CuHairman. Who is Dobbs? 

Mr. Bauman. He is the manager of the mortgage loan department 
of the Franklin Lite Insurance Co. and also the assistant treasurer. 

The CHamman. Where? 

Mr. Bauman. Springfield, II. 

The Cuamman. You mean of the big Franklin Life Insurance Co. ¢ 

Mr. Bauman. That is correct, sir. 

The Crarman. He took $300 from you? 

Mr. Bauman. Yes, sir; by check ¢ 

The CuarrMan. You can produce the check ? 

Mr. BauMaN. Yes, sir; I can. 

The CuHarrman. How soon can you produce it? 
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Mr. Batman. It is back in Champaign. I will get it to you, say, 
within 48 hours, to give me time to photostat it. 

Mr. Simon. This is the second check you talked about ? 

Mr. Bauman. Yes, sir. 

Mr. Simon. Were all the moneys you paid him by cheek ¢ 

Mr. Bauman. No,sir: not all of them. 

Mr. Simon. How many checks did you give him / 

Mr. Bauman. I can’t answer you. I would rather give you that in 
detail if you wished. 

Mr. Stuon. Well—— 

The Cuairman. I will subpena you to be in Indianapolis at the 
Federal Building on next Monday at 10 o'clock, and bring the check. 
(See pp. 2590, 2617.) 

Mr. Bauman. Would vou have the clerk deliver a subpena to me? 

The Cuatrman. Yes; we will also subpena Mr. Dobbs to appear 
at the same time. 

Mr. Simon. What is his first name?’ 

Mr. Bauman. Hoyt. 

Mr. Simon. Hoyt Dobbs, Jr.? 

Mr. Bauman. Hoyt M. Dobbs. 

Mr. Simon. Hoyt M. Dobbs, Jr. / 

Mr. Bauman. Yes. 

Mr. StmmMon. You will bring with you vour records showing how 
much you paid him? 

Mr. Bauman. That is correct. 

The Cuamrman. You bring with you the records showing what you 
have paid everybody else, all people / 

Mr. Bauman. It will be substantial. IT will do the best I can, sir. 

Mr. Simon. Will you go ahead and tell us about these other deals 
with Dobbs, where you paid him? 

Mr. Bauman. Well, there was one more, just to cite an example, 
about the same instance as that, a GI loan, in a house that I was 
speculating on, and wherein the GI loan was originated for $15,000, 
and I paid him $150 or 1 percent of the loan by check. 

Mr. Simon. What was the reason for paying him $150 on that loan ? 

Mr. Bauman. Well, to get the Franklin Life to make the loan, I 
guess. 

Mr. Simon. Was that a Bauman loan? 

Mr. Bauman. No, sir. The party that bought it was actually, 
became the occupant and so forth. 

Mr. Stwon. Why did you have to pay Dobbs if it was a legitimate 
loan ? 

Mr. Bauman. Well, GI loans were pretty hard to obtain, and over 
the past few vears and, as I have testified heretofore it was just a 
matter of what I would say, general policy. 

Mr. Simon. Did that $150 go to the life-insurance company or to 
Dobbs personally ? 

Mr. Bauman. The check was made out to Hoyt M. Dobbs, Jr., and 
he cashed it. I don’t know what he did with it. 

Mr. Sitmon. Was it the practice in Champaign to have to bribe the 
official of the lending institution to get a GT loan ? 
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Mr. Bauman. Well, I don’t know if you would use the term “brib- 
ery” but otherwise I would say the practice was fair. I do not want 
to go on rec ‘ord as stating that because all I want to testify to is what 
I absolutely know. 

The Cuairman. And what you actually did yourself? 

Mr. Bauman. Yes, sir. 

Mr. Suwon. Are there any other cases, Mr. Bauman, where you had 
strawman GI loans 4 

Mr. Bauman. Yes, sir; there were. 

Mr. Simon. Will you tell us about those ? 

Mr. Bauman. Well, generally it was just a matter that in specu- 
lating in real estate in order to reveal at a favorable price it was 
— y to obtain as high a loan as possible, and in connection with 
that, I did purchase the GI rights of various veterans, which we refer 
to as strawmen. 

Mr. Staon. How many times did you do that ¢ 

Mr. Bauman. I couldn't say for sure, but I would guess 15 or 20 
times, something like that. 

Mr. Simon. And those cases vou would pay this veteran $100 or 
$200; is that right ? 

Mr. Bauman. Yes, sir. 

Mr. Simon. For the right to make a GI Joan in his name? 

Mr. Bauman. That is right, sir. 

Mr. Sraron. But it would bea piece of real estate that you owned ? 

Mr. Bauman. That is correct, sir. 

Mr. Simon. Did you ever act as the appraiser in any of those cases ? 

Mr. Bauman. I did not act as the appraiser in those particular 
cases. In other words, the Veterans’ Administration—lI sent in appli- 
cations to them and they sent, or assigned, the appraisers to someone 
other than the lending institution; in other words, they knew that 
I was acting as a lender’s agent and could not be appraiser. 

Mr. Siwon. Would you bring with you to Indianapolis the names 
of the veterans who acted as strawmen for you 4 

Mr. Bauman. I will to the best of my ability, sir. 

The CuarrmMan. Will you remain outside until we can serve you this 
subpena to appear in Indianapolis ? 

Mr. Bauman. Yes, sir. Could I have the privilege of reading a 
statement or if you want to read it ¢ 

The Cramman. Yes, sir; you may. 

Mr. Bauman. Thank you. 

I make this statement under oath to the United States Senate pur- 
suant to my testimony of yesterday in order to attempt to clarify 
the testimony. 

No. 1, referring to the testimony of Nels V. Olson, I believe, but I 
do not have a copy of the record as vet, but as L recall he indicated that 
he did not know the so-called title I loan had been consummated until 
some time in December 1953, I previously gave this committee in 
executive session and now wish to read into the record a letter or copy 
of a letter which IT wrote to Nels V. Olson, dated May 13, 1953, and 
which letter is addressed to Mr. Olson at 505 West Grove, Rantoul, Il. 
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The letter reads as follows: 


Dear Nets: In connection with the title I loan which we discussed, please 
send any payment books you may receive from Mercantile Mortgage, direct to me 
for handling. Will appreciate this courtesy. 

Very truly yours, 
Morry BAUMAN. 


Yesterday I submitted to the committee numerous payment books 
as evidence that these books had been sent. by Mercantile to each bor- 
rower, who in turn had brought in the book to me. I ask that you 
read in the record now payment books on Mercantile Mortgage loans 
No. 4577 and No. 4650. These books were addressed to Nels V. Olson, 
505 West Grove, Rantoul, Ill., and to the best of my knowledge he 
received them. 

Both of these bear first payment date of June 15, 1953, and as I 
recall, Olson either sent these directly to me or sent them to me via 
Paul A. Rexroat, who has been previously mentioned. 

Olson further testified that he emploved Rexroat as his broker in 
the contracts in the litigation in Champaign County, but I wish to state 
the contracts state very clearly that I was to pay Rexroat’s com- 
mission and I did exactly that. Rexroat was at that time representing 
me on numerous purchases and sales. Rexroat denied in Champaign 
County chancery hearings that he was Olson’s agent or broker. There 
is considerable evidence and testimony of record in these chancery 
hearings which I feel the committee should also obtain and read into 
the record. 

Secondly, I would like to read into the record an affidavit previous- 
ly delivered to the committee. I wish to make it clear that I did not 
personally sign or notarize it and can only assume it is a bona fide 
affidavit. The affidavit is made by Arthur Winters, who is involved 
in this so-called title I scandal. 


Arthur D. Winters, being first duly sworn upon his oath, deposes and says that 
on or about the (blank) day of (blank), A. D. 195— 


and it is blank, the notarization would indicate the date— 


affiant signed an affidavit at the request of certain persons who represented them- 
selves to be representatives of the Mercantile Mortgage Co., a corporation. 

Affiant further states that at the time of the signing of said affidavit that this 
affiant did not read said affidavit carefully but that affiant now learns that said 
affidavit contained a statement that affiant did not authorize any person to 
endorse the check which was for the proceeds of a title I loan to be obtained 
from the Mercantile Mortgage Co., but affiant states that the true facts are that 
this affiant did authorize Morry Bauman or someone designated by him to 
endorse said check, and affiant states that said endorsement is herewith ratified 
by this affiant and affiant states that prior to the issuance of said check that this 
aftiant understood and agreed that Morry Bauman or his agents and servants 
would endorse said check upon its receipt. 

Affiant further states that neither Morry Bauman nor any person on his 
behalf or any other person has represented. induced, persnaded or requested 
this affiant to retract the statements ma’e in the affidavit delivered to the per- 
sons representing to be agents of said Mercantile Mortgage Co., but this affiant 
makes this affidavit solely and alone for the purpose of setting forth the true 
facts. This affiant further states that he has not been induced by persons 
representing Morry Bauman or by Morry Bauman, or any agent, servant, or 
attorney, or other person to execute this affidavit but signs this affidavit because 
this affiant has learned that check No. 1934, dated October 23, 1953, in the 
First National Bank in St. Louis, St. Louis, Mo., has heen returned to said bank 
together with the papers originally executed by this affiant upon the ground 
that said endorsement on said check was a forgery whereas, in truth and in fact 
said endorsement was not a forgery within the meaning of the law as this affiant 
understands it but was authorized by this affiant. 






“@ 


w) 






Affian 
the Mer 
various 
represe 
said aff 

Furtt 


Subsc 


As ] 
The 
time if 
again | 
“(WI 


the sar 


The 

Do} 
the tr 
God ? 


TE! 


Dr. 
The 
has be 
Dr. 
His cc 
The 
Dr. 
should 
before 
The 
Dr. | 
in abo 
The 
Dr. 
should 
The 
Dr. 
The 
or 10 ¢ 
Dr. 
The 
Now 
Mr. 
be the 
you G 


TES' 


Mr. 
The 


name ¢ 








please 
to me 


{AN. 


books 
. bor- 
t you 
loans 
ison, 
ve he 


as I 
e via 


‘er in 
state 
com- 
nting 
paign 
Chere 
neery 
| into 


rious- 
d not 
fide 
olved 


’g that 


them- 


it this 
it said 
son to 
tained 
e that 
1im to 
atified 
it this 
rvants 


on his 
uested 
le per- 
affiant 
e true 
ersons 
int, or 
ecause 
in the 
1 bank 
rround 
in fact 
affiant 


FHA INVESTIGATION 2411 


Affiant further states that said affidavit delivered to the person representing 
the Mercantile Mortgage Co. was delivered, because this affiant was fearful that 
various prosecutions would be made against this affiant, and that it was so 
represented by said agent and representative at the ime of the execution of 
said affidavit. 

Further affiant sayeth not. 

ARTHUR D. WINTERS. 

Subscribed and sworn to before me this 29th day of January, A. D. 1954. 

VikGIL V. BurcEss, 
Notary Public. 

As I understand, Mr. Burgess is police magistrate at Urbana, III. 

The Crratrman. If you don’t mind, let’s recess until 2: 15, at which 
time if you have something further you want to say, we will hear you 
again at 2:15 this afternoon. 

(Whereupon, at 12: 35 p. m., the committee recessed until 2:15 p. m., 
the same day.) 

AFTERNOON SESSION 


The Cuarrman. Is Dr. Schwartz here, please ? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 
God ? 


TESTIMONY OF DR. ARTHUR H. SCHWARTZ, CHICAGO, ILL. 


Dr. Scuwartz. Yes, sir. 

The CHamman. Will you tell us the condition of Mr. Eisen? It 
has been reported here this morning that you operated on him? 

Dr. Scnwarrz. Yes. Mr. Eisen hada gastric recession on Monday. 
His convalescence is normal and we do not anticipate any troubles. 

The CHarrmMan. When do you think he will be capable of testifying ? 

Dr. Scuwartz. I think that following that type of surgery a man 
should be given 6 to 8 weeks, I mean assuming that things are normal, 
before he should be subject to the emotional stress. 

The Cuarrman. When could we take his testimony in the hospital ? 

Dr. Scuwartz. If you wish you could take testimony in the hospital 
in about. a week. 

The Cuarrman. When will he be out of the hospital? 

Dr. Scuwartz. I should say if he gets along well as he is now he 
should be out of the hospital within a week or 10 days. 

The CuarrmMan. Did you perform the operation ? 

Dr. Scuwartz. Yes. 

The Cnatrman. He will be out of the hospital in about a week 
or 10 days? 

Dr. Scuwarrz. Yes. 

The Cuatrman. Thank you. 

Now, is Mr. Lew Farrell here? 

Mr. Farrell, do you swear the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth, so help 


you God? 


TESTIMONY OF LEW FARRELL, UNIVERSAL BUILDERS, INC., 
OMAHA, NEBR. 
Mr. Farrein. Yes. 
The Cuarrman. Please be seated and give the reporter your full 
name and address, please. 
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Mr. Farrev.. My full name is Lew Farrell, 1115 Caulder Avenue, 
Des Moines, Iowa. 

Mr. Simon. Your business, Mr. Farrell? 

Mr. Farrevi. At the present time? 

Mr. Stvon. Yes. 

Mr. Farrect. Unemployed. 

Mr. Siuon. What was your last business? 

Mr. Farreci. T was manager for a remodeling company. 

Mr. Simon. Manager for who? 

Mr. Farreti, A remodeling company. 

Mr. Stuon. What was the name of it? 

Mr. Farrevi. Universal Builders. 

Mr. Simon. Where was Universal Builders located ? 

Mr. Farrein. Southwest Seventh and Indianola. 

Mr. Stuox. Who were the owners of Universal Builders? 

Mr. Farretyi. I couldn't tell you that. It is a corporation. T don’t 
know who the owners are. 

Mr. Sraon. Who was the president ? 

Mr. Farreci. T couldn't tell you that. T don’t know. 

Mr. Stuon. What position did you occupy / 

Mr. Farreuy. I was an office manager. 

Mr. Stuon. You were office manager? 

Mr. Farretu. Yes. 

Mr. Stwon. You do not know who the head of it was? 

Mr. Farreti. No; I do not. 

Mr. Stwon. Have you heard of a man named John D’Arco? 

Mr. Farrett. Do you mean John P. L. Darkel? 

Mr. Stwon. That could be, D’Arco., 

Mr. Farrevu. No. 

Mr. Stuon. Who is John D’Arco? 

Mr. Farrevp. I don’t know of anybody by that name. 

Mr. Simon. What was the name you just mentioned ? 

Mr. Farrett. John P. L. Darkel. 

Mr. Stuon. Who is John P. L. Darkel? Was he the president of 
this company ? 

Mr. Farrevi. I don’t know. It could be. He is a very fine fellow. 
Tle would be a credit to any company. 

Mr. Sraon. Who hired you? 

Mr. Farreti. Who hired me? 

Mr. Stmon. Yes. 

Mr. Farreun. I was hired through—there is a fellow by the name 
of Klein, came to me and asked me if I would like to go to work for 
the Universal Builders. 

Mr. Suwon. Is that Lester Klein? 

Mr. Farreiyi. No. 

Mr. Stwon. Did a man named Wolfe have anything to do with 
Universal Builders 4 

Mr. Farreti. No; not that I know of. 

Mr. Sion. Who signed your paychecks ? 

Mr. Farrevn. Well, I haven’t got a paycheck for so long, I don’t 
remember. 

Mr. Sion. Were you paid by check or in cash? 
Mr. Farreizi. Sometimes I was paid in cash. 
Mr. Simon. You do not have any idea who you were working for? 
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Ie, Mr. Farreti. No; I don't. 
Mr. Stuon. How long were you in _ home-remodeling business ¢ 
Mr. Farreny. I would say off and on about a year anda half. 
4 It was a very, very small business. 
Mr. Simon. How many salesmen did you have under you? 
} - Mr. Farretr. I didn’t have any salesmen under me. 
Mr. Simon. You didn’t ¢ 
Mr. Farrevy. No. 
Mr. Simon. Were there any salesmen working for the company ? 
‘y Mr. Farrett. Well, I do not know who were salesmen and who 
weren’t. I couldn’t tell you. 
Mr. Srmon. How many employees did the company have? 
Mr. Farretn. That I couldn’t tell you, either. I had nothing to 
do—— 
: The CHamMan. Were you the office manager ? 
nt Mr. Farrein. Yes. 
The CHairMaANn. Did you make out the checks ? 
Mr. Farreny. No. 
Mr. Simon. What were your duties as office manager ? 
Mr. Farrer... Just seeing that some of the work was done. 
Mr. Simon. What work ¢ 
Mr. Farrevtyi. Like putting the home remodeling on the different 
homes, 
The CHarrMan. Was it physical work ? 
Mr. Farreti. No, I didn't. 
Mr. Srwon. How many employees did the company have that you 
know of? 
Mr. Farrett, Sometimes they might have had 8, sometimes they 
could have had 16. 
> Mr. Simon. Do you know their names? 
Mr. Farrer. No, I do not. 
Mr. Simon. Were you ever connected with the Complete Home Re- 
modeling Co. ? 


of Mr. Farreui. I was never connected with them. 
al Mr. Simon. Did you ever hear of them? . 
We Mr. Farrevu. Yes. 


Mr. Simon. You had no connection with them ever ? 
Mr. Farreiy. I was employed by them. 

Mr. Simon. You were emploved by them ? 

Mr. Farreiy. Yes. 


me Mr. Simon. What were your duties there? 
for Mr. Farreti. Manager. 
. Mr. Simon. Manager ? 
Mr. Farrewu. Yes. 
: , Mr. Simon. What did you manage ? 
ith Mr. Farrecy. The office. 


Mr. Simon. What were your duties as office manager ¢ 

Mr. Farrecyi. Same thing. 

; Mr. Sion. How many men worked _— 

mnt Mr. Farre cn. [would say maybe 4 or 
Mr. Stmon. What did they do? 
Mr. Farrecrt. Well. | couldn’t tell vou. T cannot speak for them. 
Mr. Simon. Did they sell home re “mode ling jobs? 

or? Mr. Farrete. | suppose they did. 
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Mr. Stuon. Do you know whether they did? 

Mr. Farreiu. I would not tell you for sure they did. 

Mr. Stwon. Did either one of these companies, Universal Builders 
or Complete Flome Remodeling Co., take title I notes from these home- 
owners / 

Mr. Farreti. Well, not that I know of, but I have no doubt they 
did, absolutely. 

Mr. Simon. What did either one of these companies do that you 
know of, Mr. Farrell ? 

Mr. Farrett. Home remodeling. 

Mr. Simon. Did you buy an interest in Home Remodeling Co., in 
Omaha ? 

Mr. Farretyi. Absolutely not. 

Mr. Suwon. Mr. Wolfe testified here this morning that a group of 
people, including you, bought an interest in the Universal Builders of 
Omaha. Is that wrong? 

Mr. Farrect. Mr. Wolfe mishandles the truth if he said that. 

Mr. Srwon. Have you ever heard of Universal Builders in Omaha? 

Mr. Farretyi. I might have. 

Mr. Sion. What have you heard about them ? 

Mr. Farreii. A lot of good things. It is a wonderful company. 

Mr. Suwon. What are the good things you heard about them ? 

Mr. Farreti. That they are very reliable people. 

Mr. Simon. What business are they in? 

Mr. Farreti. Home remodeling. 

Mr. Simon. Who are these reliable people? 

Mr. Farrert. Well, I couldn’t tell you by name. You know, I just 
hear hearsay, just like you hear a lot of things. 

Mr. Sinton. How do you know they are good people if you don’t 
know who they are? 

Mr. Farrevit. You know you hear a lot of things pro and con, and 
I only listen to the good things. I never listen to the bad things. 

Mr. Stwon. Were you ever in any way connected with Aluminum 
Associates ¢ 

Mr. Farreni. Never heard of them. 

Mr. Simon. Have you ever heard of Mr. Wolfe ? 

Mr. Farnrewi. Yes. 

Mr. Simon. Jack Wolfe? 

Mr. Farreiy. Oh, yes. 

Mr. Staron. Have you ever had any business dealings with him ? 

Mr. Farreiy. No. 

Mr. Simon. So far as you know, did he have any connection with 
any of these companies for which you are oilice manager ¢ 

Mr. Farrett. Well, I did not have anything to do with his business 
so I could not tell you. 

Mr. Simon. My question was so far as you know, whether he owned 
any of these businesses of which you were office manager. 

Mr. Farrec.. I couldn't tell you that. 

The Cruairman. Did you ever see him around the office? 

Mr. Farreii. No. 

The Cuairman. Would you know him if you saw him? 

Mr. Farrei. Yes. 

The Cuamman. Where did you see him last ? 

Mr. Farre.i. In Des Moines, walking down the street. 
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The Cuarrman. Did he ever come around any of these businesses 4 

Mr. Farre.yi. Not while I was there. 

Mr. Suwon. Did you testify before this committee on August 17, 
1954, that almost ev rane Universal handled was FHA ? 

Mr. Farreti. No. I don’t remember that. Some young kid was 
questioning me but I mean I don’t remember that. 

Mr. Suwon. Do you recall being asked this question, page 8115 of 
the transcript: 

Question. It was FHA loan work? 

Answer. I had nothing to do with any FHA title I’s myself but I would assume 
under the conditions of that home remodeling, that almost everything is PHA, 

Were you asked that question, did you make that answer? 

Mr. Farrevn, I cannot remember that. I do not believe anything 
I see in print. 

L got to hear it, you know. 

The Cram AN. Where do you live? 

Mr. Farrevi. Des Moines, Lowa. 

The Cuamman. What is your street address ? 

Mr. Farrevy. 1115 Calder Avenue. 

The Cuairman. Are you certain of that? 

Mr. Farrein. Oh, yes, yes, yes. Thanks for the extension granted 
me so that I could have been with my wife, so we had our fourth little 
child. I want to thank you openly on that. 

Mr. Sion. Mr. Farrell, have you ever been connected— 

The Cuairman. What did I have to do with your fourth child? 

Mr. Farrevi. I hope you had nothing. I received an extension. 

Let me explain. 

‘The CuairMan. An extension on the child? 

Mr. Farreuyi. Yes. 

Mr. Srwon. He was subpenaed in executive session and he was 
granted a continuance of the executive session because of his wife’s 
confinement. 

Mr. Farreiti. I gave you the facts. You don’t get credit all the 
time. 

Mr. Srwon. Have you ever been in any way connected as em- 
ployee, owner, or in any other capacity with any other companies 
in the home-remodeling business ? 

Mr. Farreii. Never. 

Mr. Stwon. What is your real name, Mr. Farrell ? 

Mr. Farreti. My real name? 

Mr. Simon. Yes. 

Mr. Iarretit. You mean when I was born, baptized ? 

Mr. Srwon. Yes. 

Mr. Farreti. Luigi Tomaso Giuseppi Fratto. That is a “duzie” of 
a handle, ain’t it ¢ 

Mr. Simon. You were born and raised in Chicago? 

Mr. Farrein. Yes. 

Mr. Siaon. When did you go to Des Moines? 

Mr. Farrein. In 1938, 

Mr. Stmon. Did you go there to be the Des Moines distributor of 
Canadian Ace beer ? 

Mr. Farretzi. Absolutely not. 

Mr. Simon. Were you ever distributor for Canadian Ace beer? 
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Mr. Farreiy. I enjoyed the privilege of having a wonderful repu- 
tation in the beer business. 

Mr. Suwon. Were you ever distributor for Canadian Ace beer? 

Mr. Farreti. Yes. I was distributor for Canadian Ace beer dur- 
ing the shortage. 

The CuatrmMan. During prohibition ? 

Mr. Farreti. No; during the beer shortage. 

Mr. Srwon. Were you hired for that job by Morris Greenberg ? 

Mr. Farreti. Was I? 

Mr. Srmon. Yes. 

Mr. Farreu. No. 

Mr. Simon. Do you know Morris Greenberg ¢ 

Mr. Farretyi. Casually. 

Mr. Simon. He had nothing to do with your hiring / 

Mr. Farreti. Absolutely not. 

Mr. Simon. Are you a part owner or partner of the Sports Arcade 
in Des Moines? 

Mr. Farretz. No, absolutely not. 

Mr. Srwon. Have you ever been to the Sports Arcade? 

Mr. Farrety. Have I ever been there? 

Mr. Srwon. Yes. 

Mr. Farreii. Never. 

Mr. Simon. Had you ever heard the name before today ? 

Mr. Farreni. Have I heard it? 

Mr. Srwon. Yes. 

Mr. Farrewy. I have heard it a couple of times. 

Mr. Smon. But you have never been there? 

Mr. Farreti. Never been there. 

Mr. Sion. Do you know who the owners are ? 

Mr. Farrevu. 1 couldn’t tell you. 

Mr. Simon. Have you ever heard of the Downtown Businessmen’s 
Club in Des Moines? 
Mr. Farrevn. Well, I heard of it. 
Mr. Sion. Nothing to do with it? 
Mr. Farrevy. No. 
Mr. Simon. Ever been there? 
Mr. Farreti. Never. 
Mr. Stwon. You are absolutely certain ? 
Mr. Farreuy. Absolutely positive / 
Mr. Suwon. Have you ever heard of a man named Hyman Weiss- 
man ? 

Mr. Farretn. Yes; a nice little boy. 

Mr. Suwon. Were you and he partners 

Mr. Farrevn. No. 

Mr. Srwon. In any venture. 

Mr. Farrevi. Never was partners with him. 

Mr. Simon. Never were partners ? 

Mr. Farrein. No, sir. 

Mr. Simon. How well do you know him ¢ 

Mr. Farrety., Well, casually. 

Mr. Suwon. And you and he weren't partners in either the Sports 
Areade or the downtown businessmen’s club ? 

Mr. Farreii. I was no partner. 

Mr. Simon. Have you ever heard of the Mainliner 


I had nothing to do with it. 
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Mr. Farrety. Mainliner Night Club? 

Mr. Stmon. Yes. 

Mr. Farrevy. That was one of the finest clubs in Iowa. 

Mr. Stmon. Have you heard of it then ¢ 

Mr. Farreiu. Yes. 

Mr. Stwon. Did you ever buy an interest in there ¢ 

Mr. Farrewy. No. 

Mr. Srwon. You didn’t? 

Mr. Farrey. Absolutely not. 

Mr. Stmon. Did you at one time tell the owners of the Mainliner 
Night Club that you were a part owner of the club ! 

Mr. Farreiti. Senator, what has 

Mr. Srmon. [ am not a Senator. 

Mr. Farrevn. You look like one. I mean what has this got to do 
with FHA, your asking me these questions ¢ 

Mr. Simon. It has to do with you and you were engaged in the FHA 
home remodeling program. 

Mr. Farrevi. 1 know but—— 

Mr. Simon. Proceed to answer the questions. 

Mr. Farreti. You brought me here to ask me questions about FHA. 
I mean you don’t want to glamorize this. 

The Cuamman. We will be the judge of the questions. Proceed 
to answer the questions. 

Mr. Farrecy. All right. 

Mr. Simon. Did you ever tell the owners of the Mainliner Night 
Club that you were a part owner of the club? 

Mr. Farrevy, That would be ridiculous, wouldn't it ¢ 

Mr. Smwon. Do you know whether they ever filed a lawsuit to 
enjoin you from taking over the club? 

Mr. Farreun. They never signed nothing against me. We are 
friends. 

Mr. Stmon. You are friends? 

Mr. Farrevn. Yes. 

Mr. Simon. Who are the owners of the Mainliner Night Club? 

Mr. Farreti. Who are the owners? 

Mr. Srwon. Yes. 

Mr. Farreti. There is no Mainliner Night Club now. 

Mr. Simon. Who were the owners? 

Mr. Farret,. My wife’s cousin. 

Mr. Suwon. What is his name? 

Mr. Farreti. Well, 1 don’t—now as long as I am under oath and 
I mean I can’t tell you, if they were the owners or not. 

The Cuarrman. What is your cousin’s name? 

Mr. Farrevi. I would rather not say. 

The CuarrmMan. You must say. 

Mr. Farreti. Oh, no; 1 mean after all, 1 mean you want me to 
give you the correct answers. 

The CHatrman. Do you know the name of your cousin ¢ 

Mr. Farrevn. I have got 200 first cousins. 

The CuarrmMan. What is the name of the cousin that owned this 
night club that you just testified to 4 

Mr. Farretn. I don't know if he owned it. It might not be on 
record—— 
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The Cuatmrman. What is the name of the cousin that you referred 
to a moment ago that owns the nightclub or might own the nightclub? 

Mr. Farrewy. I don’t know. There are 4 or 5 brothers. 

The Cuatrman. Give us the names of the 4 or 5 brothers. 

Mr. Farrect. Then I might be answering that wouldn’t be right. 

The Cuatrman. Do you want to take “the fifth amendment and 
refuse to answer? 

Mr. Farrett. Fifth amendment? That fifth amendment sounds 
bad. That is for Communists. That is not for me. 

The Cuarrman. You are either going to answer the questions, or 
we will cite you for contempt of the Senate. 

Mr. Farreiy. It is an open record who owned the Mainliner. 

The Cuamman. Tell us, then. 

Mr. Farrewu. I don’t know who owned the Mainliner. 

The Cuairman. Tell us, then. 

Mr. Farreiu. I don’t know who owns it. 
Peter Rand. 

The Crarrman. Peter what? 

Mr. Farreryt. Pete Rand? He ran the place. 

The Cratrman. Is he your first cousin ¢ 

Mr. Farreit.. My wife’s first cousin, a real nice man. 

The Cuatrman. How do you spell it? 

Mr. Farreti. I don’t know; with an “e” or an “a.” 

Mr. Simon. Were you ever sued in the district court in lowa—— 

Mr. Farrevy. No. 

Mr. Simon. For an injunction to enjoin you from taking over the 
club? 

Mr. Farreityi. Never. That is propaganda. 

Mr. Simon. You have heard it before, haven't you? 

Mr. Farretit. Who? 

Mr. Stmon. Have you heard? 

Mr. Farretyi. No; I read it. 

Mr. Stmon. Where did you read it? 

Mr. Farreit. Newspapers. You get everything you want to know 
in the newspapers. 

Mr. Simon. But no such lawsuit was ever filed against you? 

Mr. Farreiyu. No. 

Mr. Simon. Did you ever tell anybody that you had bought an in- 
terest in that club from a man named Joy, J-0-y ? 

Mr. Farreti. Did you what ? 

Mr. Srwon. That you bought an interest in that club from a man 
named Joy? 

Mr. Farretyi. How could I tell somebody I bought an interest when 
I never had an interest and never had nothing to do with the club? 

Mr. Stwon. Do you know a man named Muller? 

Mr. Farreti. No; I don't. 

Mr. Srwon. — vou ever heard of him? 

Mr. Farreti. No; I didn't. 

Mr. Sron. Have you ever heard of a man named Haakinson ? 

Mr. Farreti. I don’t know him but I have heard a lot of nice things 
about him. I understand he is a real, real nice fellow. 


I know who was there, 


Mr. Stmon. Did you ever do any business with either Mulder or 
Haakinson ? 
Mr. Farreti. Unfortunately, I didn’t. 


I would have liked to. 
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1 Mr. Simon. Did you ever do any business with the First Federal 
} State Bank of Des Moines? 

Mr. Farrety. Never did. It is a real nice little bank. 

. Mr. Stmon. Have you ever heard of the bank? 

Mr. Farretu. Yes. 
1 Mr. Simon. You have heard of the bank? 

Mr. Farretu. Yes. 
8 Mr. Srwon. Have you ever heard of Allied Building Credits? 

Mr. Farrevt. Allied Building Credits? 
r Mr. Stmon. Yes. 


Mr. Farreuy. That is a finance company ? 
Mr. Simon. Yes. 
Mr. Farrett. Yes. I have heard of it. 
Mr. Simon. Did you ever do any business with them ? 
Mr. Farretu. No. 
°, Mr. Simon. Did you know Mulder when he was with Allied Building 
Credits ? 
Mr. Farretu. I still don’t know. 
Mr. Stmon. You don’t know him? 
Mr. Farrevy. Still don’t know him. 
Mr. Sraon. You never had any business dealings with Mulder at 
any time? 
Mr. Farretn. At no time. 
Mr. Simon. Do you know a man named Golding? 
Mr. Farreti. One of the finest young men in the city of Des 
- Moines. : ; 
Mr. Stmon. You know him, then? 
Mr. Farreti. Yes. <A real credit to the town. 
Mr. Stmon. Was he the manager of Universal Builders? 
Mr. Farretit. No. He was not. 
Mr. Simon. Was he in any way connected with Universal Builders? 
Mr. Farre.yt. Not that I know of. 
Mr. Stuon. What did he do for a living? 
Mr. Farrevti. Well, I couldn’t tell you exactly. I know he was in 


‘od “ the remodeling business, but I couldn’t say for sure. 
The Cuairman. You just testified he was a great credit to the city. 
You knew him well ? 
Ba | Mr. Farretn. Yes. ; 
The Cuatrrman. What business was he in? 
Mr. Farrevti. Home remodeling. 
” The Cuairman. Did you ever work for him? 
; Mr. Farrety. Yes. I was an employee of his. 
= L The Cuarrman. What did you do? 
| Mr. Farretit. Manager. 
The Cuarrman. You were his manager ? 
Mr. Farrevu. Yes. 
| Mr. Srwon. What was the name of his company ? 
Mr. Farret,. Complete Home Remodeling. 
Mr. Simon. Complete Home Remodeling ? 
bi Mr. Farretn. Yes. 
5 Mr. Stxron. What is his first name ? 
: Mr. Farrety. Harold. 
oF Mr. Stmuon. Harold Golding? 


Mr. Farreti. Yes. Nice boy. <A real nice boy. No kidding. 
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Mr. Stuon. When did you work for him ? 

Mr. Farretn. I think back in, this is 1954—1952 up to 1953, some- 
where, in 1952 and into 1953, 

He had a little business, a real little business. 

The CHamrMan. You recognize you are testifying under oath? 

Mr. Farreiy. Oh, ves. 

The CHairMaAn. You also testified under oath before / 

Mr. Farrevy. Yes. 

The CHamman. And you know what the word “perjury” means, 
do you? 

Mr. Farreni. Yes. 

Mr. Simon. Have you ever had any business dealings with Harry 
Cane or Harry Cohen? 

Mr. Farreti. Never heard of them. 

Mr. Simon. Never heard of him / 

Mr. Farrevt. No. 

Mr. Simon. Have you ever had any business dealings with Harry 
Nassan ? 

Mr. Farrenn. No. 

Mr. Simon. Have you ever heard of him ¢ 

Mr. Farrevyi. Yes: just heard of him. 

Mr. Stuon. You have never had any business dealings with him 4 

Mr. Farrevyt. I understand he is a real fine gentleman. 

Mr. Srwon. Have you ever had any business dealings with Lou 
Eisen ? 

Mr. Farreii. Never had any business dealings with Mr. Eisen. 

Mr. Simon. Have you ever heard of him? 

Mr. Farrevy. [hear a lot of nice things about him. 

Mr. Simon. You never had any business dealings ? 

Mr. Farreiy. No. 

Mr. Stmuon. Did any of these companies you were with ever handle 
Alside aluminum siding? 

Mr. Farreiy. Yes. The Complete Home Remodeling did. That is 
one of the best materials in the country. IT would recommend it on your 
house. 

Mr. Stuon. Thank you. 

Did Complete Home Remodeling buy this Alside aluminum siding 
from Harry Nassan—I'm sorry, from Lou Eisen ? 

Mr. Farrets. I don’t know whether he did or not. I would think 
he might have but I couldn’t say for sure. You know he just reminded 
me of perjury so I want to make sure of what I am saying. 

The Cuamman. Let’s answer the questions and cut out the foolish- 
ness. It is no foolish matter. TI think you will discover that before 
you are through. 

Mr. Farreny. Yes. 

Mr. Simon. Mr. Farrell, do you know whether Complete Home 
Remodeling bought their aluminum siding from Lou Eisen? 

Mr. Farretzi. I don't know whether they bought it from him. I 
know they bought Alside, but I wouldn't tell you because I didn't 
have any contact with the negotiations. It could be possible io it did. 

Mr. Stwon. Did the salesmen for these companies you are office 
manager of operate on the par basis / 

Mr. Farrenyi. I couldn't tell you that. 

Mr. Sraon. Do you know what par is? 
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Mr. Farretn. Yes. I have heard of it. 

Mr. Stmon. What is your understanding of the meaning of the 
term ¢ 

Mr. Farrenti. Well, they set a certain price for the salesman, for 
the material and the application of the material. 

Mr. Simon. Did Complete Home Remodeling sell on that basis? 

Mr. Farreiy. I don't believe—I don’t know whether they did or 
not. I couldn't answer for Mr. Golding. 

Mr. Simon. Did Universal Builders sell on that basis? 

Mr. Farren.. Universal Builders? 

Mr. Simon. Yes. 

Mr. Farrevn. No. 

Mr. Simon. You are sure of that? 

Mr. Farrenyu. Yes. 

Mr. Simon. TL want to make sure again, you don’t know— 

Mr. Farrevi. I take that back. IL am not sure, so I mean as long 
as [am not sure, Lam not going to testify that it is true or is not true. 
I will leave it open. 

The Crairman. Do you know of the name of anybody who was 
connected with Universal Builders 

Mr. Farreiti. (Shakes head negative.) 

Mr. Stmon. You do not know the name of any of the officers ? 

Mr. Farreity. No; I don't. 

Mr. Simon. Who was your superior when you worked for them ? 

Mr. Farrer. I am not sure who he was. Therefore, I cannot 
answer. 

Mr. Simon. Were you the top man in the office ? 

Mr. Farreti. We had a very little office. There was hardly any 
business there that would warrant any—— 

Mr. Sruon. Were you the top man? 

Mr. Farretit. No. Absolutely not. 

Mr. Stuon. Who was your superior 4 

Mr. Farrene, T was the manager of the Des Moines office, but I 
mean as far as the superior, I don’t know who he was. I couldn't 
answer that. 

Mr. Stuon. Who did you take your orders from ? 

Mr. Farrevi. I didn’t have any orders. 

Mr. Simon. How did you know what to do? 

Mr. Farreti. We didn’t do anything. 

The CHarmMan. We will excuse you but you remain around. We 
may want youa little later in the day. 

The Cuamman. Mr. Floren DiPaglia. 

Mr. DiPaglia, will you be sworn, please / 

Do you solemnly swear the testimony you are about to give will be 


the truth. the whole truth, and nothing but the truth, so help you, 
God? 


TESTIMONY OF FLOREN DiPAGLIA, BUILDERS SUPPLY CO., 
DES MOINES, IOWA 


Mr. DiPacuia. I do. 
The CuairmMan. Thank you. You may proceed. 


Mr. Stwon. Will vou give the reporter your name and address, 
please, Mr. DiPaglia ? 
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Mr. DiPaguia. Floren DiPaglia, 2013 38th Street, Des Moines, 
Iowa. 

Mr. Sron. What is your occupation ? 

Mr. DiPageuia. I am presently employed by a firm with which my 
family owns, the Builders Supply Co., one of the owners. 

Mr. Simon. What is the business of the Builders Supply Co. ? 

Mr. DiPacuia. We manufacture aluminum siding and retail sell it, 
too. 

Mr. Stuon. How long have you been in that. business? 

Mr. DiPaeuia. How long have I been in the aluminum siding busi- 
ness / 

Mr. Simon. Yes. 

Mr. DrPacria. As an owner or completely ? 

Mr. Stmon. In any way. 

Mr. DiPacuia. Since 1949. 

Mr. Srmon. How long have you been in that business as an owner? 

Mr. DiPaeria. February 1951. 

Mr. Simon. Do you know a man named Polachek ? 

Mr. DirPaatta. Yes, sir. 

Mr. Stwon. Have you been associated with him? 

Mr. DiPactra. I was employed by him. 

Mr. Sraon. When were you employed by Mr. Polachek? 

Mr. DrPacira. On two different occasions. 

Mr. Stwon. What was the period of those employments? 

Mr. DrPacuta. I was employed in 19—the latter part of 1949, and 
again in 1950. 

Mr. Srmon. In 1949 and then again in 1950? 

Mr. DiP acuta. I could be mistaken as to those dates, but not very 
far. 

Mr. Sraon. What work did you do for Mr. Polachek ? 

Mr. DrPactia. I was employed as a salesman. 

Mr. Sron. Title I home repair salesman ? 

Mr. DirPacuia. Aluminum siding salesman. 

Mr. Simon. What was the name of his company ? 

Mr. DiPacria. At that time it was National Builders. National 
Builders Co. 

Mr. Stmon. What year is this? 

Mr. DrPactita. 1949. 

Mr. Stwon. What was the name of his company in 1950? 

Mr. DiPacuta. National Builders, Ltd. 

Mr. Srmon. Do you sell anything beside aluminum siding ? 

Mr. DiPactra. Occasionally asbestos siding. 

Mr. Simon. Did you work on a commission basis? 

Mr. DiPacita. Yes, sir. 

Mr. Simon. Par? 

Mr. DtPaarta. Yes, sir. 

Mr. Stuon. What was par for aluminum siding? 

Mr. DrPaeria. It has been quite a while back. I don’t exactly 
remember at that time what par was. 

Mr. Stuon. You got everything over par? 

Mr. DiPaciia. Up to a certain point. 

Mr. Stmon. Up to what point? 

Mr. DiPagria. They had what is called a ceiling. 

Mr. Simon. What was the ceiling? 
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Mr. D1Paauta. I believe the ceiling was $90 a square. 

Mr. Son. What was par? 

Mr. DrPactia. I believe par was $62.50. I could be mistaken. 

Mr. Simon. Are you certain that par was $65.50? 

Mr. DiPactra. It was between $58.50 and $62.50. 

Mr. Stmon. Did you ever sell above $90 a square? 

Mr. DiPacuia. Yes, sir. 

Mr. Stmon. What is the highest you ever sold ? 

Mr. DriPaciia. We sold several jobs. I wouldn’t know exactly 
which one was the highest, sir. 

Mr. Stmon. Did you sell as high as 100 percent over par ? 

Mr. DrPacGiia. Let me think a minute. Do you mean $120 a square? 

Mr. Stmon. Well, just double par, whatever par would be. 

Mr. DrPaaiia. Yes. I believe I sold that much. 

Mr. Srmon. Now in 1949, what was the total fees you got from 
Polachek ? 

Mr. DiPaeuia. Without talking to my brother, I just couldn’t 
answer it exactly. 

Mr. Stmon. How do you spell Polachek ? 

Mr. DrPactia. I don’t even know that. 

ae Simon. What were the total fees you got from Polachek in 
1950 

Mr. DiPact1a. It was a considerable amount. 

Mr. Stmon. About $100,000, wasn’t it? 

Mr. DrPaarta. Roughly. 

Mr. Stmon. Roughly $100,000? 

Mr. DiPaa.ta. Yes, sir. 

Mr. Simon. Did you keep all that yourself or did you have to 
divide that with somebody ? 

Mr. D1Paarta. That was divided among several ways. 

Mr. Simon. But it was all for siding you sold; is that right? 

Mr. DiPaauta. My brother and myself sold it. 

Mr. Stwon. You and your brother ? 

Mr. DiPacuia. Yes, sir. 

Mr. Stwon. Who did you divide it with? 

Mr. DiPaauiia. My brother, the canvassers, or the people that made 
the leads for us, and expenses that went into advertising. 

Mr. Simon. Did you use the model-home pitch in selling this siding ? 

Mr. DiPacuia. I don’t know what you are referring to; when you 
mean model-home pitch, what are you referring to? 

ee Simon. Hlave you ever heard of the phrase “model-home 
pitch”? 

Mr. DiPacuia. T have heard of several phrases but it could be 
phrased a lot of ways. 

Mr. Simon. What is your understanding of the model-home pitch ? 

Mr. DiPacria. I don’t know what the model-home pitch is. I know 
we have used a sales method we have used all the time and are still 
using It. 

Mr. Stuon. What is it? 

Mr. DiPacuia. Sell the customer the job and give him a good job. 

Mr. Stmon. Have you ever told a customer his home would be used 
as a demonstration or model home ? 

Mr, DrPaetia. Repeat that again, would you? 
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Mr. Simon. Have you ever told a customer that lis home would 
be used as a model home or as a demonstration home ? 

Mr. DrPaenia. T think that was in the sales talk that. T gave, but 
there is a little more to it. 

Mr. Stmon. What else is there to it / 

Mr. DiPacita. In addition to that would be, if we were to get to- 
gether and we would want the privilege to let anyone else that is 
interested in looking at his home, look it over; that was added to it. 

Mr. Simon. That was added to it? 

Mr. DiPagrra. Yes, sir. 

Mr. Sruon. In other words, his home would be a model or demon- 
stration home and you would want the privilege of having other 
people look at it? 

Mr. DiPacura. You are kind of twisting it around to make it sound 
a little different. It is along those lines, but don’t mean what you 
think. 

The CratrMan. You state it in your own words. 

Mr. DiPactia. When IT used that particular part there it would be 
when we were selling out of Des Moines. I would state to the cus- 
tomer that if he would work along with us and take this particular 
job, we would give him good workmanship and we would reduce the 
price a little, in comparison to what he could get it with someone 
else. 

Mr. Stwon. Did you also promise him a bonus or commission on 
sales that resulted from showing his house / 

Mr. DiPacura. That also was worded a little different than you are 
wording it. 

Mr. Srwon. Would you word it the way you gave it ? 

Mr. DiPacuia. The way I gave it was after the job was sold, f would 
explain to the customer if he in turn knew of anyone else or anyone 
came to his house after the job was done, and would like the same thing, 
that he has, if he would turn that particular name and address over to 
me, I would then see to it that he got some type of a bonus. 

Mr. Stuon. Did you ever pay a bonus to anybody ? 

Mr. DiPacuia. Yes. 

Mr. Sion. Who? 

Mr. DiPaciia. Without looking at my records, I couldn't tell you 
who, but there was several times. 

Mr. Simon. Can you name one? 

Mr. DiPacruia. Not one. I couldn’t name one. It has been—TI just 
couldn't name anyone that I paid a bonus to. 

Mr. Srvox. Did you work for Jack Wolfe ? 

Mr. DiPacuia. Yes, sir. 

Mr. Sion. Did you use the par deal and the model-home pitch as 
you have just defined it ? 

Mr. DiPacuta. As I have just defined it: ves, sir. 

Mr. Srvron. Used that working for Jack Wolfe? 

Mr. DrPacrra. Tused that same type of sales method. 

Mr. Sruon. Have you ever heard the phrase “suede-shoe salesmen” ? 

Mr. DrPacura. Read it in the paper. 

Mr. Siaron. Do vou know what a suede-shoe salesman is? 

Mr. DrPacuia. Have no idea 

Mr. Stwon. Have you ever heard the phrase “dynamiter” ? 
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Mr. DiPacuia. I have heard the phrase but I don’t know what. it 
means. 

Mr. Simon. At one time was there a crew of, I think you have de- 
scribed them as “fast-talking salesmen driving big, black Cadillacs 
with out-of-State plates” that moved into the Des Moines area to sell 
siding ¢ 

Mr. DiPacuia. I don’t know if I phrased it like that, but there were 
out-of-town salesmen in Des Moines that I hadn’t seen before. 

Mr. Stmon. Driving big, black Cadillacs? 

Mr. DiPacr1a. I don’t think I said big, black Cadillacs, but I said 
they were driving Cadillacs. 

Mr. Simon. Were they black Cadillacs? 

Mr. DiPacuta. I don't have any idea. They might have been. 

Mr. Sron. Were they Cadillacs with out-of-State license plates ? 

Mr. DiPacuia. Yes, sir. 

Mr. Simon. Were they fast-talking salesmen ? 

Mr. DiPaguia. I talked to some of them. I wouldn't say they were 
fast-talking salesmen. I would just say they talked fast. 

Mr. Simon. I take it also you are the same Floren DiPaglia who was 
recently convicted for bribing a Drake University basketball player? 

Mr. DiPacuia. Would you repeat. that ? 

Mr. Stmon. Are you the same Floren DiPaglia who was convicted 
early this year of the attempted bribery of a Drake University basket- 
hall player? 

Mr. DiPacura. Well, I was convicted, but I am not guilty of the 
charge. 

Mr. Srwon. But vou are the same Floren DiPaglia who was con- 
victed ? 

Mr. DiPacuia. Yes, sir. 

The Cuatrman. Thank you, sir. 

Mr. Collins, are you present, of the Lincoln National Bank? And 
Mr. and Mrs. Albert Villegas—are you still here ? 

Mr. Albert Villegas? ‘Are Mr. and Mrs. V illegas outside ? 

Mr. Collins, will you take the seat over there, please / 

Will you be sworn, Mr. Collins? Do you solemnly swear the testi- 
mony you are about to give will be the truth, the whole truth, and 
nothing but the truth, so help you, God ¢ 

Mr. Couurs. I do. 


TESTIMONY OF WILLIAM F. COLLINS, PRESIDENT, LINCOLN 
NATIONAL BANK, CHICAGO, ILL. 


The Cirairman. Please be seated, and give your full name to the 
reporter. 

Mr. Cottins. William F. Collins. 

The Cuamman. What bank are you with? 

Mr. Coturns. Lincoln National Bank, Chicago. 

The CHarrman. What is your capacity with the bank / 

Mr. Couturns. President. 

The Ciaran. You are president of the bank. I hand you a 
coupon book No. FHA 2372, and ask if your bank issued that coupon 
book. 

Mr. Cotuins. Yes, sir. 
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The Cuarrman. I hand you, I suppose it is an execution and judg- 
ment document, and ask if your bank issued that? 

Mr. Conus. Yes, sir. 

The Cuamrman. Will you tell us why you issued this coupon book ? 
What was the occasion ? 

Mr. Cotuins. The occasion was the making of a loan by our bank 
as an FHA loan to Mr. Albert Villegas and his wife, in connection 
with the work done upon their property. 

The CuatrmMan. Who was the dealer? 

Mr. Couns. Atlas Construction Co. 

The Cuatrman. Atlas Construction Co., and what is their address? 

Mr. Coxurns. It is Fullerton Avenue, Senator. 

The Cuatrman,. 2725 Fullerton Avenue? 

Mr. Couurns. I am quite certain that is right. 

The Cuatmrman. Is Mr. Harry Nassan the president of that com- 
pany? 

Mr. Cotutns. To the best of my knowledge, yes, sir. 

The CHarrman. How long have you been doing business with 
Atlas? 

Mr. Cotuins. I would say 3 to 4 years’ time. 

The Cuarrman. Now will you show us exactly what happened when 
Atlas Distributing Co. turned over to you the note and the contract 
or the paper, whatever they turned over, on Albert and Josephine V. 
Villegas, and let us see the credit file and the credit report that you 
received upon them? May I see all the papers you have there ? 

Mr. Sron. Do you have a credit application ? 

Mr. Cotiins. We have a credit application and photostat, the orig- 
inal having been sent to the FHA at Washington when we filed the 
claim. 

Mr. Suwon. You have filed a claim against the Government for 
reimbursement of the amount of this mortgage ? 

Mr. Cotirns. We have. 

Mr. Stmon. Which means the United States Government will have 
to collect this judgment against Mr. and Mrs. Villegas? 

Mr. Coins. Yes, sir. 

Mr. Stmon. Your credit—do your credit application blanks norm- 
ally require a signature ? 

Mr. Couturns. Yes; they do. 

Mr. Sraon. This document here says, “FHA title I credit applica- 
tion,” doesn’t seem to have any signature on it. 

Mr. Contins. Isn’t there another portion of it, the photostat of 
the reverse ? 

The Cuatrman. Who secures this credit information? Do you 
secure it at the bank, or does the Atlas Construction Co. secure it? 

Mr. Cottrns. Our bank secured the credit information. 

The Cuairman. Your bank secured it? 

Mr. Coiurns. Not in the taking of the application, in the checking 
out of it. 

The Cuatrman. Frankly, what we are trying to find out—you did 
not listen, of course, to the testimony of these people this morning. 

Mr. Coturns. No, sir. 

The CuatrmMan. And, of course, you do know that they made, was 
: one payment—and you are suing. What we are trying to find out 

s, (1) the method that your bank and other banks, for that mat- 
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ter—but in this instance your specific bank—what methods did you 
take to check the credit. of these people and to check whether or not 
it was an honest sale? These people testified this morning that it was 
a dishonest sale, and that they made promises to them. 

I think the amount was $2,300. They promised to give them $300 
on completion and they promised to give them $100 a month. Does 
your bank make any effort whatsoever tocheck? In other words, show 
me in this file here where your bank made any effort to find out whether 
it was an honest sale or not, and whether the job was completed, and 
so forth. 

We have to eliminate this sort of thing happening. 

Mr. Couurns. Yes, sir, we do. I agree with you wholeheartedly. 

Senator, in this, when we receive an application from the dealer, 
credit information is furnished by 

The CuarrmMan. Show me the credit information that was furnished 
in this instance by them. Who filled this out? 

Mr. Couurns. The borrower. 

The Cuairman. The borrower filled it in. In this instance it was 
the Atlas Construction Co. ? 

Mr. Couiins. No. That is the information purportedly furnished 
by Mr. and Mrs. Villegas. 

The CnarrmMan. Who had them fill out the application ¢ 

Mr. Couiins. Presumably the salesman. 

The Cuamman. That sold them the job? 

Mr. Cours. Yes, sir. 

The Cuairman. That is, the same people that misrepresented the 
whole job to them, as their testimony indicated this morning; would 
that be the case? 

Mr. Couns. Yes, sir. 

The Cuairman. Is this your form or an FILA form? 

Mr. Couuins. That is an FHA form. 

The Cuarrman. And this purports to be their signature, Albert 
Villegas and his wife. 

Mr. Coutins. Yes, sir. 

The Cuairman. Down here? 





Nore.—Proceeds will be disbursed to dealer, the person selling above-described 
must sign here— 
and Robert Romer signed the document. He was the salesman as 
shown by this sales contract, Robert Romer, Jr. He is the gentleman, 
according to testimony this morning, that misrepresented this whole 
matter to these innocent people. 

Mr. Couurns. That is the complaint; yes, sir. 

The Cuarrman. And that he promised them $300 on completion and 
then $100 a month for 16 months, and he didn’t live up to his promise. 

What was the next step? We have the credit information here 
which gives the name and address of the bank and a clothing store. 
The two credit references are a bank in Elgin, and Sears Roebuck & 
Co.. and Peoples Clotiing. Store, Elgin. 

What was the next step? 

Mr. Coins. The next step, upon our receiving the application for 
credit, was to check back against the infor mation given in the appli- 
cation form to determine the accuracy of the answer and the status of 
the borrower, with those people from whom he had other credits. 
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The CHairman. Did you write Sears Roebuck & Co. ¢ 

Mr. Coxtiins. This does not show that we did; no, sir. 

The CuairMan. Did you write the Peoples Clothing Store at Elgin ¢ 

Mr. Coturns. No, sir. 

The CHairMANn. You did not? 

Mr. Couurns. No, sir. 

The Cuairman. Did you write the First National Bank at Elgin? 

Mr. Cotuins. No, sir. We contacted them by telephone. 

The CHarrMan. Where does the record show you contacted them ¢ 

Mr. Cotuins. On the investigation sheet here, sir. 

The CHarrman. Who fills that out ¢ 

Mr. Cotuins. Our investigator at the bank. 

The Cuamman. You mean your man at the bank; he filled out this 
information ¢ 

Mr. Cotiins. Our employee; yes. 

Mr. Srmon. Did you ever check with the Chicago Better Business 
Bureau / 

Mr. Coturns. On Villegas? 

Mr. Simon. No, on Atlas Construction Co. 

Mr. Contuins. Not to my knowledge. 

Mr. Simon. I hold in my hand a report of the Chicago Better Busi- 
ness Bureau dated July 28, 1948, three pages long, on Atlas. Did you 
know that there was such a report on them ¢ 

Mr. Coturns. No, sir. 

Mr. Simon. I have another report of the Chicago Better Business 
Bureau dated May 10, 1951. I ask you if you ever knew that they 
had made that report. 

Mr. Corurns. No, sir. 

Mr. Simon. When did you start doing business with them ‘ 

Mr. Coturns. Three to four years ago. 

Mr. Sruon. Are you still doing business with them ? 

Mr. Corus. No, sir. 

Mr. Simon. When did you discontinue ¢ 

Mr. Coutuis. With the Villegas deal. 

Mr. Sruon. When was that ? 

Mr. Cotiis. The dating of the paper there. 

The CHairman. August 27, 1953. 

Mr. Simon. When did you discontinue doing business with them ? 

Mr, Cotiins. At the time of this occurrence. 

Mr. Suwon. Of what occurrence ? 

Mr. Couturns. The Villegas transaction. 

Mr. Simon. The time the note was brought in to you? 

Mr. Cotiins. At the time, immediately after the execution of the 
deal, when the complaint came in, and we processed that complaint. 

Mr. Simon. Had vou ever checked to see whether Mr. Nassan had 
a criminal record before you did business with him ¢ 

Mr. Coutueys. I knew that. 

Mr. Suwon. You knew he did have a criminal record ? 

Mr. Couiins. Yes, sir. 

The Crarrman. How much paper did you discount for the Atlas 
Corp. ¢ 

Mr. Coniins. T could not say offhand, Senator, in dollars and cents. 
It was not a particularly large amount of money. We do not have a 
large operation at our bank, 
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The CHarrman. We have the credit reports here and your man in 
the bank telephoned the First National Bank in Elgin. What other 
steps do you take in regard to this matter? 

Mr. Cottrs. Before we disbursed the funds to Atlas Construction 
Co., we contacted the Villegas family. The notation shows that—— 

The CuarrMan. How did you contact them? 

Mr. Coturys. By telephone. 

The CHairman. What did you say to them? 

Mr. Conuins. I did not do it, Senator. The inquiry is as to the 
completion of the job, their satisfaction with the job. 

The Cnamman. Where is the notation? Did you make a notation? 
Let’s see the writing. 

Mr. Couns. That white sheet, that pink slip attached to the 
bottom. 

The Cnarrman. Mrs. Villegas, job completed, O. K. 

Isn’t there a form to be signed by Mr. Villegas? 

Mr. Coutrxs. There was not at that time, Senator. 

The Ciamman. You mean the FHA at that time did not require a 
completion certificate ? 

Mr. Cotiins. Oh, no, there is a completion certificate and that. is 
here, but the FHA at that time did not require the 6-day notice prior 
to disbursal of funds. 

The Cuatrman. I understand. At that time did they require : 
certificate, a completion certificate be signed ? 

Mr. Cottins. Oh, yes. 

The Cuatirman. And is that this document I hold in my hand? 

Mr. Cotirns. Yes, sir. 

Mr. Simon. Do you know whether that was signed at the same time 
they signed the contract ? 

Mr. Cortins. No, sir. 

Mr. Sruon. When your man called up, did he ask them if they had 
been promised any bonus or rebates? 

Mr. Couurns. I believe not. 

Mr. Sruon. He did not ask them ? 

Mr. Conitns. He did not ask them. 

The Cratrman. This shows the signature of Josephine Villegas. 
Was there any other paper signed or any other effort made to ascertain 
whether or not this was proper? Does that complete the transaction 

Mr. Coturns. Yes, sir. 

The Cramman. Copies of these letters is the evidence you made 
to collect. this account ? 

Mr. Cotrtns. That is all the correspondence we have had relative 
to the account between the bank and the Villegas family, between 
the bank and their attorney, between the bank and, I believe, Atlas 
Construction Co., and between the bank and the Federal Housing 
Administration, 

The Cuatmman. Did Mr. and Mrs. Villegas tell you why they 
refused to pay the account ? 

Mr. Conutns. I believe that information came from the attorney, 
in his letter to us, when he took over the handling of the affair for 
them. 

Mr. Srwon. Are you still handling FITA paper for other dealers, 
other than Atlas, but you discontinued Atlas; is that your testimony ? 

Mr. Couuins. That is correct. 
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TESTIMONY OF MRS. JOSEPHINE VILLEGAS, ELGIN, ILL.—Resumed 


The Caiman. Is Mrs, Villegas in the room ? 

Mrs. Villegas, I will do this through your attorney, and ask if that 
is your signature, or if you signed that document, and if that is your 
signature, 

Mrs. Vintiecas. Yes, sir. 

The Crairman. The work was completed ¢ 

Mrs. Vituecas. Yes. 

The Crairman. Your complaint was they promised 3300 on com- 
pletion and $100 a month for 16 months; is that right? 

Mrs. Vinurcas Yes, 

The Cuairman. They never paid you $300 or never paid you $100 
a month ¢ 

Mrs. Vittecas. No; they didn’t. 

The Ciairman. But they did complete the work ¢ 

Mrs. Vittecas. Yes; they did. 

The Ciaran. Did you ever call to the attention of the Lincoln 
National Bank that they had made you these promises and hadn’t 
lived up to them, or was that done through your attorney ¢ 

Mrs. Vittecas. Yes. 

The Cuatrman. Did you sign this? T show you a credit applica- 
tion, supposedly a credit. application card, and T ask you if you and 
your husband signed that. You wouldn’t know, I suppose, about your 
husband, but you would know about vourself. 

Mrs. Vinuecas. Yes; we signed that. 

The Cuarrman. You did sign that credit information application ¢ 

Mrs. Vittecas. Yes. 

The Cuarrman. And your chief complaint in this instance was that 
these salesmen with this Atlas Construction Co, made you these prom- 
ises. Otherwise, you would not have purchased the job; is that 
correct ¢ 

Mrs. VitieGas. No; that is correct. 

The Crairman. Thank you very much. 

Our next witness will be Mr. Ralph O. Munson. 

Mr. Munson, will you please come forward / 

Mr. Munson, will vou be sworn¢ Do you solemnly swear that the 
testimony you are about to give will be the truth, the whole truth, 
and nothing but the truth, so help you God ¢ 


TESTIMONY OF RALPH 0. MUNSON, McHENRY, ILL. 


Mr. Munson. I do. 

The Cuatrrman. Thank you, sir. Will you be seated ? 

Mr. Semon. Mr. Munson, will you give the reporter your full name 
and address ? 

Mr. Munson. Ralph O. Munson, Box 339-C, Route No. 1, McHenry, 
11. 

Mr. Simon. You are an architect, Mr. Munson ? 

Mr. Munson. That is correct, sir. 

Mr. Sraon. Were you at any time associated with a man whose 
name is Kunkel, Sorgatz’ partner ? 

Mr. Munson. No. 
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Mr. Suwon. What was the name of the man who was Sorgatz’ part- 
ner, who is now dead ¢ 

Mr. Munson. Karl J. Castrup. 

Mr. Simon. Is that Karl with a C or K? 

Mr. Munson. I think a K. 

Mr. Simon. When did you first become associated with Mr. Castrup ? 

Mr. Munson. I would like to qualify the dates that I am about to 
give you. I was called on very short notice this morning. 

Mr. Simon. What is your best recollection ? 

Mr. Munson. My best recollection is that it was in the latter part 
of 1941. 

Mr. Simon. How long were you associated with Mr. Castrup ¢ 

Mr. Munson. About 3 years. From 21% to 3 years. 

Mr. Srmon. What was the nature of your association ? 

Mr. Munson. We prepared plans and specifications. 

Mr. Simon. Were you working for him as partners ¢ 

Mr. Munson. No; I was a salaried employee with an arangement 
whereby I shared in a certain amount of the profits. 

Mr. Srmon. At that time was Mr. Castrup a partner of Mr. Sorgatz? 

Mr. Munson. Mr. Sorgatz at no time was an active partner, to my 
knowledge, in the business. By that I mean that during the time I 
was with Mr. Castrup, and I was there continuously, at no time was 
Mr. Sorgatz in the office, or did he in any way involve his office in the 
various projects we were affiliated with. 

Mr. Stmon. Was his name on the stationery or the door ? 

Mr. Munson. It was not. 

Mr. Simon. He has testified that—Sortgatz has testified that he 
and Castrup were partners during the period of years, including the 
3 years you worked for Castrup. If they were partners do you say 
that Sorgatz never went to the office? 

Mr. Munson. Not in the 2 or 3 years I was there. 

Mr. Sruon. His name wasn’t on the door? 

Mr. Munson. Nor was he at any time present in any of the confer- 
ences or in preparation or formulating of these vast housing projects 
that we were interested in. 

Mr. Suwon. Did he do any of the work on the plans and specifica- 
tions ¢ 

Mr. Munson. None whatsoever. 

Mr. Simon. Did he get paid any money ? 

Mr. Munson. Yes. 

Mr. Simon. Do you know approximately how much he got paid in 
those 3 years ? 

Mr. Munson. On 2 or 8 different occasions, I saw checks that were 
made out to him by Mr. Castrup, checks that were made out to Mr. 
Sorgatz. 

The amounts, I don’t remember exactly but they were in the three- 
number bracket. They were in hundreds of dollars. 

Mr. Simon. You say three-number? 

Mr. Munson. I saw they were in the three-number bracket. They 
were in the hundreds. 

Mr. Simon. Three or four hundred? 

Mr. Munson. That is right. 

Mr. Simon. What was 
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Mr. Munson. I remember one I think was around, I believe, to the 
best of my recollection, around S600. 

Mr. Srwon. You never saw any higher than $600? 

Mr. Munson. No. 

The CHairnman. Were there a lot of them ? 

Mr. Munson. I personally was shown by Mr. Castrup three differ- 
ent checks but I was informed— 

The Cuairman. Was this while Mr. Sorgatz was the chief architect 
forthe FHA? 

Mr. Munson. It is, sir. 

The Cuamman. His own testimony was that he got $8,000 from Mr. 
Castrup. You don’t know that he got any more than that ¢ 

Mr. Munson. No. 

Mr. Simon. But you say he wasn’t a partner in the sense of doing 
any work / 

Mr. Munson. By no stretch of the imagination could he be consid- 
ered an active partner in the organization. 

Mr. Sraon. By “active,” he didn’t do any of the work? 

Mr. Munson. None whatsoever. If he did anything he did this: 
Hedid direct prospected plans to Mr. Castrup. 

In other words, the arrangement at that particular time was that no 
construction was allowed without priority assistance to put up any 
kind of a building. You had to have priority assistance during the 
war. Those priorities were disbursed through the Priority Division 
of FHA. 

Mr. SIMON. That is priorities for building ? 

Mr. Munson. That is correct. 

Mr. Stwon. Go ahead. 

Mr. Munson. If you were a builder, and were interested in putting 
up a series of small, 1- or 2-family dwellings, which were all that were 
allowed at that time, the only way you could get priorities was through 
the Priority Division of FHA, and if you went, if you went in there 
cold, you eventually, down through the personnel there, came to Mr. 
Sorgatz and I do know that you were directed to Castrup’s office. 

Mr. Soon. You got a priority a little easier if you hired Castrup as 
your architect ? 

Mr. Munson. No question about it, sir. 

Mr. StMon. Thank you very much. 

The CHairman, Thank you. 

Our next witness will be Mr. Harry Nassan of the Atlas Construe- 
tion Co, of 2725 Fullerton Avenue. Mr, Nassan. 

Mr. Nassan, will you be sworn ? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 
God ? 


TESTIMONY OF HARRY NASSAN, UNITED STATES ALUMINUM 
SIDING CORP., CHICAGO, ILL., ACCOMPANIED BY NATHAN COHEN, 
COUNSEL 


Mr. Nassan. I do. 

The Coairman. Thank you, sir. Please be seated. 
You are his attorney ¢ 

Mr. Conen. Yes, sir. 
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to the The Cuamman. And will you give your full name and address to 
the reporter, please / 
Mr. Nassan. My name is Harry Nassan, 2725 West Fullerton 
Avenue. 
r The Cuarrman. And this gentleman is your attorney ? 
differ- Mr. Nassan. Yes, sir. 
The CHamman. Your name, please? 
chitect Mr. Conren. Nathan Cohen, 209 South La Salle Street, Chicago. 
The CHAIRMAN. - may proceed, Mr. Simon. 
’ Mr. Srmon. Mr. Nassan, what is your business # 
mm Mr. Mr. Nassan. You mean at the present time ? 
Mr. Simon. Yes. 
Mr. Nassan. Manufacturer of aluminum siding. 
dong Mr. Stmon. What is the name of your company ¢ 2 
Mr. Nassan. United States Aluminum Siding Corp. 
‘onsid- Mr. Simon. Ilow long have you been in that business ? 
Mr. Nassan. Approxim: ately 3 or 4 years. 
Mr. Simon. Under that same name ¢ 
d this: Mr. Nassan. Well, prior to that, it was the United States National 


Siding Corp. 
that no Mr. Srmmon. Have you ever been the owner of the Atlas Construc- 
ap any tion Co.? 
ing the Mr. Nassan. In effect I was; yes, sir. 
‘ivision Mr. Simon. What do you mean by “in effect”? 
Mr. Nassan. Well, at one time, at the origination of it, I was the 
owner ? 
Mr. Sraon. When was it started? When was that business started ? 
Mr. Nassan. I would say somewhere, 1946. 


putting Mr. Simon. Were you then the sole owner ? 
at were ls; Mr. Nassan. That is right, sir. 
hrough ° Mr. Simon. At some subsequent time, did somebody else become a 
n there part owner ? 
to Mr. Mr. Nassan. We incorporated it. 
ce, Mr. Stmon. When did you incorporate it ? 
trup as Ma Mr. Nassan. TL would say about 5 months after it was started. 
Mr. Stmon. And who were the stockholders ? 
Mr. Nassan. My mother-in-law, and my wife. 
Mr. Simon. And yourself ? 
Mr. Nassan. That is right, sir. 


nstrue- Mr. Sron. Did anybody else ever become a stockholder? 
Mr. Nassan. No, sir. 


Mr. Srwon. And you and your family owned it all the time? 


will be Mr. Nassan. That is right. 
slp you Mr. Sruon. Is Atlas Construction Co. still in business ? 
: Mr, Nassan. Well, are not taking any retail business or soliciting 
any. The corporation has not been dissolved. 
MINUM Mr. Siuon. When did you stop soliciting retail business? 
COHEN. Mr. Nassan. Well, on two occasions. One was back about, a little 


over a year ago and the other was back here in January or February 
of this year. 
Mr. Stmwon. Have you solicited any retail business since February 
of this year? 
Mr. Nassan. Not to the best of my knowledge. 
50690—54—pt. 8———-43 
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Mr. Simon. What was the business of Atlas Construction Co. ? 

Mr. Nassan. Well, we were an applicating firm that did remodeling 
work, home remodeling work. 

Mr. Simon. Did you | hire a salesman? 

Mr. Nassan. Well, the modus operandi in the business: the men 
that did the selling were generally considered independent contractors 
or brokers, insomuch as they generally operated for themselves. We 
supplied the labor and material. 

Mr. Srmon. How many brokers did you have working for Atlas 
Construction Co. ? 

Mr. Nassan. Well, that would bea very difficult thing to answer. I 
would say there were as many as 20 or 25 and as few as 1. 

Mr. Suwon. As many as 20 or 25 at one time? 

Mr. Nassan. Yes, sir. 

Mr. Sraon. Over the 6- or 7-year period you operated what is the 
total number of salesmen you had ? 

Mr. Nassan. Well, I only know that—we didn’t have salesmen as 
such. 

Mr. Srwon. Excuse me, total number of brokers. 

Mr. Nassan. Yes, sir. 

We had independent brokers from whom we accepted business, 
hut the turnover was quite big. 

Mr. Sron. That is the point I wanted. 

Mr. Nassan. It would be hard for me to tell you the aggregate num- 
ber of them without looking in my files. 

Mr. Simon. The turnover was large? 

Mr. Nassan. Yes, sir. 

Mr. Simon. Did any of those brokers have criminal records? 

Mr. Nassan. Well, they may have had; yes, sir. 

Mr. Simon. You didn’t bother to check that or did you know before 
you hired them that they did have criminal records? 

Mr. Nassan. Well, we asked for identification. We tried to get a 
beeline on these fellows as much as we could, but we didn’t know that 
was considered a violation of any of the bank’s rules or regulations, or 
the FHA, as to whether or not they had criminal records. 

Mr. Stuon. Did your brokers operate on the par basis, or par deal ? 

Mr. Nassan. Yes, sir. 

Mr. Stuon. Will you explain what you mean by par? 

Mr. Nassan. A par deal is wherein a dealer-applicating firm, like 
ourselves, had a certain set price for labor and material, and we put 
up jobs for these brokers, whom we considered were in business for 
themselves. In other words, we considered ourselves as a sort of a 
subcontractor, to a general contractor, who secured business. 

Mr. Sion. Is what you are saying that you fixed the par, and any- 
thirg the man conld get above par was his; is that right? 

Mr. Nassan. No. We fixed the price of our services. What ~ 
brought in as a deal was up to him, or up to his own particular idea 
of what was right, 

Mr. Sion. Did he pay vou your price or did you get your price 
{1 om the homeowner, and you pay him the difference? 

Nassan. No; the general method was that we would get. the 
ioe from the homeowner, and in turn take out the amount of 
money that we—the price we set for ourselves, and give them the 
balance. 
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Mr. Simon. Now, then, everything over par that he got into the note 
from the homeowner you refunded or you made to the broker ? 

Mr. Nassan. That is correct, sir. 

Mr. Simon. What was par on siding? 

Mr. Nassan. Well, on aluminum siding, I would say par was around 
S60, 

Mr. Simon. $60 a square / 

Mr. Nassan. Of course, it varied. 
was less and it became more. 

Mr. Simon. When par was $60 a square did some of your brokers 
sell for as high as $120 a square ¢ 

Mr. Nassan. I couldn't say, sir. I don’t think so. I would say it 
wasn’t a general price. I would say that was an exceptional deal. 

Mr. Simon. It did happen though, didn’t it? 

Mr. Nassan. It might have happened. 

Mr. Simon. Arve you prep: er to say it didn’t happen ? 

Mr. Nassan. No; I am not, 

Mr. Simon. Did your akan as you call them, use the model-home 
pitch ¢ 

Mr. Nassan. Well, T wouldn't know what they used. 
ent at the time of the sale. 

Mr. Simon. Do you know whether your brokers used the model- 
home pitch ? 

Mr. Nassan. We had some complaints regarding that; yes, sir. 

Mr. Sruon. Apart from the complaints, do you ‘know whether they 
used the model-home pitch ? 

Mr. Nassan. Apart from the complaints ? 

Mr. Srmon. Yes. 

Mr. Nassan. That is the only way we were made aware of it. We 
were very much against the so-called model-home pitch. 

The Cuairman. Did you hear Mr. and Mrs. Villegas testify this 
morning ? 

Mr. Nassan. No, sir; I did not. 

The Cuarrman. Why did you in Washington in executive session, 
in which Senator Lehman was present and I think swore you in, and 
others, take the fifth amendment when questioned about the Villegas 
homeowner deal ? 

Mr. Conen. Senator Capehart, if I may interject a moment, I made 
a statement for the record in executive session, explaining precisely 
why, under the circumstances, we felt, or I felt, and advised my client 
that he hada right to avail himself of the privilege of that amendment. 
I stated the reasons therefor. If you care, Senator, to permit me, I 
can reread that. 

The CHairMan., 
deal? 

Mr. Nassan. Would be happy to discuss anything. 
I did on advice of counsel. 

Mr. Couen. I might state preliminarily we have consulted regard- 
ing that matter and he is not claiming that privilege this time. 

The Cuairman. But you did claim it in Washington in executive 
session ¢ 

Mr. Conen. For the reasons stated at that time. 

The Crarrman, At the moment, you have no objections to discuss- 
ing it? 


There was a time when aluminum 


I wasn’t pres- 


Are you prepared today to discuss the Villegas 


I did whatever 


2436 FHA INVESTIGATION 


Mr. Nassan. No, sir. 

The Cuarrman. Are you familiar with this Villegas case? 

Mr. Nassan. Tam only familiar with it insomuch as the correspond- 
ence I read about it. I never made any representations to them. 

The Cuamman. Even after you got back, after they asked you the 
questions about it in Washington, did you check? 

Mr. Nassan. I read the file on it. 

The Carman. Who was the salesman who made that sale? Is he 
with you today ? 

Mr. Nassan. No, sir. He never was with me in the respect that he 
was employed by me, Senator. 

The CuairMan. He worked on a straight commission basis. 

Mr. Nassan. He worked as an independent broker; at the time he 
brought me business, he might have been working for two or three 
other concerns at the same time. 

The Cuarrman. Did you ever make those independent brokers 
guarantee their sales and hold up their commissions to take care of 
such misrepresentations as was made supposedly in this instance ? 

Mr. Nassan. Senator, whenever we ran across a complaint of that 
nature, we refused to pay them their money until such time as some 
settlement was made between them and the customer. 

Unfortunately, this complaint didn’t arise until after the money 
had been paid out. 

However, I would like to make this statement regarding the Villegas 
matter. We are on record as having offered to reimburse the bank for 
whatever money has been lost, or for whatever money has been refused 
to be paid by the Villegases. 

The CuairmMan. You have offered to pay the bank? 

Mr. Nassan. Yes, sir. 

The Cuamrman. The bank won’t accept it? 

Mr. Nassan. The bank can’t accept it until it comes back from 
Washington. 

Mr. Simon. Has the bank asked the Government to return it to 
them ? 

Mr. Nassan. The bank has made a claim against it; yes. 

Mr. a Did Richard Vidaver ever act as a broker for you? 

Mr. Nassan. Yes, sir; he did. 

Mr. Sron. He went out and sold jobs that you accepted; is that 
right ? 

Mr. Nassan. Yes, sir. 

Mr. Stwon. Have you ever had any dealings with Lou Eisen? 

Mr. Nassan. Well, Lou Eisen was a broker for me for a short time. 

Mr. Simon. About 7 or 8 months? 

Mr. Nassan. Approximately, yes, sir. 

Mr. Staon. Thereafter he went into business for himself; is that 
right ? 

Mr. Nassan. No. Thereafter, he went into a supplying operation 
for the Alside, Inc. I didn’t think he was in business for himself, 
though I don’t know what his deal is. 

Mr. Staron. Did you furnish sales kits to your brokers, as you call 
them ? 

Mr. Nassan. No. Most of the brokers had their own sales kits. 

Mr. Simon. They did have their own sales kits? 

Mr. Nassan. Yes, sir. 
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Mr. Stmwon. Where did they get them / 

Mr. Nassan. Generally from the wholesalers, or the manufactur- 
ers. We might have given them an occasional before and after pic- 
ture, or something like that. 

Mr. Simon. Did you have a supply of sales kits for the brokers, as 
as you call them ¢ 

Mr. Nassan. We had whatever literature we could get from manu- 
facturers. 

Mr. Stmon. Did you employ a group of sales people? 

Mr. Nassan. Did we employ a group of sales people ¢ 

Mr. Simon. Yes. 

Mr. Nassan. I guess all these people would be called sales people. 

Mr. em Did you have a telephone crew working the telephones? 

Mr. Nassan. We did; yes, sir. 

Mr. Sron. How many people did you have working the tele- 
phones ¢ 

Mr. Nassan. That would be hard to say. 
mately 20, 22, 25, 15. 

Mr. — It ‘varied at different times? 
Mr. Nassan. Yes, sir. 

Mr. Srwon. Did you have your own employees to put this siding on, 
did you subcontract that? 

Mr. Nassan. No. These men worked in the category of subcon- 
tractors. 

Mr. Stwon. So you took the orders from brokers, and then you sub- 
contracted it out to subcontractors for doing the work. 

Mr. Nassan. Yes, sir, we did. 

That was a standard method of operation, I mean. 

Mr. Stuon. Do you know what a “dynamiter” is? 

Mr. Nassan. I wouldn’t know what you meant by the term. 

Mr. Ston. Have you ever heard the phrase 

Mr. Nassan. I have heard it, but its meaning is vague to me. It 
could be applied to almost anybody. 

Mr. Simon. You don’t know what it means? 

Mr. Nassan. Not in the sense as it is connected with the FHA. 

Mr. Stwon. Do you know what a suede-shoe salesman is? 

Mr. Nassan. I don’t know. 

Mr. Smraon. Would you say your brokers were dynamiters or suede- 
shoe salesmen ? 

Mr, Nassan. We had some shoe salesmen that worked for us, fel- 
lows that were formerly shoe salesmen. 

Mr. Simon. That is all the phrase means to you? 

Mr. Nassan. That is all. I didn’t hire the men because of whether 
he sold shoes or not. 

Mr. Stmon. Did you ever have any difficulty discounting your paper 
at the banks ? 

Mr. Nassan. I suppose we had at different times; yes, sir. 

Mr. Simon. You had a criminal record, hadn't you? 

Mr. Nassan. Yes, sir. 

Mr. Simon. Has that fact ever interfered with your discounting 
paper at the banks? 

Mr, Nassan. It gave me a very tough way to go. 

Mr. Simon. Did you ever have to pay anybody at the banks in order 
to get your paper discounted 7 
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Mr. Nassan. No, sir; I never did. 

Mr. Sron. I want you to be sure and be careful about this. Have 
you ever, or has your company ever, or has any agent or employee of 
your company, ever paid as much as a dime to an ‘employ ee of a bank 
in connection with discounting paper at the bank? 

Mr. Conen. If he knows, you mean. 

Mr. Stuon. If he knows. 

Mr. Nassan. To my knowledge, that was never done, sir. 

Mr. Stwon. Was it ever done by you? 

Mr. Nassan. Never. 

The Cramman. Was it done without your knowledge in your 
company ? 

Mr. Nassan. Well, it is unlikely, sir. To my knowledge we never 
did that. 

Mr. Stuon. Do your books and records accurately reflect all of the 
disbursements of your company ? 

Mr. Nassan. I believe they do, to the best of my knowledge. 

Mr. Stuon. Who kept your books ? 

Mr. Nassan. George Haymes. 

H[e was our accountant. 

Mr. Stwon. Was he a full-time employee ? 

Mr. Nassan. No, sir. 

Mr. Srwon. Do your books show large sums for entertainment ? 

Mr. Nassan. Well, I traveled, and I am sure that we could justify 
entertainment bills we have. 

Mr. Stuon. How large were your entertainment bills. 

Mr. Nassan. My entertainment bills, I couldn’t tell you just how 
large they were. You are going back, I presume, without consulting 
with my records. 

Mr. Simon. Were they as much as 5 or 6 thousand dollars a year? 

Mr. Nassan. Oh, sure. 

Mr. Stwon. They were? 

Mr. Nassan. We entertained brokers a lot, too. 

Mr. Simon. By brokers, you mean these people who went out selling 
homeowners ? 

Mr. Nassan. Soliciting business. 

Mr. Stxron. Why did you have to entertain them ? 

Mr. Nassan. Well, there are only 200 siding or remodeling firms in 
the city of Chicago, any one of which could have brought, they could 
have brought their business, too. We entertained for the same reason 
anv salesman entertains a prospective buver. 

Mr. Stmon. You had to entertain these brokers in order to get them 
to bring you your siding business. 

Mr. Nassan. I didn’t have to, but it helped. 

Mr. Stow. Are you certain none of the money charged in your 
books to entertainment went to bank employees? 

Mr. Nassan. I would be inclined to say I am positive to the best of 
my knowledge that did not occur. 

Mr. Stmon. Did you entertain any bank employees? 

Mr. Nassan. I may have. 

Mr. Simon. What kind of entertaining? 

Mr. Nassan. Taking them to dinner. 

Mr. Srwon. Anything beyond taking them to dinner? 
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Mr. Nassan. To the best of my recollection, I don’t think it went 
further than that. 

The Cuarrman. Thank you very much. 

The next witness will be Miss Edith Gallagher, of 4610 North Ash- 
land Avenue, Chicago, Il. 

Will you be sworn? 

The Cuarrman. Is it Miss or Mrs. ? 

Mrs. GALLAGHER. Mrs. 

The Cuarrman. Do you solemnly swear the testimony you are about 
to give will be the truth, the whole truth, and nothing but the truth, 

so help you God? 


TESTIMONY OF MRS. EDITH GALLAGHER, CHICAGO, ILL. 


Mrs. Gatutacuer. I do. 

The Cuarrman. Will you please be seated. Your address is 4610 
North Ashland Avenue, Chicago, IIl.? 

Mrs. Ganacner. That is right. 

‘’he CHairMAN. You may proceed, Mr. Counsel. 

Mr. Simon. Mrs. Gallagher, did you have an experience last month 
with a salesman for the Reputable Decorating Service? 

Mrs. Gautiacuer. I did. 

Mr. Stmon. Will you tell the committee what happened, Mrs. Gal- 
lagher ? 

Mrs. GALLAGHER. Well, on August 23, they ran an ad in the Tribune 
and I answered it, and on Tuesday night they called me and came over 
to the house. 

They made—they wanted to use my home for a model house, saying 
that it was on a pretty good piece of ground, and it would be a very 
good site for them to use as a model house, so Mr. Murray first came 
it and he talked to me and finally he went out and brought in Mr. 

{dison. 

Mr. Simon. Who was the first man? 

Mrs. GaLLacHer. Mr. Murray 

Mr. Simon. Mr. Murray was the first man, and he brought Mr. 
{dison ? 

Mrs. GALLAGHER. That is right. 

Mr. Simon. Who was Mr. Edison ? 

Mrs. GALLaGueEr. He was supposed to be a manager of this company, 
assistant manager. I don’t know which. 

Mr. Srmon. Did they tell you they had just come from California ? 
Mrs. GaLLaGuer. T “a ~— me they were from California. 

Mr. Stmon. Did they have California license plates on their truck ? 
Mrs. Gatiacurr. That is right. 

Mr. Suton. What else did the y tell you? 

Mrs. GaLLacuer. Well, then they went on to explain about the 
siding and told me that the house would look so much better with the 
siding on it, and everything, so I said, “W ell, give me a couple of days 
to think this over,” and this Mr. E dison said, “Oh, no, you can *t think 
this over. I am going back to California tomorrow.’ 

Mr. Simon. Did they tell you yours was going to be a model home? 

Mrs. Gattacuer. That is right, sir. 

Mr. Stmon. Did they show you slides of the work they had sup- 
posedly done in California ? 


or 
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; a as Mr. 
Mrs. Gatiacuer. That is right. Mrs 
Mr. Simon. Your house was supposed to look like those California aie 

houses ? signed 
Mrs. GaLnacuer. T is rig the F 

s. GALLAGHER. That is right. the F] 


Mr. Simon. Were you to get a commission on some sales they made ? ; ‘?* 
Mrs. Gatacuer. I was to get $100 for 30 houses. 


, iy A I sa 
Mr. Simon. Did they promise you you would get the commission hei 
on 30 houses ¢ <9: 
' = ec if fa 
Mrs. Gatnacuer. That is right. ali 
Mr. Stuon. You were to get $1004 : “Mr 
Mrs. Gatitacuer. That is right. re 
Mr. Stuon. So you were to get a total of $3.000 4 Ae 
Mrs. Gatnacner. That is right. Mee 
Mr. Siwon. Did they tell you how much the job would cost ? d h 
Mrs. G | ld be $2.600. and hi 
Mrs. Gattacuer. He said the job would be $2.60 ; 
a , talked 
Mr. Simon. They were going to pay you $3,000 4 Fin 
Mrs. GaLtLacner. That is right. Mr 
Mr. Simon. Any other conversation 4 Ns 
Mrs. Gatuacurr. Well, then he said, when he found out that I ite 
didn’t really want to go ahead with the job, this Mr. Murray says to an 
Mr. Edison, he said, “Bob, 1 will tell you what we will do. We will Me: 
give Mrs. Gallagher a kick-in for the last five houses.” aku 
‘ “KY ° rs 
Mr. Stuon. What did they mean by that? My 
Mrs. GautLacurr. They would pay me $100 for the last 5 houses Thi 
that were sold. bie a 
Mr. Simon. In other words, he was going to give you $500 right the N 
now / Mr: 
Mrs. GatLacuerr. That is right. Mr 
Mr. Sruon. Did you then agree to do it? Mr: 
°C N Y ‘ be . 7 1a ra p ~ Oo g ’ 4 ’ 
Mrs. GALLAG . No, I said, “Let me think this over for 2 or 3 . ai 


days.” He said, “No, I have got to have the contract signed tonight The 
because tomorrow morning I am going back to C alifornia.” 


So then I said, “Well all right, I will sign the contract, but,” I said, “ie 
“IT want to have it agreed that Iam supposed to get this $100 for these re Mr 
30 houses.” He said, “Well, don’t worry about it. You will get it.” % Mr: 
So then before he left, he said, “We will make it $700.” So then I The 
signed the contract, and then on Saturday night—— hin 

Mr. Stuon. Do you have a copy of the contract ¢ The 

Mrs. Gatyacuer. I have, sir. Mr: 

Mr. Srwon. What night was this, Mrs. Gallagher? oo 

Mrs. GatLaGuer. Thigwas Tuesday night, sir, August 24. . "Tha 

Mr. Simon. Was there anything said about when they were going Me 
to do the job? ; The 

Mrs. Gatnacuer. They said they would start on the job, and I ay 

said, “Don’t start on this job until I give you my O. K.” Mr 

Mr. Stmon. Did they wait until you gave them your O. K.? Mr 

Mrs. Gatnacuer. No; they did not. Thursd: ay morning they came Mr 
over to the house, and I said to the workmen, I said, “You are not aie, 
going to start on this house because I have to give Mr. Murray an Mr 
O. K. before you start,” so they went away and they said, “We will ; 
be back in a day.” ie 

I said, “Don’t come back and do any work on this house.” Saturday ve 
while I was at work in the afternoon they came and worked about ae 


an hour and plastered the north side of the house with aluminum. 
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Mr. Simon. Just the north side of the house ? 

Mrs. GaLLaGurr. Just the north side. So then Saturday night he 
came back over to the house, these 2 men, and they told me I had 
signed the wrong contract, that that contract called for 7 years but 
the FHA did not have it any longer. 

[ said, “Well, I am not going to sign a contract tonight.’ 

I said, “Let me think a while until the first of the week.” 

So on Tuesday night he came back with this contract, and he said 
if I did not sign this contract tonight that they would put it in the 
hands of their legal department and they could collect about $1,000. 

Mr. Simon. They could collect about $1,000? 

Mrs. GaLtLacuer. That is right. 

Mr. Srwon. Did you sign it ¢ 

Mrs. GaLLacuer. So this Mr. Edison, he got real mad and hutty 
and he flew out of the house, but Mr. Murray stayed in the house and 
talked to me about a half hour. 

Finally I signed this contract. 

Mr. Stmon. Did he give you the check ¢ 

Mrs. Gatiacurr. He gave me a check. 

Mr. Simon. For S700 2 

Mrs. GALLAGHER. S700. This is the second contract. 

Mr. Stmon. Do you have a photostatic copy of that check? 

Mrs. Gatbacuer. I have the original check, sir. 

Mr. Stuon. May we see it ? 

This is a check of the Reputable Decorating Service, dated Septem- 
ber 3, 1954, to the order of Edith S. Gallagher, for $700, drawn on 
the National Bank of Albany Park, and certified by the bank. 

Mrs. GaLuLacier. That is right. 

Mr. Sion. You have not cashed the check ? 

Mrs. Gauiacuer. I have not cashed it. The check was predated 
from the dist of August to the 38d of September. 

The Cuarrman. Why did they give you this check ? 

Mrs. Gatnacuer. That was supposed to be the kickoff for the last 
seven houses. That was supposed to be sold on the job. 

Mr. Simon. The contract you signed called for $2,600, is that right ? 

Mrs. Gauiacuer. That is right. 

The Crairman. Then they gave you a check for $700? 

Mrs. GaLiacuer. That is right. 

The Crramman. And of course you don’t know, what bank was it / 

Mrs. Gatnacier. The Merchandise was going to handle it, Mer- 
chandise National. 

The Cuamman. Here in Chicago? 

Mrs. Gatnacuer. That is right. 

The Ciuatrman. They were going to handle it ? 

Mrs. Gattacuer. Yes. 

Mr. Sion. Did you sign a completion certificate ? 

Mrs. Gatiacier. I did, but everything I signed was in blank. 

Mr. Sruon. You did sign a completion certificate ? 

Mrs. GALLAGHER. Yes. 

Mr. Simon. Up to this date all they have done is put some aluminum 
on one side of the house? 

Mrs. Garnaciuer. No. They have put everything on but the trim 
around the windows. 

Mr. Suwon. When did you sign the completion certificate ? 
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Mrs. Gauiagier. On the 31st of August. 

Mr. Staon. Had the job been completed then ? 

Mrs. Gatiacuer. No, it had not. I did not know I had signed 
the completionship because several times I tried to pull the papers 
out of Mr. Murray’s hand to find out what I was signing and he held 
the papers at tight, and all these places on the papers, he just had 
“X” on them where I was supposed to sign. 

Mr. Srron. Didn’t he let you read them before you signed them ? 

Mrs. Gautiacuer. No. 

The Cramman. This concern sold you a job for $2,600, giving you 
$700 back. They sold it for $700 more than they should and then 
are getting that much money from the FHA guaranty ? 

Mrs. Gatnacuer. That is right. I don’t think the job was worth 
only about $500 or $600 at the most. 

Mr. Simon. Where did you get the notion, or the information it 
was worth $500 or $600 ? 

Mrs. GatLtacuer. Nobody gave me that information. It is just my 
idea of it. 

Mr. Srawon. Why did you agree to pay them $2,600? 

Mrs. GaLLacuer. Because, the material they were supposed to use 
on the house, and the house was supposed to look like stucco when 
it was finished, but it does not. 

Mr. Simon. You thought you were going to get this $3,000 back ? 

Mrs. Gattacuer. That is right. 

Mr. Simon. Did they ever give you that in writing? 

Mrs. GatLacuer. They did, but they took that back. 

The CuHatrrman. Do you have any information there from the Mer- 
chandise National Bank? Have they sent you a coupon book or 
anything of that sort ? 

Mrs. GatLacuer. No. 

The CuatrmMan. They have not finished the work? 

Mrs. GatLacuer. No; and they have not got any money from 
the bank. 

The Cuarrman. No money from the bank yet? 

Mrs. GaLLaGuer. No. 

The CuatrmMan. But you have got their certified check for $700? 

Mrs. GALLAGHER. That is right. 

Mr. Srvon. As I understand it, you reported this to FHA some 
time ago? 

Mrs. GaLtLacner. I went over to Mr. Moreland, as soon as they 
finished the trimming on Friday. 

I showed them that check and he advised me to get it certified right 
away. 

The Cnarrman. You went to the bank right away ? 

Mrs. GaLLtaGuer. I did. 

The Cuarrman. Mr. Moreland of FHA told you to get it certified ? 

Mrs. GALLAGHER. Yes. 

Mr. Simon It was not certified when they gave it to you? 

Mrs. GaLLacuer. No. 

The CHairman. That was a pretty good idea. Have they done 
part of the work ? 

Mrs. GaLtLacuer. It is all done but the trim around the windows. 

Mr. Staon. Have you signed the completion certificate ? 

Mrs. GatLacueEr. I did. 
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Mr. Simon. Before the work was finished ¢ 

Mrs. GALLAGHER. I did, but I did not know I signed it. 

The Cuarman. Mr. Kenney, will you see if you can get Reputable 
Decorating Co. over here ¢ 

We will show them their check was certified. 

Mrs. Gatuacuer. They already know that. They tried to get the 
check back. 

The Cuarrman. They tried to get that check back ? 

Mrs. GALLAGHER. Yes. 

The Cuairman. You stand aside now and wait until we get this 
Reputable decorator. Will you get these Reputable Decorating Serv- 
ice people over here right away ¢ “and give it back to this young lady. 

That is a certified check. 

Our next witness will be Mrs. Carolyn Conroy of 6956 South Clyde 
Avenue, Chicago. 

Mrs. Conroy, will you be sworn, please? Do you solemnly swear 
the testimony you are about to give will be the truth, the whole truth, 
and nothing but the truth, so help you God ? 


TESTIMONY OF MRS. CAROLYN CONROY, CHICAGO, ILL. 


Mrs. Conroy. Yes, sir. 

The Cuarrman. Your name is Carolyn Conroy, 6956 South Clyde 
Avenue, Chicago? 

Mrs. Conroy. Yes, sir. 

Mr. Simon. Is it Miss or Mrs. ? 

Mrs. Conroy. Mrs. 

Mr. Sruon. Mrs. Conroy, do you and your husband own your home? 

Mrs. Conroy. My husband is deceased but I do own the home. 

Mr. Simon. Did you have an experience in which you purchased a 
home repair to your property ¢ 

Mrs. Conroy. Yes, sir. 

Mr. Suron. When was that? 

Mrs. Conroy. Let me refer to this. 

Mr. Srmon. It was a boiler? 

Mrs. Conroy. Yes, sir. 

It was on March 7. 

Mr. Simon. Of what year. 

Mr. Conroy. 1952. 

Mr. Srwon. Who sold you this boiler? 

Mrs. Conroy. The salesman was from the Adept Heating Co. 

Mr. Simon. Say that again. 

Mrs. Conroy. Adept—. i. d-e-p-t—Heating Co., which evidently was 
acting as agent for the Chicago Supply Co. 

Mr. Stuon. The contract was with the Chicago Supply Co. ? 

Mrs. Conroy. That is right. 

Mr. Sion. Who was the salesman 

Mrs. Conroy. Well, he used two names that I know of. 

Mr. Suwon. One of them was Wall? 

Mrs. Conroy. No; Mr. Wall was the FHA man. 

Mr. Simon. Who was the salesman ? 

Mrs. Conroy. Crath, or Gross. I know he used another name. 

Mr. Salter, who was the head of Chicago Supply Co., told me his 
real name was a little bit longer than that. 
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Mr. Simon. When did he first come to see you 4 

Mrs. Conroy. On March 7. 

Mr. Simon, 1952? 

Mrs. Conroy. That is right. 

Mr. Simon. Will you tell us what he said ? 

Mrs. Conroy. I was not there at the time. I was in the hospital 
and my husband wrote up a statement of the transaction before he 
died. 

Mr. Stwon. From your husband’s statement can you tell us what 
the man said when he came there that day? 

Mrs. Conroy. My husband referred to the classified directory to 
find it. 

Mr. Stmon. You had trouble with your boiler? 

Mrs. Conroy. Yes. , 

Mr. Srwon. Your husband called these people from the classified 
directory ? 

Mrs. Conroy. That is right. Two men arrived. I told them about 
the smoke. Ross peered into the firebox and without even a glance 
at the stoker announced the leak in the boiler was causing the smoke. 
The leak he pointed out was a dry white line approximately 3 inches 
long inside the firebox. 

He proceeded to show where he thought this leak was causing the 
trouble. 

Ife discussed the price of their repair to the boiler, and he said it 
would be a special price. 

Mr. Gross said he would give me a special price of only $69. Sub- 
sequently to that my husband checked and found out that this was 
a rather ridiculous price because any repair to the boiler of the size 
that Mr. Gross said he was going to make would have been in the 
hundreds. 

At that point the men left, and it was very cold. It was in the 
winter and they said, keep the stoker off and to keep hand-feeding 
the furnace until the next morning, and they could come in and do 
the work for him. 

Before they left, they asked my husband if he would pay a certain 
amount toward this work. 

He paid them $20 of the $69, for which I have an order, a job 
order. 

Then they took the $20 and said they would be back the next morning 
and they left. 

A 9 o'clock, the repairman who accompanied Gross arrived and 
began taking the boiler down. Two other men arrived later and he 
had them take it down. The inspector insisted on pounding on the 
cast iron sections with hammers to sound the crack and after a lot 
of pounding, they could not find a thing. 

Mr. Sion. Mrs. Conroy, without reading your husband’s state- 
ment could you summarize what he said ? 

Mrs. Conroy. As I have it from him, these men proceeded to show 
him lines and told him that it was a crack, and then they proceeded 
to say, well, we cannot get the repairs on this, because this part ticular 
boiler is not being made right now, and in order to have new sections 

east, we would have to go back to the factory. 

It would take a long time and cost you much more than your boiler 
would. 
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They sold him on this premise, that the boiler could not be fixed, they 
sold him a new boiler. 

Mr. Simon. How much was he to pay for the new boiler? 

Mrs. Conroy. They quoted him a price of $1,800 for the boiler, 
and the work, $100 allowed on some coal that we had, $50 in cash. 

Mr. Suaon. They were going to pay your husband $50? 

Mrs. Conroy. No. He paid ‘them $50 in cash. 

Mr. Simon. This is what he was to pay them ? 

Mrs. Conroy. Yes, and $269.62 in interest. This came to a total 
of $2,219.62. 

1 have found the book from the bank, and they did discount the 

$50 for us, so it only came to $2,169. 

Mr. Sion. Then what happened ? 

Mrs. Conroy. Well, then they proceeded to install the boiler, only 
it was not the same company. It was another company, Chicago Sup- 
ply, who came out, including Mr. Sheldon Salter, the president of the 
company came out and proceeded to install a boiler. 

It was not finished until the following Tuesday when they came 
back in to put in some pipes. 

Mr. Siuon. Then what happened 7 

Mrs. Conroy. The boiler did not give enough heat and my husband 
started checking into it and discovered that although we had con- 
tracted fora 700 SPI rating boiler they had put ina 550, 

Mr. Stuon. Is that a smaller boiler? 

Mrs. Conroy. Yes. It is a boiler that is not supposed to heat up 
the space that the 700 does. 

He then tried to contact Adept Heating Co. and Mr. Ross came 
out once and put some new spigots, or spouts on my radiator. 

Mr. Srmon. Did he sign a completion certificate 4 

Mrs. Conroy. My husband never signed a completion certificate. 
He signed two papers, the original order and the contract. 

Mr. Simon. Did you ever sign one ? 

Mrs. Conroy. No, sir. 

Mr. Sion. Do you know whether the bank has a completion cer- 
tificate ? 

Mrs. Conroy. Yes, sir; they have. 

Mr. Srwon. Have you seen the signature / 

Mrs. Conroy. T may have. I have also had it verified by a hand- 
writing expert and it is not my husband’s signature. 

The CHarrMan. It wasa forged signature ? 

Mrs. Conroy. Yes. According to him the signature was not the 
same. It was a very good forgery, I will admit that, it looked a great 
deal like it but it was definitely not his signature. 

Mr. Simon. Has the boiler ever worked properly ¢ 

Mrs. Conroy. The boiler works but it still does not give enough 
heat to heat the whole house. 

The CHarman. What bank handled the paper / 

Mrs. Conroy. The Central National Bank and they were aware at 
all times because we told them about the form, we showed them the 
letter from the handwriting expert. 

The handwriting expert was in touch with them. We told them 
about the fact that the boiler was not the right size and they knew 
there was an overcharge. 

Mr. Simon. Are you paying off the note at the bank 7 
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Mrs. Conroy. My husband was up until the time of his death be- 
cause they garnisheed his wages at one point. 

Mr. Sruon. Who earnisheed his wages ? 

Mrs. Conroy. The Central National Bank. Mr. Salter sold the note 
to the Central National. 

Mr. Stucn. And they garnisheed his wages ? 

Mrs. Conroy. Yes. 

Since his death I have not paid because I do not have a regular 
income and I have insufficient funds. 

Mr. Stuon. When did he die? 

Mrs. Conroy. June 27. 

Mr. Srmon. This year? 

Mrs. Conroy. Yes, sir. 

The Cnamrman. Thank you very, very much. 

Now, we are going to call back Mr. Nassan to the stand. 

Are you here, Mr. Nassan? 


TESTIMONY OF HARRY NASSAN, UNITED STATES ALUMINUM 
SIDING CORP., CHICAGO, ILL., ACCOMPANIED BY NATHAN COHEN, 
COUNSEL—Resumed 


The Crairman. Mr. Nassan, it will not be necessary to swear you 
in at this time because you have already been sworn. If you will just 
be seated. 

Mr. Johnston, of the Chicago Better Business Bureau, Aubra B. 
Johnston, testified this morning that you offered him a $1,000 bribe. 

Is that true? 

Mr. Nassan. Well, sir, we have done in about 8 years of operation, 
4,000 jobs, some of them the most beautiful jobs in this city. 

We have photographs here. 

The Cratrman. I don’t question that. The question is, Did you 
cive or offer him a $1,000 bribe ? 

Mr. Nassan. If I can answer in my own way. 

The Cuamman. All right. Nobody is pressing you. 

Mr. Nassan. We always corrected any bad work, and did our best 
to satisfy customers, even though very often we felt an injustice was 
being done to our firm, because some customers occasionally got over- 
demanding about a lot of items. 

At one time my firm nearly went bankrupt because we bought a lot 
of bad material during the war. This material rusted, fell off the 
wall, the plastic was not right. 

We did tile work and plumbing. 

It got toa point where Mr. Johnston kept calling me down, and to 
my mind it got to a point where he was persecuting me and not the 
other firms in the city, whom I know were going through the same dif- 
ficulties. 

In this particular case, I offered him $1,000 to join the better busi- 
ness bureau and I made a very unfortunate remark. 

IT said, “or give it to your best charity.” I meant it jocularly. 

The (rammawn. It was $1.C00 in cash? 

Mr. Nassan. Yes. 

The Crramman. And it was in an envelope? 

Mr. Nassan. I don’t recall that, sir. I said “T have got $1,000, I 

vant to join the Bureau.” But I won’t call it a bribe, sir, because there 
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was nothing he could do for me in respect of keeping me in business 
or keeping me out of it. 

Mr. Simon. Didn’t you just get through saying he had been causing 
a lot of trouble? 

Mr. Nassan. He had been calling me down there, sir, and demand- 
ing that I fulfill a lot of headaches that were being caused me by my 
customers. 

Mr. Simon. When was this, Mr. Nassan? 

Mr. Nassan. I won't be sure of the date, sir. 

Mr. Srmon. Have you ever seen this report of the Chicago Better 
Business Bureau on your company ? 

That is in 1951. 

Have you ever seen that report ? 

Mr. Nassan. I don’t think so. I have only read two lines. I don’t 
recall. 

Mr. Srtmon. Did you know in 1948 and again in 1949 that the better 
business bureau put out reports that we might say were adverse to your 
company ? 

Mr. Nassan. I knew that, sir, and I also saw a report whereby they 
said that our complaints had been reduced by a great deal. 

Mr. Spon. Wasn't there something that Mr. Johnston could do for 
you? 

Mr. Nassan. In what regard ? 

Mr. Simon. He had been circulating letters to people in Chicago, 

saying that your company was not a reputable company, and then after 
th: 4 you went in and laid $1,000 on his desk. 
Is that right ? 

The Cnatrman. At least he testified to that effect, is that correct ? 

Mr. Nassan. Substantially correct. I told him I wanted to join the 
bureau. I wanted to become a member of the bureau. I felt possibly 
that is the reason why I was being persecuted. 

Mr. Stmon. Was it customary for you to pay bills in the amount of 
$1,000 or more in cash ? 

Mr. Nassan. No. I just happened to have that in my pocket at the 
time. 

The Crramman. Thank you very much. 

Our next witness will be Mr. George McCulley, of the Allied Build- 
ing Credits, Chicago. 

Mr. McCulley, will you be sworn ? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth ? 


TESTIMONY OF GEORGE McCULLEY, ALLIED BUILDING CREDITS, 
CHICAGO, ILL. 

Mr. McCutuey. I do. 

The Cuarman. Thank you. Will you give your full name to the 
reporter ? 

Mr. McCurry. G. E. McCulley. 

Mr. Stuon. Your address, Mr. McCulley 

Mr. McCuniry. Business address, 105 West Avenue. 

Mr. Srwon. You are connected with Allied Building Credits, are 
you not? 

Mr. McCurry. Yes. 

The Ciairman. You are the Chicago manager? 
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Mr. McCuuiey. Right. 

The Cuairman. You are the top manager in Chicago for this con- 
cern ? 

Mr. McCurry. Yes. 

Mr. Simon. What is the business of Allied Building Credits? 

Mr. McCuttey. Allied Building Credits is a sales finding organiza- 
tion. 

Mr. Siaon. Is its primary business discounting FFA title I paper? 

Mr. McCuntnry. That is part of our business. We also develop 
mortgages. 

Mr. Srwvon. Over the past 7 or 8 years, has discounting title I paper 
been the principal activity of your company ? 

Mr. McCuuuey. Here in Chicago, yes. Nationally, we do a large 
mortgage business. 

Mr. Simon. In how many cities or States does Allied Building 
Credits operate ? 

Mr. McCutiey. I would not want to be penalized for wrong mem- 
ory, but years ago, when I used to pay the franchise taxes I think we 
were operating in 35 States. 

Mr. Simon. Doing title I repair discounting business, in all those 
States / 

Mr. McCutiry. Either that or developing mortgages. 

Mr. Simon. Does your company doa substantial amount of business 
with people who do not do their own work, but subcontract it out to 
other people to work, and hire itinerant men on the other hand to sell 
the product ? 

Mr. McCutiry. Not normally. Here in Chicago that is quite custo- 
mary. In other words, I am not talking about the itinerant sales- 
men. I am talking about the independent broker. 

Mr. Stwon. Mr. McCulley, who owns Allied Business Credits? 

Mr. McCuttey. Allied Building Credits is owned by Trans-America 
Corp. 

Mr. Srwon. What is the connection between Trans-America and 
Bank of America / 

Mr. McCcuriry. Today there is no connection, so far as I know. 

Mr. Sraon. Were they originally owned by the same people ? 

Mr. McCutuiey. The same people were interested in both organi- 
zations, yes. 

Mr. Simon. Is it just coincidence that both organizations seem to 
find a great number of the title I dealers against whom there have 
been a lot of complaints / 

Mr. McCurry. I donot kv ow what the Bank of America experience 
is. I certainly feel that the penalty of being big may be just exactly 
what is happening here. 

The Cnairman. I do not think we need to get into that, whether 
they are big orsmall. I think the record speaks for itself. 

Let me get into this. 

Did you hear Mr. Bawman’s testimony ¢ 

Mr. McCutey. No. I didnot. Lam sorry. 

The Crairman. Did you bring with you the record of all the 
transactions that vou fin: anced for him? 

Mr. McCurry. I did. 


The Cuamman. May we see them? 
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Mr. McCuuiny. Surely. I should like to make one correction. Ap- 
parently, in your hearings before, you associated the name of Mulder 
with Allied Building C ‘redits. Ray Mulder has never been an em- 
ployee of Allied Building Credits. 

Mr. Suwon. Has Haakinson ? 

Mr. McCuutirey. Haakinson used to be our Des Moines manager. 

Mr. Stwon. He went from your office to the First Federal State 
Bank? 

Mr. McCuniry. Yes; I think he did. 

He first was transferred to Kansas City and he came back. 

Mr. Stmon. I had them mixed. I knew one had been with Allied 
Building Credits and they were both at one time with the First Federal 
State Bank. I had them wrong. 

The Cruamman. Does this note indicate that roughly $100,000 of 
business was sent to you by Mr. Bauman ¢ 

Mr. McCuusey. Net advances. 

The Cuatrman. Thirty-two accounts / 

Mr. McCutury. Yes. 

The Cuairman. He testified yesterday that he was not an em- 
ployee of yours. That you did not pay him, but that he collected 
from $50 to $100 from the people from whom he got the loans, or 
made the lo: ans, 1s “ : right? 

Mr. McCuiiry. he made the statement that he was not an 
employee of ours ee is a hundred percent right. That any fees 

The Cuairman. Did you ever pay him anything for sending you 
this $100,000 worth of business? 

Mr. McCuutry. No; absolutely not. It would be in violation. We 
did not do business with him. Our notes were taken directly from 
people. 

The Cuatrman. Did he solicit the business and send it in? 

Mr. McCuuiry. He referred people to us. We issued all checks 
to those people. 

The Cuarrman. You issued all checks to these people direct? 

Mr. McCuttey. Yes. 

The Cuatrman. Did you know he was referring this $100,000 of 
business to you? 

Mr. McCuttry. When I came down here I learned that; yes. 

The CuarrmMan. When you came down where? 

Mr. McCurry. To Chicago. 

The CuairmMan. To be the manager ? 

Mr. McCutuey. That is right. 

The Cuatrrman. How did you reimburse him for all that work? 

Mr. McCuniey. We did not reimburse him. 

The Cramman. He did it out of the goodness of his heart for 
you? 

Mr. McCutstey. When I came down here it was my understanding 
that the reason he did this was to offer his own people a little extra 
service, 

The Cyairman. Did you know on these $100,000 worth of accounts 
that he testified vesterday that the borrowers paid him $50 to $100 
apiece. Did you know they were paying him? 

Mr. McCutuey. No. Our manager “could not have known that 
because it would have been in violation. 

44 
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The Cuatrman. Did you handle it out of this office? 

Mr. McCutiey. No. I was not here then. I came here in 1952. 

The Cuamman. It was handled out of this office though ? 

Mr. McCuttey. Yes. 

The Crrarrman. This was 1951 and 1952. When did you come here 
to this office? 

Mr. McCuutiry. May of 1952. 

The Crvmman. Where is the manager who was here at this time? 

Mr. McCuttey. He is now the manager in Denver. I am sure he 
did not know. 

The Cuarrman. What did he think? Do you just ordinarily accept 
$100,000 worth of business over a period of, well, what was the period 
of time in which these contracts were being mailed to you? 

Mr. McCutiry. I think you have the figures there. T made them 
from mv own notes. 

The Cratmrman. From early 1951 through April 1952? 

Mr. McCuuiry. That is as near as we can determine over there 
now. 

The Cuatrman. Can anybody that just deliberately sent vou $100,- 
000 worth of business in 32 accounts—do you just let him do it without 
reimbursing him? 

You mean you knew nothing about this? Your records show noth- 
ing about it? 

Mr. McCutzey. Senator, that is not our business. Our business 
normally is with the retail dealer. We do not solicit business directly 
from consumers. 

The CuarrMan. Were these all consumer loans? 

Mr. McCut.ey. Those are all consumer loans. 

The Cyamman. Where the man borrowed the money, and you 
issued the check to him ? 

Mr. McCuutery. To him, care Mr. Bauman. 

The Cuamman. D'd you check the credits on those people? 

Mr. McCun.ry. Most certainly we did. 

The Cuamman. And in checking the credits, Mr. Bauman testified 
that they paid him $50 to $100. 

What do you think they thought they were doing? 

Mr. McCotxry. I don’t know what they thought they were doing. 
I know we certainly did not know. 

The Cuarrman. Did you know Mr. Bauman ? 

Mr. McCuutey. I did not know Mr. Bauman before I came here. 

The Cramman. Do your office records show that you knew him? 

Mr. McCuntry. The records will show. We have got a few over 
there rather thick. 

The Cuairman. You have me confused as to how a concern as big 
as this concern of yours, can do business with an agent, or with a 
man, to the extent of a $100,000, pay him no money for it, and he not 
be an employee. 

How are you going to explain this to the satisfaction of this comn- 
mittee and to the public? 

Mr. McCuuttey. Any financing institution in this city or anywhere 
else operating under FHA title I has a perfect right to take an appli- 

cation for a loan direct. 

The Cnamman. Yes; that is right. 

Mr. McCutriey. From the individual. 
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The Cuairman. But here was a man that was soliciting the business 
and turning it in to you. Do your records over here show you knew 
he was soliciting this business ¢ 

Mr. McCuuiey. We knew he had referred people to us, yes; but 
no checks were ever issued to Mr. Bauman. 

The Cuamman. Were the checks mailed to Mr. Bauman ? 

Mr. McCutzey. They could have been mailed to him. ‘They might 
have been. 

The Cuamman. Were they? 

Mr. McCuutey. 1 think probably they were, in some instances 
anyway. 

‘Che Cuamman, And yet you were not paying him any compensa- 
tion or had no connection with him at all ? 

Mr. McCuuttey. There is no compensation been paid so far as 1 
know. 

The Cuarrman. Mr. Bauman is still here. We are going to put 
Mr. Bauman on the witness stand in a minute. 

Mr. McCuttey. ‘That is pertectly all right. 

The Cuairman. I want to find out. [am not accusing you of any- 
thing. I do not know. All we know is what you say and what Mr. 
Bauman says and what the records say. 

Mr. McCuutey. The record will show that the last purchase we 
made was in April of 1952. 

‘The Cuairnman. April of 1952? 

Mr. McCuutey. | believe that was it, was it not? 

What was the date there? 

The Cuairman. Your records show that you made credit report or 
got a credit report on each of these people. 

Mr. McCuuttey. ‘That is right. 

The CuairMan. Wouldn’t a man like Mr. Bauman have to come 
up here and make some sort of an arrangement with your company 
it he was going out and represent you and solicit business with you 

Mr. McCuutey. Mr. Bauman did not represent Allied Building 
Credits. 

Mr. Simon. You just testified that no doubt checks that were made 
out to these individual people were mailed back to him to give to them. 

Mr. McCuuitry. An agency exists—— 

The Cuairman. 1 did not hear you. 

Mr. McCuutey. An agency exists when there is consideration given, 
right ¢ 

The Cuamman. I am not being technical and you are trying to be 
technical. Here isa man by the name of Bauman who testified yester- 
day that he said he solicited a hundred thousand dollars to possibly 
$500,000 worth of business. 

He testified likewise that you paid him in money for doing it. 

Mr. McCuutey. He was right. 

The CuHatrMan. He likewise testified that the people that were 
owed the money paid him from $50 to $100. 

‘To me it is a rather serious situation, that a concern such as yours 
would have a man out doing this, you were not compensating him 
for it, you had no responsibility for it you say and yet you knew that 
he was doing this, and he testified that he got $50 to $100 from the 
people from whom he borrowed the money, and you cannot explain 
to us how a situation like that can exist. 


FHA INVESTIGATION 


Mr. McCuttey. If you will pass me my file, Senator, I think there 
is a letter in there that will clarify it for you. 

The Cuamman. Where is Mr. Bauman? Is he here? 

Mr. Bauman. Yes, sir. 

The CuairMan. We will want you in just a minute. 

Mr. McCutitey. Is a letter issued in September of 1952 at my in- 
structions to our credit manager ¢ 

The Cuairman. September 29, 1952. Mr. Maurice Bauman, Post 
Office Box 15, Champaign : 


Dear MR. BAUMAN: It was my understanding that Mr. Gardner intended to 
call on you last week when he was in Champaign. Apparently he has not been 
able to contact you yet. However, I notice that we had an application received 
recently which apparently was initiated by your recommendation of “ABC.” We 
will be happy to entertain applications from whomever you wish to refer to 
us. We feel, however, that in view of the fact that you are not a contractor 
or dealer, the transaction should be handled directly with the applicant. 

We certainly do not object to your reference to us nor your supplying those 
whom you refer to us with these forms, as they are handled on a direct basis. 
The consequent transaction should be directly between us and the borrower 
directly. The applicant should forward to us with a credit application an 
itemized list of the material for which the loan is to be used. 

Those two papers together with the promissory note are the only papers 
required. However, we cannot disburse the proceeds of the loan until we are 
furnished with a complete itemized estimate of the job. 

We call for this estimate rather than bills in view of the fact we realize some 
applicants want the money before the material is purchased. 

For your information we are no longer able to consider a loan for a sum in 
excess of $2,500 or a period longer than 36 months. 


That letter indicates to me you had been doing business with him 
quite regularly, knew him quite well and were giving him instructions 


as to what he could or could not do in the future and he was more of 
an agent of yours. 

When did you start doing business with him ? 

Mr. McCuttery. As I say there is nothing in our records to indicate, 
Senator, we do business with Mr. Bauman, other than on a referral 
basis. 

‘The CHarrman. When did he start referring cases to you ? 

Mr. McCuttry. Apparently it started 

The CHAtrrMan, What does the record show ? 

Mr. McCcuitiry. What I have there in the notes at the top, the front 
page. 

The CuHatrman. Early 1951 through April 1952. 

Mr. Stuon. This was the year ? 

The CuHatrman, Let’s ask Mr. Bauman; will you come forward, Mr. 
Bauman ? 

Mr. Bauman. Sure. 


TESTIMONY OF MAURICE BAUMAN, URBANA, ILL.—Resumed 


The CHatrman. According to your memo here this letter was 
written a year anda half after you started taking his paper. Mr. Bau- 
man, inasmuch as you have already been sworn it will not be necessary 
to again swear vou in. 

Tell us your understanding of how you could refer what these gen- 
tlemen say is a hundred thousand dollars worth of business to them. 
You testified yesterday, didn’t you, they paid you nothing? 

Mr. Bauman. That is right, sir. 
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The CHamman. You said you received your compensation from 
the people that borrowed the money. 

Mr. Bauman. Yes, sir. 

The Coarman, Did the Allied Credit office in Chicago know what 
you were doing ¢ 

Mr. Bauman. I can’t say if they did or not, sir, like I said yesterday. 

The Cuamman. You don’t know whether they did or did not? 

Mr. Bauman. No, sir: I couldn’t make a statement on that at all. 
I couldn't say they knew. 

The Cuamman. What did they think? Did you ever come to their 
office up here ? 

Mr. Bauman. I was in their office on one occasion. I don’t remem- 
ber the purpose. 

The CHamman. What was your purpose in doing this without any 
compensation from them ? 

Mr. Bauman. As I told you, I did not have a list of the loans or 
anything, because I didn’t have any reason for keeping them but my 
purpose was helping out the individuals, and, No. 1, as I pointed out, 
they did pay me some compensation. 

The CHairman. Did each and every one of them pay you? 

Mr. Bauman. Not in all cases. 

The Coairman. What isthe most you received from any one? 

Mr. Bauman. I would guess $100 but [ wouldn't be bound by that. 

The Cuammayn. Did you refer such business as this to other banks 
or finance companies beside Allied ? 

Mr. Bauman. I think at that time the only one I was doing that with 
was Allied. 

The Cuairman. Youthinkso. You are not certain ? 

Mr. Bauman. I would be fairly certain. 

The Cuarrman. You got no compensation from these people? 

Mr. Bauman. No, sir. 

The Cuamman. And yet, did you hear me read this letter? 

Mr. Bauman. Yes, sir. I believe I gave you a photostatic copy of 
that myse lf. 

The CuarmmMan. You gave usa copy of this letter? 

Mr. Bauman. Yes, sir. 

The Cuairrman. Is it about as this letter indicates? 

Mr. Bauman. I believe that is accurate; yes, sir. 

The Cuairman, You just did this in order to get—what was your 
idea in trying to get $50 or $100 out of this man, just to make money? 

Mr. Bauman. The first place to make money. Also I pointed out 
some of them were used in connection with real-estate deals, down- 
payments, and 1 or 2 strawmen. 

The Carman. One or two strawmen among them ? 

Mr. Batman. Yes, sir. 

The Cnairman. Would Allied get credit reports on these people? 

Mr. Bauman. As I recall we furnished credit reports myself. 

The Cramman. You furnished the credit reports? 

Mr. Bauman. Yes, sir. 

The Cuarrman. Were they honest credit reports? 

Mr. Bauman. They were these merchant credit reports which I 
testified in executive session about. 

The CuarrmMan. They were honest reports, then ? 
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Mr. Bauman. No, sir. They were made by the Merchants Credit 
Bureau which I owned and about which I testified. 

The Cuatrman. We haven't got even around to that yet. 

In other words, you owned this credit agency yourself ? 

Mr. Bauman. Yes, sir. I told you how it came about. 

The Cuarmman. Then these were phony reports ¢ 

Mr. Bauman. If you want to call them that. 

In other words, they tied in with the application. 

The Crarrman. Which means this concern in Chicago here ac- 
cepted some thirty-odd phony credit reports and pny deals; is that 
correct? Is that what it means to you, Mr. McCulley ? 

Mr. McCutiry. There is another side to that story, a little addi- 
tional information you don’t have. We also do cross-checking on 
credit reports. 

The Cuatrman. Did you cross-check these 32? 

Mr. McCuttey. I think the record of the performance of the paper 
is indicative. 

The Cuarrman. You mean the paper paid out? 

Mr. McCoury. It is paying out. 

The Cuarrman. This would be a great world, wouldn’t it, if you 
could steal a hundred thousand dollars and’ 2 years from now pay it 
back and not have to go to jail? 

Mr. McCuniry. We just don’t take credit reports per se 

The Cramman. This gentleman just testified they were phony 
eredit reports. You evidently accepted them. 

Mr. McCuiiey. We may have accepted some. T don’t know what 
went on here. There may have been some accepted, but by and large, 
we were not affected by what has happened down there. 

Mr. Bauman. Like I pointed out, my Senator, a lot of the improve- 
ments in those applications were not completed. 

The Cramman. Were not completed ¢ 

Mr. Bsuman. That is right. 

The Cuamman. In other words, money was disbursed to these 
people, but they did not use it for the purposes for which they signed 
the application ? 

Mr. Bauman. That is the best of my recollection. As far as details 
go, I would rather someone else check them out. 

The Cuamman. Did you ever check them, Mr. McCulley, or your 
oflice, to see if they used the money for the purpose for which it ws 
intended ? 

Mr. McCuniey. We have checked. I think I brought some exam- 
ples of it there. I think there is some in there. 

The Ciaran. Do you have any other agents or any other people 
that are referring 

Mr. McCuuiry. No. That is not our business. That is why we 
discontinued. 

The Cramman. When did you discontinue doing business with Mr. 
Bauman ? 

Mr. McCuuiry. I believe the last one was in April of 1952. I think 
Mr. Bauman will confirm that. 

Mr. Bauman. I think that is right. 

Mr. McCutitry. When I came down here. 

Mr. Bauman. Senator, I promised to give you a list, to the best of 
my knowledge. There they are. They are rough and inaccurate. 
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The Cuarrman. I presume these are the 32 loans that your records 
show, too, Mr. McCulley ? 

Mr. McCuttry. That should be. 

The CHatirmMan. Your record shows 32 and he shows 32 names 
here. 

Mr. McCuttey. Yes. 

The Cnarrman. Are these people all located in Champaign ? 

Mr. Bauman. Most of them are. 

The Cnamman. What would you tell these people? For example, 
here is Flores, F. Joseph. What would you tell him? Tell us what 
you would say to him ? 

Mr. Bauman. I think as I recall that particular case, but I do not 
want to be bound by it because I can’t prove it, but in that particular 

case, Mr. Flores, Joseph Flores, was building’ a new house and just 

completed it and needed extra money to cover the cost of it. Either 
through Mr. Flores or the contractor I was contacted by them, and 
they asked if I could arrange, as I recall, the contractor asked me 
if I could get him a title I loan. 

The CrarrmMan. What was the name of the contractor? 

Mr. Bauman. John Hitchcock. 

The Cuatrman. Of Champaign, III.? 

Mr. Bauman. Yes, sir. 

The Cuamman. He asked you if you could get a title I loan for 
Mr. Flores? 

Mr. . AUMAN. That to the best of my knowledge. 

Mr. Srron. Did you talk to Mr. Flores then? 

Mr. Bauatan. I believe I did. 

The Cuarrman. And Mr. Flores made application for a $2,500 loan ? 

Mr. Bauman. If that is the amount. 

The Cuatrman. I don’t know. I am asking you. 

Mr. Bauman. So far as I know that would be the amount. 

The Cratrman. In the application he said he wanted the money to 
repair his home. 

Mr. Bauman. That is correct. 

The CuHairman. That wasn’t what he wanted the money for? 

Mr. Bauman. No. 

Mr. Stwon. What did—— 

The CHatrman. What did he use the money for? 

Mr. Bauman. To cover construction cost of his house. 

The CHammMan. That is Mr. Joseph Flores of Champaign, Il. ? 

Mr. Biuman. Yes. 

The Cuatrman. What happened in the case of Albert G. Horne? 

Mr. Bauman. I think in the case of Albert G. Horne—he is in busi- 
ness down there—I don’t recall exactly what the purpose was, whether 
he used the money in business or what but it was the same general cir- 
cumstance. 

The CratrMan. It was not to use the money to repair his home? 

Mr. Bauman. To the best of my recollection but I want you to un- 
derstand that I am not testifying certainly. 

The Cuarrman. He did get a $2,500 loan ? 

Mr. Bauman. I think he; got two loans, sir; but again I am not sure. 

The CrarrmMan. What about W. Lee Summers? Is that Cham- 
paign, Ill. ? 

Mr. Bauman. Yes, sir. 
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The Cuamman. What are the circumstances behind that loan? 

Mr. Bauman. He was an attorney there. He gota loan and actually 
at this moment I cannot recall the circumstances of that loan. 

The CHarman. How much did he pay you for getting the loan ? 

Mr. Batman. T don't think he paid me anything. He and I were 
friends. 

The CHatrman. What did he use the money for? 

Mr. Bauman. I honestly don’t know, Senator. I can’t say. I am 
not trving to be evasive. 

The Cuarrman. Lunderstand that. Do you think he used the money 
to repair his home or did he use it for some other purpose ? 

Mr. Bacman. I would imagine he used it for some other purpose. 

I don’t. know. 

The Cuamman. What about this Frank Bartell ? 

Mr. Bauman. As I would recall, he probably used it for part of his 
construction costs—— 

The Cramman. Part of his construction cost on a new house? 

Mr. Bauman. Yes, sir. 

Ife may have done improvements. 

The CHarrman. How could he be repairing a new house? 

Mr. Bauman. He just finished the house. 

The CHatrman. What business is he in? 

Mr. Bauman. I think he is bookkeeper for the Johnson Hardware in 
Rantoul, Tl. 

The CHatrman. Charles Bousey: what are the circumstances ? 

Mr. Bataran. As I recall, I believe he used it in business. He is in 
the insurance business. I think he got two loans. 

The Cuatrman. Do you think he used it in his business? 

Mr. Bauman. Yes, sir. 

The Cramman. How much did he. pay you for getting the two 
loans? 

Mr. Bauman. I don’t recall, sir. 

The Cuairman. Did he pay you? 

Mr. Bacman. I think he did. 

The CHamman. Would you say if we went through the entire list 
of 32 that generally speaking the answer would be about the same as 
it was on these? 

Mr. Bauman. I would, subject to the fact that at this moment I can’t 
be certain and I don’t want to be bound by it. 

The Cramrman. Do vou have—you don't have the first names and 
initials of these names that you gave me? 

Mr. Batman. No, sir. 

The Cnamman. Can you give us, Mr. McCulley, since your firm 
handled the contract, can you give us today the exact names and 
addresses of those accounts ? 

Mr. MeCuuiry. Yes. T have audit confirmations here which we 
sent out as soon as we knew there was difficulty down there. 

The CrairmMan. We would like to have those for the record, if we 
may. In what shape do you have them’ (See p. 2466.) 

Mr. McCutiry. If you can take them off and let me have them 
back. 

The Carman. These are the 32 names and addresses? 

Mr. McCutiry. Those we don’t have back there are ones we per- 
sonally called. 
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The Carman. May we have these if we return them to you later? 

Mr. McCuttey. If you will return them to me or give me a letter of 
acknowledgment if you have them because we may need them. 

The CHarrman. Will you go out and have the young lady out there 
simply typewrite these names and make sure to check them against 
the 32 names that Mr. Bauman gave us. I suppose you realize the 
seriousness Of a man getting a repair, FHA loan, to repair his home 
and use it for some other purpose? Do you realize the purpose 

Mr. Bauman. I do now, sir. 

The CuairmMan. It is a violation of the law and anyone that did it 
of course Is subject. to prosec ution. 

Can you show completion certificates on each of those 32 cases in 
your oflice 

Mr. McCuiiry. I am not sure whether he called for completion 
certificates or not. It is not required in the regulations. 

The Crtairman. You don’t know whether your office secured them 
in this instance ¢ 

Mr. MeCuuiey. I couldn’t say, Senator. 

i haven’t looked at all the files. 

The CHarrman. These were loans made directly to homeowners ? 

Mr. McCuuiry. That is right. 

The Cnairman. It is not called for by FHA. It hasn't been. I] 
think it is in the future. It should have been in the very beginning. 
It should have always been. They do specify. Did you get a loan 
application with each stating that they wanted the money for the 
specific purpose of repairing the homes ? 

Mr. McCutiry. Surely. 

The CuairMan. Can you furnish us those? 

Mr. McCuttry. We will furnish you complete papers. 

The Cuamman. I think we will take those under subpena. I think 
we will want to subpena those and have them in Indianapolis at 10 
o'clock next Tuesday morning. 

Mr. McCurry. Do vou want me to bring them in ? 

The Cuamman. I think you had better bring them in yourself. 
This is a serious charge against 52 people, and Mr. ~ Bauman, of course, 
has testified that they secured these loans, and he secured them for 
them or rather handled the detail and they have not used the money 
for the purpose for which it was intended. 

Mr. McCuutey. I can assure you, Senator, our oflice here was not 
aware, I am sure, of any violation. 

The Cuarman. Yes. What we want from your office here is the 
original applications. Maybe you can get them over to us yet, today. 
If you can get them to us yet today it might not be necessary for you 
to come to Indianapolis. 

Mr. McCuttey. I can get them: before what time? 

The CuatrmMan. I am leaving at 9: 30. 

Mr. McCuttey. I will bring them. 

The CHatrman. You will have them in Indianapolis at 10 o'clock 
on Monday morning? 

Mr. McCuuiry. Yes. 

The Cuarrman. What we want is the 32 applications showing their 
application, the purpose for which they said they were going to use 
the money, and the whole business. 
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Mr. McCuttry. Would you prefer I bring photostats of the com- 
plete file? 

The Cuatrman. Why don’t you have them photostated and bring 
the originals and leave the photostats with us? 

Mr. McCuttry. O. K. 

The CHarrman. We will excuse you. 

Thank you very much, Mr. McCulley. If there are no further 
questions from you, Mr. Bauman, will you be available to be in 
Indianapolis next Monday at 10 o’clock? 

Mr. Bauman. Yes, sir. 

The Cuamman. We promised we would permit you to finish your 
statement. 

Mr. Bauman. Could I finish it up now? 

The Cuarrman. Yes. 

Mr. Bauman. I would like to say, No. 1, in further confirmation of 
the discussion of the GI loans through the Franklin Life Insurance 
Co., that in citing some examples of those cases, I would cite one more 
case which I purchased the GI rights of W. Carl Allen, attorney, in 
Rantoul, Ill., to finance a house that I was purchasing, and I say to 
you that I have the canceled checks, and believe I can furnish the in- 
formation on that subject if you wish it. 

The Cramman. What is that now? Say that again. 

Mr. Bauman. T said I was adding one other example case to these 
Franklin Life GI loans, in which I bought the GI rights from an 
attorney in Rantoul, Ill., named Allen, in order to purchase my own 
house. I do have the canceled checks, and will present them to you, if 
you wish to subpena them. 

The Cuamman. We will want them in Indianapolis on Monday. 

Mr. Bauman. All right, sir. 

In this testimony yesterd: ay, the Mercantile Mortgage Co. testified 
that on some date in December they ceased approving loans to me. I 
would like to call the attention of the committee that, as far as I can 
determine, the last loan Mercantile closed through me was No. 11°98, 
Robert Duane Cook, and I would ask the committee to determine when 
this loan was disbursed and read into the record. 

The Cramman. When was it disbursed ? 

Mr. Bauman. Sir, I only had a few moments last night to find out, 
and all I could find was the deposit slip which showed December 30, 
1953: T can’t be certain that that is the date of the check. I would like 
to ine it checked and read into the record. 

Mr. Olson testified. or his attorney, I don’t know which as I recall, 
that they had notified the Federal Housing Administration of title I 
irregularities sometime in December 1953. That is, to the best of my 
recollection, his testimony. Mr. Rainford, for the Mercantile, testi- 
fied, as I recall, that sometime in December of 1953 he took up an 
investigation of me on behalf of Mercantile, and I would anpreciate 
it if the committee would determine what action, if any, FHA took 
on the Olson complaint, and if the Federal Housing Administration 
had notified Mercantile or not. 

In the course of this so-called investigation T commenced, to my 
knowledge, in January 1954. I conferred in my office with Mr. Brady, 
of the Mercantile Mortgage Co.. and I asked Mr. Brady what was the 
reason for the investigation. He informed me that he had been sus- 
picious for 90 days, but didn’t have time to do anything. 
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I want to make clear in that statement that that is purely a personal 
recollection of our conversation, but it is to the best of my knowledge. 

I also wish to make clear in the record that the Williamsburg Mort- 
gage Co. was not an approved title I lender; that the paper Bauman 
handled through Mercantile would have to be called a brokerage ar- 
rangement and not in anyway as an approved dealer or contractor 
lender, and I cannot personally find anything in title I eauiibions 
permitting any brokerage arrangements. 

In summation, I would like to say that I came before this com- 
mittee yesterday knowing of the time limitations and the intention of 
making brief direct answers to your questions, which I believe I did. 
I knew that you already had approximately 7 hours of my testimony 
in executive sessions and I assumed that you could release such as you 
decided to do. I want to make clear to the committee my own per- 
sonal opinion of all this affair: that from my point of view it is entirely 
inconceivable that these operations could be carried on without the 
condonment or urging of the Government agencies and the lenders 
involved, and from my own experience, having been in the mortgage 
and finance field for 7 years, | would say that it was a matter of such 
common practice that there was no attempt at concealment. 

I do not think that I personally made any attempt at concealment. 
In other words, I say to the committee that all the parties to these 
transactions were aware of and agreeable to them, and that these 
charges of fraud and everything of that nature by Olson and others, 
in my opinion, is totally unjustified. 

I would have to be a mass hynpotist to do everything I have been 
accused of in the newspapers. My purely personal opinion is the 
lenders involved in this situation are trying to use me as a smoke- 
screen for their own shenanigans. 

Since this investigation started in January 1953, there have been 
repeated charges against me, which have caused myself and my family 
duress beyond human comprehension. The FHA investigators did 
not seem to be concerned, found the fact and refused to accept the 
information I offered. 

I wish to express my thanks to the Capehart committee for their 
obvious sincerity in wanting an impartial and complete disclosure, 
which I know is more like American justice than what I consider 
a kangeroo trial I have received in the newspapers. 

I know it is the kind of justice the American people want and 
demand and the people can be proud of your committee for your 
approach to this situation. 

Thank you. 

The CnHarrMan. May we have that to place in the record ? 

Mr. Bacman. It is all banged up, sir. Could I get you a copy of it? 

The Cuamman. Did you read each and every word of it? 

Mr. Bauman. Yes. 

The Cruairman. Then it will be in the record. 

You are going to bring that information, then, to Indianapolis? 

Mr. Bauman. Yes, sir; I will. 

The CuHarrman. Do you want a subpena? 

Mr. Bauman. You gave me one already. 

The Cuarrman. Thank you, sir. 

I want to say that we have finished our testimony on the so-called 
siding, aluminum siding, and others, of these gentlemen from Chicago, 
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and Des Moines, and Omaha. We are certainly not satisfied with the 
answers that we received today from our witnesses. 

Mr. Farrell was certainly about. the most evasive witness that we 
have had and we are not going to cite him for contempt or anything 
of the sort, but we will check further into this whole matter, because 
we are not satisfied with the testimony. 

We are not satisfied with the information we received today. We 
certainly are not satisfied that we had frank and honest answers here 
today. 

I think the best conclusion, the one definite conclusion that we can 
come toas a result of the testimony today from these gentlemen on this 
matter is that the wrong kind of people were in the business. 

Our next witness will be Mrs. Sylvia Nyberg, of 5244 South Spaul- 
ding Street, Chicago, I]. 


TESTIMONY OF MRS. SYLVIA NYBERG, CHICAGO, ILL. 


The Cuarrman, Mrs. Nyberg, will you be sworn? Do you solemnly 
swear the testimony you are about to give will be the truth, the whole 
truth, and nothing but the truth, so he ‘Ip you God? 

Mrs. Nypere. Yes, sir. 

The CHairman. You may be seated, and give your name and 
address, 

Mr. Srvon. You are Mrs. Sylvia Nyberg ? 

Mrs. NyBerc. Yes, sir. 

Mr. Stwon. You live at 5244 South Spaulding Street, Chicago ? 

Mrs. Nyperc. Spaulding Avenue; South Spaulding Avenue, 
Chicago. 

Mr. Simon. About February 20, 1954, did a salesman for the United 
Research & Engineering Co. sell you a mastic paint job on your house 4 

Mrs. Nypera. Yes, sir: including tuck-pointing. 

Mr. Simon. Was the salesman’s name Harry Cole? 

Mrs. Nyperc. Yes, sir. 

Mr. Srwon. Will you look around and see if Mr. Harry Cane is the 
Harry Cole? 

Mrs. Nyperc. No, sir. 

Mr. Stuon. He is not the man? 

Mrs. Nyperc. No, sir. 

Mr. Simon. What was the price, $1,200 ? 

Mrs. Nyperc. That was the price he finally came down to. 

Mr. Stmon. What was the price he first started ? 

Mrs. Nypera. $1,480. 

Mr. Simon. Whi did he go down to $1,200 ? 

Mrs. Nynerc. Because we wouldn't accept his proposition of $50 
cash for every home that was sold on the basis of our work. 

Mr. Simon. Did he tell you your home would be a model home? 

Mrs. Nypera. Yes, sir. 

Mr. Stwon. And you would get $50 for each prospect that came 
through vour house ? 

Mrs. Nynerc. That is right. 

Mr. Simon. Was there anything about guaranteeing the commis- 
sions ? 
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Mrs. Nyserc. No. He said nothing about guaranteeing it, except 
that there would be pictures taken of the home before and after the 
work was done, and it would be put on postcards and mailed through 
the neighborhood. ‘There would be advertising over TV, and news- 
papers. Nothing of that sort was ever done. 

Mr. Stwon. Did he tell you the job ordinarily would cost $2,000 ? 

Mrs. Nypera. Yes, sir. 

Mr. Simon. Did he tell you this was going to be an FHA-insured 
loan 4 

Mrs. Nyperc. Yes, sir. That was the only thing I am afraid that 
sold us on it. 

Mr. Sruon. That sold you on it? 

Mrs. Nypera. Yes, sir. 

Mr. Siuron. Why would that make any difference ? 

Mrs. Nyperc. We felt as long as it was FELA, in spite of all this 
fantastic offer, that it must have some bearing. 

Mr, Simon. After the job was done, did the paint peel and blister ? 

Mrs. Nyperc. Yes, sir; on the front porch. 

Mr. Simon. How long after the job was done did it start peeling ? 

Mrs. Nyberc. About 3 or 4 weeks, probably. 

Mr. Simon. And you signed the notes which are now held by a 
bank ? 

Mrs. Nybera. Yes, sir. 

Mr. Sron. What bank has it ? 

Mrs. Nysere. The State Bank & Trust Co. of Evanston. 

Mr. Simon. You are paying them ? 

Mrs. Nypere. Yes, sir. 

Mr. Sruon. Did he give you a guaranty of the job? 

Mrs. Nypera. Yes, sir. 

Mr. Simon. Is that a fancy-looking paper that looks like a stock 
certificate ? 

Mrs. Nyperc. Yes, sir. 

Mr. Simon. It says this certificate is evidence of the fact that Per- 
lite has been applied on the property, and it gives your property—and 
its says that Perlite will not crack, peel, fl: ake, or fade, if properly 
applied. 

Did it crack, peel, flake? 

Mrs. Nyperc. Yes, sir; on the front porch and on spots it is off 
completely. 

Mr. Simon. Then it says the Perlite has been applied in strict 
accordance with the recommended procedure set forth by Federal 
Refining Co. It really doesn’t say very much, although it is a very 
pretty piece of paper; is that right ? 

Mrs. Nypera. Yes, sir. 

The Cuarrman. Thank you very much, Mrs. Nyberg. 

The next witness will be Mr. Cohen, of the Reputable Decorating 
Service. 

Are you here, Mr. Cohen ? 

Mr. Cohen, will you please be sworn. Do you solemnly swear the 
testimony you are “about to give will be the ‘truth, the whole truth, 
and nothing but the truth, so help you God? 
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TESTIMONY OF NORMAN COHEN, REPUTABLE DECORATING 
SERVICE, CHICAGO, ILL. 


Mr. Conen. I do. 

The Crramman. Please be seated and give your full name and ad- 
dress to the reporter. 

Mr. Courn. Norman Cohen; business address, 3039 Lawrence 
Street. 

The Cuainman. Are you president of the Reputable Decorating 
Service / 

Mr. Comex. T am the sole owner. 

The CrratrMan, You are the sole owner of the Reputable Decorat- 
ing Service / 

Mr. Conren. Yes, sir. 

The Cramman. May I have this check ¢ 

Mr. Simon. Do you employ salesmen ? 

Mr. Conrn. Yes, sir. 

Mr. Stmon. Do they operate on a par basis? 

Mr. Conen. Yes, sir. 

Mr. Simon. You fix a certain job and everything they can get over 
that is theirs; is that right? 

Mr. Comex. That is right. 

Mr. Stuon. What is par? 

Mr. Conen, $32 

Mr. Simon. $32 a square ? 

Mr. Conen, Yes, sir. 

Mr. Simon. Are you familiar with the house that Mrs. Gallagher 
owns ? 

Mr. Conen. Yes, sir. 

Mr. Simon. What was par on that job? 

Mr. Counren. $32. 

Mr. Simon. What did it amount to for the job? 

Mr. Conren. The job complete was $2,600 

Mr. Simon. What was your par for that job? 

Mr. ConurENn, $52 a square. 

Mr. Smon. How many squares were in that house? 

Mr. Conen. Offhand I don’t know. 

Mr. Simon. Didn’t you have to compute the cost in order to pay 
the salesmen ? 

Mr. Courn. Yes. I mean offhand I don’t recall how many squares 
there were in that house. 

Mr. Simon. Of the $2.600 that the salesman signed her up for, how 
much was the salesman’s commission ¢ 

Mr. Coury. I don’t know that exactly, either, because—the reason 
I don’t know that exactly is because the job was not completed, as 
far as what I consider a finished job, of—the trim has to be done yet, 
and the reason for that is because at the time that the job was sold, 
Mrs. Gallagher gave one obligation, which was her mortgage, and it 
Was supposed to have been written on a 7-year deal, which the bank 
wouldn't accept. They would accept a 5-year deal with a trust 

Mr. Sion. What Tam trying to find out is what was your price 
and how much the salesman was getting. 

Mr. Couiksx. Tam trying to get to that. 

Mr. Simon. Can’t vou get to it ¢ 

Mr. Cones. ‘Phe job hasn't been broken down. 
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Mr. Simon. Is par going to be as much as $1,000? 

Mr. Conen. I don’t know. 

Mr. Simon. Will it be $600? 

Mr. Conen. I don’t have the vaguest idea. 

The CHarrman. Would it be $1004 

Mr. Conen. It all depends on how many squares there are. 

The CuarrMan. You must have some idea. 

Mr. Conen. I really don’t. 

The Cuairman. You are the sole owner of this business? 

Mr. Couren. That is right. 

The Cuairman. Let me ask you this: Is that the contract that was 
entered into with Mrs. Gallagher ? 

Mr. Couen. It was rewritten on this one. 

The Cuairman. I hand you a $700 check made payable to Edith S. 
Gallagher and signed by yourself. 

Mr. Conen. Yes, sir. 

The Cuairman. What was that check for? 

Mr. Conen. That was a rebate to her, of which I am given to under- 
stand she was going to do some interior improvements herself. 

Mr. Simon. Was that in connection with a model-home bonus? 

Mr. Conen. Not that 1 know; no, sir. 

The Cuairman. What is the check for? 

Mr. Conen. AsI understand from the salesman, she was going to do 
some interior improvements, or something. 

The Cuamman. Why would you be giving her a check for $700? 
The job isn’t completed; she hasn't paid you and yet that was orig- 
inally a postdated check. What is this $700 check for? Let’s get 
down to the facts. 

Mr. Conen. The $700 was given to her as part of the deal where I 
understand to make interier improvements, or some other improve- 
ments, so she would have it all on one monthly payment. 

The Cuarrman. Are you going to deliver this $2,600 job then for 
$700 less or $1,900 ? 

Mr. Conen. That is right. In other words, the job itself, the work, 
the actual work done was $1,900. The $700 that Mrs. Gallagher got 
was to do further improvements on the interior of her house. 

Mr. Simon. Who were the salesmen on the job? 

Mr. Conen. Bob Edelson. 

Mr. Simon. Was there more than one man there? 

Mr. Conen. I think he has a canvasser who works with him. 

Mr. Simon. When you worked on this par deal, you have got so 
much that you get and the salesman gets the rest; is that right / 

Mr. Conen. That is right. 

Mr. Stwon. Were. you advancing this $700 out of the salesman’s 
commission 4 

Mr. Conen. No. I was advancing because he promised it to Mrs. 
Gallagher. 

Mr. Simon. Was your job a $2,600 job? 

Mr. Conen. You mean the actual work ? 

Mr. Simon. Yes. 

Mr. Conen. No. 

Mr. Simon. Let’s get back—— 

Mr. Couen. The work itself is less than $700, which is less the $700, 
which is $1,900, 
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Mr. Simon. What is par? $1,000? 

Mr. Conen. I would say above that. 

Mr. Simon. What is your best estimate on par, bearing in mind we 
can check the house and measure it as you can? 

Mr. Conen. Well—— 

Mr. Stuon. If you can’t do it—— 

Mr. Conen. I can’t do it. 

Mr. Smon. How many salesmen do you employ ? 

Mr. Conen. Right now? 

Mr. Simon. Yes. 

Mr. Conen. As of right now I would say I don’t have more than 
two. 

Mr. Stuon. How many did you have last year at this time? 

Mr. Conen. I had none. 

Mr. Stmon. How long have you been in business ? 

Mr. Conen. Painting? 

Mr. Sron. Yes. 

Mr. Conen. About 12 years. 

Mr. Simon. How long have you been in mastic ? 

Mr. Conen. About a month and a half. 

Mr. Simon. You have just gone into it? 

Mr. Conen. Yes. 

Mr. Sraon. Have you ever operated in the title I home-repair 
business before you went into mastic painting ? 

Mr. Conen. No. 

Mr. Simon. How many salesmen have you had since you went into 
mastic painting job? 

Mr. Conen. I would say that there were a number, I would say 
about, maybe 20 or 30 men who came in, but men who actually brought 
in business, I would say about 6 or 7 

Mr. Suwon. In other words, you heal 20 or 30 of them out but only 
6 or 7 actually made sales; is that right ? 

Mr. Conen. Yes. 

Mr. Simon. Did you investigate the background or the character 
of any of those salesmen? 

Mr. Conen. No. 

Mr. Stwon. Do you know whether any of them had criminal 
records ? 

Mr. Coven. No. 

Mr. Sruon. You didn’t bother to check? Were they what the trade 
calls “dynamiters”? 

Mr. Conen. As far as I know of; no. 

The Cramrman. Mrs. Gallagher, will you come over here, please ? 

You have already been sworn. It will not be necessary for you 
to be sworn again. I just have one short question for you. What is 
your understanding as to the reason why they gave you that $700 
Cc ‘hec k? 


TESTIMONY OF MRS. EDITH GALLAGHER, CHICAGO, ILL.—Resumed 


Mrs. Gartacuer. The $700 check, Senator, was just what I told 
you before. It was for the kickoff of the last 7 houses of the 30 that 
were supposed to be sold on the house. 

The CHatrman. In other words, they promised you 30 deals at $100 
each ¢ 
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Mrs. GAtnaGuer. That is right. 
The Cuamman,. That would be $3,000 ? 


d we Mrs. GALLAGHER. That is right. 
The CuatrmMan. This S700 was an advance on the $3,000 deal 2 
, Mrs. GALLAcueEr. That is right. 


The Cuamman. Was there anything ever said about you doing any 
of your own decorating ¢ 
Mrs. Ganiacurr. No. 1 already did that 2 months age 
The Cramman. And there is nothing to this gentleman’s testimony 
that $700 was for interior decorating that you would do? 
than Mrs. GALLAGuEr. No, sir. 
Mr. Conen. One minute— 
The Cratrman. I will get to you in a second. 
Then the S700 was a partial payment on the $3,000 at the rate of 
$100? 
Mrs. Gatnacuer. That is right, a kick-off for the last 7 houses sup- 
posed to be sold on the job. 
Mr. Simon. Kick-otf or kick-back ¢ 
Mrs. GALLAGHER. ick-back, whatever it was. 
The Crratrman. It was not for decorating purposes ? 
Mrs. GALLAGHER. No, sir. 
The Cnairman. Did you want to say something ? 


epair 

TESTIMONY OF NORMAN COHEN, REPUTABLE DECORATING 
iad SERVICE, CHICAGO, ILL.—Resumed 

into 

Mr. Conen. Yes. Uf something like that transpired, that is some- 
d say thing I knew nothing about, because all I know is what the salesman 
yught said. 

The Cuatrman. The salesman told you he wanted you to give a 
only * $700 check ? 


Mr. Conen. No: that he had made an agreement with Mrs. Gal- 

lagher to give her 8700, that she wanted to do additional inside work. 

‘acter The CuatrmMan. Have you discounted her contract. with the bank ¢ 
Mr. Conrn. No, sir. 

The Cuamman. What bank do you do business with ? 

minal Mr. Conen. Her paper was put through Merchandise National. 

They wouldn't accept it, because they found that the building wasn’t— 

and she had a previous $1,500 FILA loan, which she didn’t put on the 


trade credit. application. 
The Cuairman. Do you discount, or are you discounting each day 
or each week contracts through he: Merchandise National Bank? 
lease ? Mr. Conen. I am discounting most of my paper with the State 
r you Bank of Evanston. 
hat is The Cratrman. With the State Bank of Evanston; did you dis- 
$700 count any today ? 


Mr. Conen. No. 
The Cuairman. Last week? 
sumed Mr. Conen. Yes. 
rea The CrairMan, Right up to the minute you are discounting ? 
) that Mr. ¢ OHEN. Phat is right. 
; Che Cuatrman. Thank you. 


t $100 50690—54—-pt. 3———-455 
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Mr. Conen. I have been in business a long tine, and I have a pretty 
good reputation in the business, and to do what I promise people, and 
as far as L know, what the salesman says, that is what takes place on 
the job. 

The Cratrmman. That will be all for both of you. 

I place in the record at this point the 32 names given us by Mr. 
Bauman, of Urbana, Hl, and also by the Builders Credit Co., the 
names of the 32 contracts that were financed by the Builders Credit 
Co., that were sent or referred to them by Mr. Bauman, on which Mr. 
Bauman testifies that the loans were not used for the purpose for which 
they were intended. 

(The information is as follows :) 


Raymond Dyson, 407 North Garfield, Champaign, Tl. 
taymond Dyson, 407 North Garfield, Champaign, I11. 
Herbert Ehler, 44 Garden Manor, Rantoul, IL. 

Herbert Ehler, 300 East Belle, Rantoul, Ill. 

Claude Henderson, 1412 East Harris, Champaign, Il. 
Claude Henderson, 1412 East Harris, Champaign, [11. 
Ray Honderson, 607 Bloomington Road, Champaign, Il. 
Ray Henderson, 607 Bloomington Road, Champaign, Ill. 
Lloyd E. Johnson, 1213 Fairlawn Drive, Rantoul, IL. 
Leage Johnson, 194 Metracee Court, Rantoul, Il. 

Robert J. Johnson, 1213 Fairlawn Drive, Rantoul, Tl. 
Robert J. Johnson, 1213 Fairlawn Drive, Rantoul, I. 
Albert L. Kacher, 6836 West Pills Street, Paxton, T11. 
William Kaestner, 1707 West Sheridan, Champaign, 111. 
William Kaestner, 1707 West Sheridan, Champaign, Tl. 
Roy Gene Johnson, 638 East Champaign, Paxton, III. 
Glendon H. Martin, 180 Circle Drive, Paxton, D1. 
Claude Massey, 1220 East Grove, Rantoul, Ill. 

Frank IE. Mehon, Jr., 401 South Lincoln Street, Urbana, Il. 
Franklin Nelson, Jr., 401 South Lincoln, Urbana, 111. 
Sidney T. Morgan, 412 Eden Park, Rantoul, IIL. 

Sidney T. Morgan, 412 Eden Park, Rantoul, Il. 

Donald Zackery, 109 W. Champaign, Rantoul, Il. 
Stanford Carr, 40 Golden Manor, Rantoul, Il. 

Oaks Stamford, care of General Delivery, Rantoul, T1. 
Nels V. Olson, 505 West Grove. Rantoul, TL. 

James Painter, 516 West Grove, Rantoul, Il. 

Nels V. Olson, 505 West Grove, Rantoul, Il. 

Paul Stewart, Route 2, Paxton, Il. 

Paul Stewart, 554 East Fulton, Paxton, Il. 

Karl Stevens, 404 East Sangaman, Rantoul, T1. 

Earl Stevens, 404 East Sangaman, Rantoul, II. 

Clarence Stewart, 116 East Roper Street, Champaign, T1. 
John W. Tinkey, 401 South Sixth Street, Champaign, Il. 
Juan Tinkey, 401 South Sixth Street, Champaign, Il. 
Jesse Trump, 518 West Grove, Rantoul, HI. 

Jesse Trump, 518 West Grove, Rantoul, 1. 

Arthur Winters, 108 Kast Roper, Champaign, Il. 

Arthur Winters, 108 East Roper, Champaign, I. 
Bauman Marry, 203 North Randolph Street, Champaign, IL 
Maurice Bauman, 317 Elmwood Road, Champaign, II. 
Lacy FE. Brown, 306 North Russell Avenue, Champaign, Tl. 
Lacy Brown, 306 North Russell Avenue, Champaign, Ill. 
Robert Duane Cook, T07 West Ohio Street, Urbana, II1. 
John L. Connerly, 1707 West Clark Street, Champaign, III. 
Robert Dixon, 1403 Sunset Road, Champaign, Il. 
LaMonte T. Dogson, 1707 West Clark Avenue, Champaign, Ill. 


The Cuatrman. The next witness will be James J. Whitney. 





T. 


The C 
the testi 
and not] 

Mr. W 

The C 
the repo 

Mr. W 

Mrs 

Mr. W 

Mr. Si 
state Al 
on your 

Mr. W 

Mr. Si 

Mr. W 

Mr. S: 
promisin 

Mr. W 

Mr. Si 
you this 

This is | 
this contr: 

Mr. W 

Mr. St 
tell anyb 

Mr. V 
wouldn't 

Mr. Sn 

Mr. W 

Mr. Sv 

Mr. W 

Mr. Si 
other loa 

Mr. W 

Mr. Sn 
loans, dic 

Mr. W 

Mr. Sr 
to cancel 

Mr. W. 

Mr. Sin 

Mr. W 
office and 
If he had 
and tried 

morning | 
within 10 
out with 
would be 


Mr. 
, the 
redit 
! Mr. 
hich 


ey. 


FHA INVESTIGATION 2467 
TESTIMONY OF JAMES J. WHITNEY, OAK LAWN, ILL. 


The Cramman. Will you be sworn. Do you solemnly swear that 
the testimony you are about to give will be the truth, the whole truth, 
and nothing but the truth, so help you God? 

Mr. Wutrney. I do. 

The Cramnman. Will you please be seated and give your name to 
the reporter / 

Mr. Wirrney James J. Whitney. 

Mr. Simon. You live at 4643 West 87th Place, Oak Lawn, Il. 

Mr. Witrrnry. I do. 

Mr. Simon. On July 17, 1954, did you make a contract with Inter 
state Aluminum Produets, Inc. for a life wall aluminum siding job 
on vour house to cost $1,500 4 

Mr. Wiiarney. I did. 

Mr. Simon. Was this insured by an FELA title I loan ¢ 

Mr. Wuirney. It was. 

Mr. Simon. Did the salesman use the model-home pitch on you, 
promising you $50 commission on each additional sale up to $1,500 4 

Mr. Wuirney. Yes. 

Mr. Stwon. Did they also insert in the contract they signed with 
you this statement: 

This is to certify that ne bonuses or other inducements were used to transact 
this contract? 

Mr. Wuirnery. Yes, sir. 

Mr. Smmon. Did they tell you when they put that in you weren’t to 
tell anybody about your bonus arrangement, it was a secret ? 

Mr. Wuirney. That is right. IT wanted it in writing. They 
wouldn't give it to me. 

Mr. Simon. They told you it had to be kept a secret ? 

Mr. Wiuirnry. Yes. 

Mr. Simon. Did they ever give you a bonus? 

Mr. Wurrney. No. 

Mr. Stuon. After they left, did you add up the bills you had for 
other loans and decide you couldn't afford this job? 

Mr. Wutrney. That is correct. 

Mr. Simon. At that time you had then outstanding two other FHA 
loans, did you not? 

Mr. Wuirney. That is right. 

Mr. Simon. Did you try that night to get ahold of the salesman 
to cancel the job? 

Mr. Wurrney. I did. 

Mr. Simon. What did you do to try to reach him ? 

Mr. Wurirnry. I didn’t have his phone number. TI called the 
office and he wasn’t in. They wouldn't give me his phone number. 
If he had any, they didn’t know it. I took all the suburban directories 
and tried to contact him with that name and I couldn't, so the next 
morning I called the office again and tried to stop the job. This was 
within 10 or 12 hours. They told me the man had already started 
out with the material and I told him, well, if that was the case, I 
vould be glad to pay for his time, because he lived on the north side 
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and I lived on the south side, but they wouldn’t have anything to do 
with it. 

I talked to the sales manager—I don’t recall his name—finally I got 
them to agree to stop the job, but in the meantime he got ahold of the 
salesman. The salesman, by the way, claims that he and his father 
owns the company. 

Mr. Srwon. How much did they charge you to stop the job? 

Mr. Wuitney. Well, when they fin: lly got ahold of the salesman, 
he wouldn't stop it. He threatened to sue me. 

Mr. Stmon. Did you let him go ahead and do the job then? 

Mr. Wutrnry. Yes. 

Mr. Srwon. You are paying on it now? 

Mr. Witney. No. I couldn’t make the payments, so I had to turn 
around and refinance my home and pay them off in cash. 

Mr. Srvon. You refinanced the mortgage on your house and you 
paid them off in cas 

Mr. Wuitrney. Paid everybody off. 

Mr. Simon. They never paid you any of these commissions? 

Mr. Wuirney. No. 

Mr. Simon. Thank you very much. 

The Cuamman. Mr. Donald J. Stackley, of 6817 South Racine 
Street, Chicago, Ill. Isn’t he present? 

(No response. ) 

The Cuairnman. Is Mr. Warren present, Patrick Warren ? 

(No response.) 

Is Mr. Patrick Warren present? 

(No response. ) 

Mr. Simon. He was back there a minute ago, Senator, but they 
don’t know where he is now. 

The CHatrMAN. See if he is outside. 

(No response. ) 

The Cuamman. We can’t find Mr. Warren. 

I want to say that we are not considering Mr. Warren as being in 
default because we told him about an hour ago that we possibly would 
not have time to hear him today and he could go home if he cared 
to. T sent out for him and I thought he was out there. We will hear 
him later. 

We will now recess the Chicago hearings and we will hear some of 
the witnesses that we have heard here today in Indianapolis on 
Monday, and we will possibly, or may well have to hold other hearings 
in Chicago a little later. We have so many people that ought to be 
heard, so many witnesses, that I suspect we may well be back here 
a little later. 

So unless someone knows some good reason why we shouldn’t we 
will now recess. 

(Whereupon, at 4:50 p. m., Thursday, September 16, 1954, the 
committee recessed. ) 
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sma, 
> MONDAY, SEPTEMBER 20, 1954 


Unirep Strares SENATE, 
) turn BANKING AND CURRENCY COMMITTEE, 
Indianapolis, Ind. 

The committee met, pursuant to recess, at 10 a. m., Senator Homer 
Kk. Capehart, chairman, presiding. 

Present: Senator Capehart. 

Also present: William Simon, general counsel; Clarence M. Dinkins, 
assistant counsel; and John A. Bard, accountant, FELLA investigation, 
al The Cuatrmman. Is Mr. Marshall Williams present ? 
vaCING Mr. Witurams. Yes, sir. 

Mr. Simon. We just wanted to make sure you were here, Mr. 
Williams. 

The Ciirman. Is Mr. Lippman present ? 

Mr. Lippman. Yes, sir. 

The Caiman. You may remain, if you want to, but we will not 
want you until tomorrow morning at 10 o'clock, 


1 you 


they Mr. Lireaan. All right. Thank you. 
The Cuairman. Is Mr. Marvin Warner present ¢ 
r.. Mr. Warner. Yes. 


The Cuarman. And Mr. Barnett ? 
Mr. Barnetr. Yes, sir. 


ing mM The Cuairman. Mr. William P. Flynn is present ? 
would (No response. ) 
cared > The Cuamman. Mr. Louis Bose is present 4 
| hear Mr. Bosr. Yes, sir. 
The Cuarman. Mr. James Swan is present ? 
me of (No response. ) 
lis on The Chairman. Mr. Paul DeVault ? 
arings Mr. DeVauur. Present. 
to be The Cramman. Mr. Swan is not present ? 
< here (No response, ) 
; The Craiman. Will someone find Mr. Swan? 
n't we ; A Voice. He is supposed to be on his Way over, Sir. 
The Citarrman. Is Mr. Leslie Colvin present ? 
i. the (No response. ) 


The Cuamman. Is Mr. Patrick J. Smith present ? 
Mr. Smiru. Yes, sir. 
‘ The CrairmMan. Mr. Schrader, representing the J. L. Simmons Co. ? 
Mr. Scuraper. Yes, sir. 
The Cuatrman. Mr. Shubrick Kothe, attorney ? 
Mr. Korner. Yes, sir. 
The CHamrmman. Mr. Robert Fleming ? 
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Mr. Fiemrne. Yes, sir. Mr 
The Cuamman. Mr. Lester Hunt? Th 

( No response. ) Mr 
The Ciamman. Mr. Lloyd Allen? Fr The 
(No response. ) | Mr 
The Cuamman. T presume they are witnesses this afternoon. The 
The seaaliaas will come to order. Mr 
Let me say, first, that this is the Senate Banking and Currency Com- Th 
mittee investigating the irregularities within the FHA, the Federal eo-cal 
Housing Administration, under Resolution 229, introduced by myself , Mr 
and the late Senator from South Carolina, Mr. Maybank, which reso- The 
Jution was unanimous sly approved by the Senate Banking and Cur- Mr 
rency Committee, and unanimously passed by the Senate of the United | Th 
States. | Mr 
We are looking for facts and facts only. We have held 4 weeks of The 
hearings in Washington, practically 1 week in Los Angeles, 3 days in direct 
New Orleans, 4 days in Chicago, and we have some more, possibly 20 Mr. 
or 25 days yet. before we feel that we will complete the investigation. | Th 
Today our first witness, or first group of witnesses, is going to have Mr 
te do with the so-called E ssex House Apartments here in Indi: anapo- The 
lis, Ind. The first will be in respect to that matter. We are try- mitm 
ing to find out the facts surrounding this project, in addition to the | Gove 
information that we have been working on for many months. We cours 
wrote the Kanter-Warner Co., who have apartment projects in Mem- | morts 
phis, Cincinnati, St. Louis, and Indianapolis and Birmingham, rather, comm 
instead of Memphis, in June. We have had testimony from them in | Mr. 
executive session in Washington on July 9. We want to develop the deter 
testimony that we heard in executive session on July 9 as well as the The 
allegations that h: - e been charged in the Indianapolis Star on Satur- . tlema 
day, September 18, in respect to the fact that great pressure was put st Fe Th: 
upon the State FH A director. Mr. Earl Peters, here in Indianapolis, Mr. 
to put this commitment through. The 
If there was pressure exerted we want to know who did it, and Mr. 
we are going to find out if it takes a year. We are going to keep at attorr 
this until we find out because it is a serious charge. a” Mr. 
Our first witness will be Mr. C. W. Barnett, former assistant State mitn 
FHA director. with t 
Mr. Barnett, will vou please come forward. Mr. 
Mr. Barnett, will vou be sworn. believy 
Do you solemnly swear the testimony you are about to give will Mr. 
he the truth, the whole truth, and nothing but the truth, so help you Mr. 
God? Mr. 
ae ment, 

TESTIMONY OF C. W. BARNETT, INDIANAPOLIS, IND., ACCOM- Mr. 
PANIED BY WILLIAM M. EVANS, COUNSEL | receip 

Mr. 

Mr. Burnett. I do. Mr. 
The CHatrman, Thank vou, sir. Pe, receip 
You may he seated and give your full name and address to the | Mr. 
reporter for the record. Mr. 
Mr. Barnerr. = Worth Barnett, 6168 Carvel Avenue. Mr. 
The Coamman. What is your present occupation, Mr. Barnett ? Mr. 
Mr. Barnerr. "hs am vice president of Mercantile Mortgage Co. Mr. 
The Cyairman. Here in Indianapolis? expire 
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Mr. Barnerr. Yes, sir. 

The Cuainman. Were you the former assistant State FHA director ? 

Mr. Barnetr. Yes, sir. 

The Cuairman. What vears? 

Mr. Bann netr. From about July 1946 until November 1950, 

The CuaimmMan. Until November 1950? 

Mr. Barnerr. That is correct. 

The Cuarrman. Were you the assistant State director when the 
so-called Essex House project was approved ¢ 

Mr. Barnerr. Yes, sir. 

The Ciamman. Did you approve that yourself personally ¢ 

Mr. Barnerr. I signed the commitment for that; yes, sir. 

Phe Cnamman. You nen the commitment yourself? 

Mr. Barner. Yes, s} 

The CHAIRMAN. sae were the negotiations started while the State 
director, Mr. Peters, was sick and absent ? 

Mr. Barnerr. Yes, sir. 

The Cuairman. And you handled all the negotiations ? 

Mr. Barnerr. I did not handle all of the negotiations; no, sir. 

The Crratrman. Did you consider the Essex House mortgage com- 
mitment—and I mean by that, of course, the commitment the Federal 
Government made to guarantee the mortgage—as you well know, of 
course, the Federal Government does not advance any money on these 
mortgages. It simply guarantees them—did you consider it a good 
commitment, a good project / 

Mr. Barnerr. I relied on the report of the Chief Underwriter to 
determine that. 

The Cramrman,. Let me say, first, that we did not identify the gen- 
tleman with you. 

That is your attorney ? 

Mr. Barnerr. Yes, sir. 

The Cuairman. Will you identify yourself for the record ? 

Mr. Evans. Yes, sir. My name is William M. Evans, Indianapolis 
attorney, representing Mr. Barnett. 

Mr. Suwon. Mr. Barnett, was the application for a mortgage com- 
mitment on Essex House a document dated January 16, 1950, and filed 
with the Federal Housing Administration January 19, 1950? 

Mr. Barnerr. I have been shown a copy of that today, sir, and I 
believe—I am certain that is the copy of the application. 

Mr. Simon. Would it help you if I showed you the original ? 

Mr. Barnerr. I have a photostat. 

Mr. Stmon. Is this the original application for a mortgage commit- 
ment, and does it show that it was filed January 19, 1950? 

Mr, Barnerr. The official receipt dating stamp acknowledging the 
receipt of the fee would, sir. That is handled by the receiving cle rk, 

Mr. Stwon. That is—— 

Mr. Barnerr. Which would register in at that time acknowledging 
receipt of the fee. 

Mr. Stwon. That is January 19, 1950? 

Mr. Barnerr. That is right. 

Mr. Srmon. The document is dated January 16, 1950? 

Mr. Barnerr. That is right: ves, sir. 

Mr. Siwon. When did section 608 of the National Housing Act 
expire? 
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Mr. Barnerr. March 1, 1950. 

Mr. Srwon. When was this application approved ¢ 

Mr. Barnerr. According to the documents L have been shown to- 
day, it was February 28, 1950. 

Mr. Stuon. That would be the last day that it could have been 
approved before the act expired / 

Mr. Barner. That is correct, sit 

Mr. Simon. Do you recall whether the amount of the commitment 
which was approved on | rebruar Vv 28, 1950, was $3,380,100 ? 

The Ciramaan. That was $3' million 

Mr. Srwon. $3,380,180, 

Mr. Barnerr. I saw a copy of that commitment today that would 
confirm that that is the amount of the original commitment. 

Mr. Simon. Do you know in the FILA office was the procedure for 
processing a section 605 commitment that one group of people ap- 
praised the land, another group of people went over the architectural 
drawings, another group of people estimated the cost, and all those 
figures were brought together before the chief valuator 7 

Mr. Barnerr. It was brought before the chief underwriter, as I 
recall it, Mr. Simon. 

Mr. Stuon. Did the chief underwriter and the chief valuator both 
have to sign the project analysis? 

Mr. Barnerr. Yes, sir. 

Mr. Simon. And the commitment was based on the project analysis; 
is that correct ? 

Mr. Barnerr. That is correct, sir. 

Mr. Stwon. I show vou the original project analysis dated Febru- 
ary 1950, and ask you by whom it was approved ¢ 

Mr. Barnerr. It was approved by James F. Swan. 

Mr. Stuon. Was Mr. Swan then acting chief valuator ? 

Mr. Barnerr. Yes, sir. 

Mr. Simwon. And by whom else / 

Mr. Barnerr. Joseph—I can’t remember the middle initial—— 

Mr. Stwon. Is that Buerger? 

Mr. Barnerr. Buerger, B-u-e-r-g-e-r. 

Mr. Simon. Mr. Buerger was then the chief underwriter? 

Mr. Barnerr. Yes, sir. 

Mr. Simon. Do vou know—— 

The Cuamman. Was it likewise approved by yourself ? 

Mr. Barnerr. I did not approve the project analysis, Senator. 

Mr. Simon. That project analysis, then, went to the State director ; 
is that right? 

Mr. Barnerr. That is correct, sir. 

Mr. Sion. And on February 28, 1950, was a commitment. of the 
Federal Housing Administration issued by the late R. Earl Peters? 
Mr. Barnerr. IT have seen the commitment, and, yes, it was, sir. 

Mr. Simon. That was the last day before the act expired ? 

Mr. Barnerr. That is correct, sir. 

Mr. Siaon. A few. days later did the sponsors apply for an in- 
crease in the commitment of 894,000 some odd, because of air con- 
ditioning in the project / 

Mr. Barnerr. I am sorry, sir, would you mind repeating the ques- 
tion. 
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Mr. Simon. A few days later did the sponsors apply for an increase 
in the commitment of 894.000 some odd, because of air conditioning 
added icc hy Vk 

Mer. Barnerr. | don't recall the exact time, but it was shortly there- 
after t ae [ recall that an appleation: was made for an increase. 

Mr. Simon. You have before you the photostat of the application. 
Would you tell us the date it bears / 

Mr. Barnerr. March 17, 1950. 

Mr. Sixron. And how much does it ask for as the increase ? 

Mr. Barnerr. It asks for 894,900, 

Mir. Staion. Under date of March 27, 1950, was an amended com- 
mitment issued by the Federal Tlousing Administration increasing 
the amount of the mortgage by ninety-four-thousand-some-odd dol- 
lars, to a total of S3474.900 ¢ 

Mr. Barnerr. I have been shown a document here today that con- 
firms that. Yes, sir: it was, 

Mr. Stuon. At that time was the State director out of the city and 
you issued the commitment f 
~ Mr. Barnxerr. IT would assume he was out of the city since I signed 
it as authorized agent. 

Mr. Simon. I show vou the original commitment and ask you if 
that is the commitment that you issued on behalf of the Federal 
Housing Administration at that time; is that correct ? 

Mr. Barnerr. Yes, sir. The fact that, again—— 

Mr. Stuon. Will you talk a little louder, please ? 

Mr. Barnerr. The fact that again the commitment contains the 
receipt date stamp, the official one for the receipt of the balance of the 
fee payable at that time confirms it is the original docket. 

Mr. Stwon. Who was the sponsor to whom that commitment was 
issued ? 

Mr. Barnerr. The sponsor was Warner-Kanter Co. 

Mr. Srwon. And who was the mortgagee, or the lending institution 
to whom the commitment was issued @ 

Mr. Barnerr. I do not reeall. 

Mr. Simon. Would you look at the commitment and see? 

Mr. Barnerr. Molton, Allen & Williams, Inc., of Birmingham, 
Ala. 

Mr. Sraron. They were the mortgagee to whom the commitment 
was issued ? 

Mr. Barnerr. That is correct, sir. 

Mr. Siaron. Will vou look on the original application and tell 
who was the lending institution, or mortgagee, on whose behalf the 
commitment was filed ? 

Mr. Barnerr. The original application was January 16, filed by 
Molton, Allen & Williams, Ine. 

The Ciairman. They were the mortgagee ? 

Mr. Barnerr. Mortgagee. They signed it as proposed mortgagee. 

The Craman. And their address is what? 

Mr. Barnerr. 2026 North Third Avenue, Birmingham, Ala. 

Mr. Stwon. Who are shown on the original application as the 


attorneys for the sponsor ¢ 


Mr. Barnerr. I am reading from the application. Cabanas & 


Johnston, attorney William H. Truman, First National Bank Build- 


ing, Birmingham, Ala. 
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Mr. Simon. Inthe negotiations with the Federal Housing Adminis- 
tration for this mortgage commitment, who represented the sponsors ? 

Mr. Barnerr. The sponsors, themselves, conducted the original 
negotiations, that I reeall. 

Mr. Sruon. And by the sponsors, themselves, you mean Mr. Warner 
and Mr. Kanter? 

Mr. Barnerr. Yes, sir. 

Mr. Siaon. Who assisted them ? 

Mr. Barnerr. I am not certain that I recall. Maybe I don’t under- 
stand your question. 

The Cuamrman. What attorneys assisted them? Who were their 
attorneys ¢ 

Mr. Barnerr. The only attorney that I met at that time was Mr. 
Louis Bose. 

Mr. Stmon. Did a James L. Hermit, of the law firm of Sirotti, 
Hermit & Friend, First National Bank Building, Birmingham, Ala., 
assist them in these negotiations? 

Mr. Barnetr. I never met him during the negotiations. 

Mr. Simon. Do you know whether he was representing them in 
those negotiations? 

Mr. Barnerr. He appeared when the loan was closed, was the first 
time I met him. 

The CHAmrMAN. Is Mr. Bose a local lawyer ? 

Mr. Barnetr. Yes, sir. 

The Crarrman. What firm is he with? 

Mr. Barnerr. I don’t recall the name of the firm, sir. 

The CHarrMan. But he was the attorney for the Warner-Kanter 
group ? 

Mr. Barnett. I understood he was. 

The CHamrMan. Were any other attorneys present? 

Mr. Barnerr. I don’t recall any others. 

Mr. Stmon. Did any other lawyers in or out of Indiana represent 
the Warner-Kanter group in the negotiations for this commitment? 

Mr, Barnerr. I am not sure I understand what you mean by nego- 
tiations. Negotiations in my terminology refer to the negotiations 
for obtaining the commitment and closing the loan. 

Mr. Stmon. Giving the term any definition you want. 

Mr. Barnerr. I would say no, no other attorney, sir. 

Mr. Srmon. Was there any pressure exerted against the Federal 
Housing Administration, or any of its employees, to issue that com- 
mitment? 

The Caarrman. Let me ask you this question, first: Your testi- 
mony today has been that the commitment was signed by yourself and 
Mr. Peters? 

Mr. Barnetr. Yes, sir. 

The Cramman. To the Essex House, Inc. ? 

Mr. Barnerr. The commitments were. 

The Cuatmrman. And that you approved it, Mr. Peters approved it, 
the chief evaluator and the other gentlemen "required by law, signed 
the commitment? 

Mr. Barnetr. That is correct. 

The Cratrman. In the Indianapolis Star on the morning of Sep- 
tember 18, they allege that, and I quote: 

The records of the late R. Earl Peters, FHA director for the State, are ex- 
pected to reveal many of the details on the Essex House, including the charge 
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by Peters that somebody arbitrarily boosted the estimated cost $300,000 while 
he was sick and absent from his office. 

Do you know anything about that? As assistant State director and 
the man closest to Mr. Peters 4 

Mr. Barnett. I am not aware of that; no, sir. 

The Cuamman. Was the commitment increased by $300,000, to your 
know ledge ¢ 

Mr. Barnerr. From the documents I have been shown today appar- 
ently it was. I am not sure of the figures. 

The CHarrMan. By $500,000 ¢ 

Mr. Barnerr. No 

The Ciramman. You testified a moment ago it had been increased by 
$94,000 to include the air conditioning. 

Mr. BarNnerr, That is right. 

The Cuaimman. My question was, Did somebody unbeknown to 
Mr. Peters or you or others increase the amount by $500,000, either 
in Indiana or in : ashington or any other place ? 

Mr. Barner. I don’t know that they did, Senator. I mean, I don't 
know that they did increase it by that much. 

Mir. Sion. Now, this article further states that on June 15, 1950, 

meeting was he ld in Mr. Peters’ office in which there was some 
6 or 8S people present. Were you present at that meeting? 

Mr. Barnerr. I do not recall being there, sir. 

The Ciaiman. You were not present at that meeting. This article 
further states that Mr. Peters said at that meeting that he would flve 
$1,000 of F hess own money if he did not have to put through this Essex 
House commitment. Did you ever hear Mr. Peters in your capacity 
as assistant State director object to this cannaiisentie make any state- 
ment that he would give $1,000 if he didn’t have to put it through ? 

Mr. Barnerr. I never heard Mr. Peters make that statement, sir. 

Mr. Stuon. Was it common knowledge around the office over there 
that this was a bad de: . and should not be put through ¢ 

Mr. dARNI yan. No. Sl 

The CHarrMan, Did you ever know anybody in Indiana or Wash- 
ington putting any pressure upon Mr. Peters to put this deal through ¢ 

(There was a conference between Mr. Barnett and Counsel Evans. ) 

The Cuamman. I am talking of your own knowledge. 

Mr. Barnerr. I had none of my own knowledge. 

The Cirairman. Did anybody from Washington or Indiana put 
any pressure upon you as assistant State director to put this deal 
through ? 

Mr. Barnerr. Yes, sir 

The Cirairman. They did? Who was it? 

Mr. Barnerr. Mr. Lippman. 

The CHatrman. What did he say to you? 

Mr. Barnerr. He brought me a message or purported message from 
Mr. Peters, who was in Florida, that I should find some way to reject 
this case. 

The Crarrman. Find some way to reject. it / 

Mr. Barnerr. Find some way to reject it. 

The CuarrmMan. To reject the Essex House case ? 

Mr. Barnerr. Right. 

Mr. Simon. Did you reject it? 

Mr. Barnerr. No, si 
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The Crarrman. Did vou find some way to do it ? 

Mr. Barnerr. No, sir. 

The Cuamman. Why didn’t vou, if Mr. Peters, your superior, 
ordered vou to do it? 

Mr. Barnerr. Mr. Peters did not order me. Mr. Lippman brought 
me the message. 

The Crairman. I see. 

Mr. Barnerr. IT called Mr. Peters to confirm that statement, and 
he denied having sent Mr. Lippman to do that. 

The Cramman. Did anybody else put any pressure upon you, either 
to approve or diss ap gpg this commitment ? 

Mr. Barnerr. No, si 

The Cnamman. And of your own knowledge do you know whether 

Mr. Peters was or was not opposed to this commitme nt ? 

Mr. Barnerr. Not of my own knowledge. 

The Cuairman. To your own knowledge you say he was or was 
not ¢ 

Mr. Barnerr. To my own knowledge, he was not. 

The Cuarrman. Did you consider this a good transaction for the 
Government ? 

Mr. Barnerr. As far as I knew, it was, sir. 

The Ciaran. And you relied upon the appraisers, the architect 
and the appraisers ¢ 

Mr. Barnerr. Yes, sir. 

The Cratrman. Do you know who negotiated the loan for this— 
negotiated the loan for the Warner-Kanter people? 

Mr. Barner. In my opinion, they negotiated the loan themselves. 

The Cuarrman. They negotiated themselves ? 

Mr. Barnerr. Yes, sir. 

The Cuamman. You have no knowledge of anybody else negotiat- 
ing other than oe 

Mr. Barnett. I do not. 

The Cuairman. Further questions, Mr. Simon ? 

Mr. Stvon. Mr. Barnett, I show you a document dated June 16, 
1954, which happens to be a report by investigators of the Federal 
Housing Administration on this project, and I eall your attention to 
the paragraph, or two paragraphs following the heading “Participa- 
tion by FHA in violation of the law.’ 

Do you find that? 

Mr. Barnerr. Yes, sir. 

Mr. Simon. The first paragraph says: 

The following facts, in my opinion— 
and this is the opinion of the investigator who wrote the report— 


evidence a violation, if not a designed violation of the law by the mortgagor and 
hFHA— 
and then for three paragraphs it refers to the manner in which the 
land was put into the company and paid for out of the mortgage pro- 
ceeds through the issuance of common B stock, which was redeemed 
upon the completion of the building, and then it ends up in the middle 
of page 2, saying: 

It is obvious from the file that the sponsors, the contractor, and FHA knew 
before the closing that the loan was in violation of the statutes. 


An 
land 
Mr 
Mr 
1950, 
erigh 
The 
man 1 
Mr. 
the le 
than 
I a 
probli 
The 
Wi 
an an 
of the 
Wit 
(TI 


Loan - 
Cost (1 


Whil 
$175,661 
acquire 
worth 
from t 
$428,79 


Nod 
cipals, 
$35,081 


Capi 
in exch 
$2,500 


The | 
after t] 
is in vi 
such re 


Cons 
contrac 
tractor 
for $3. 
report. 
the act 
profits 


ror, 


and 


ther 


iher 


was 


‘the 


itect 


11S— 


Ives. 


rt iat- 


e 16, 
leral 

to 
cipa- 


rv and 


h the 
| pro- 
emed 
iddle 


knew 


FHA INVESTIGATION 2477 


Are you familiar with facts with respect to the inclusion of the 
land in this project ? 

Mr. Barnerr. No, sir: I am not. 

Mr. Staron. I show you a photostat COpPV of a letter dated June 9, 
1950, from Patrick J. Smith, the attorney for Leslie Colvin, the 


eriginal contractor— 


The Cuamman. He was never the contractor, I don't think. The 
man that origin: ally considered oe i the contractor. 

Mr. Siaton. Dated June 9, 1950, in whicl h he expresses a it as to 
the legality of the tr insaction cccae the mortgage “is to be more 
than LOO percent of the cost.’ 

L ask you if you have ever seen that letter, or were aware of the 
problem raised by that letter / 

The Cuamrman. Will you yield one moment é 

Without objection, I would like to place into the record at this point 
an ani alysis of the Essex House, Inc., project, as prepared by the staif 
of the investigating committee of F i A itself, dated June 16, 1954. 

Without objection, this will be made a part of the record. 

(The information referred to follows:) 

GOS Project : O7T3-42074 
Essex House, Ine. 


Indianapolis, Ind. 
SUMMARY 


Vortgaging out 


Loan ; eee ; Z &3, 474, 900. 60 
Cost (finance report) std ee 3, 221, 101. 41 
Mortgaging out xs aes sect a 3 = oe 253, T98. 59 


While the above indicates a mortgaging out of $253,798.59, the cost includes 
$175,604.80 for land which, according to financial report for fiscal year 1952, was 
acquired from the Indiana Insurance Co. and Richard IF. Hoberg for $175,000 
worth of class B common stock. Since it was not necessary to pay for the land 
from the loan proceeds, the mortgaging out could more truly be said to be 
$428,798.59. No IRS figures are available. 


DISTRIBUTION 


No distribution to stockholders are shown by the financial reports. The prin- 
cipals, according to the May 381, 1953, financial report, owe the corporation 
$35,081.23, which is secured by notes. 


CAPITAL INVESTMENT 


Capital investment of the principals, exclusive of the common B stock issued 
in exchange for land in the amount of $175,000, was $1,000 in Common stock and 
$2,500 in contributed capital-surplus. 


REDEMPTION OF STOCK 


The common B stock of $175,000 was retired on October 31, 1952, only 9 days 
after the date of final endorsement of insurance. The redemption of such stock 
is in violation of article II (2) (c¢) of the chapter which, in substance, prohibits 
such redemption prior to termination of the mortgage insurance. 


CONSTRUCTION 


Construction was by the J. L. Simmons Co. of Indianapolis. There is no 
contract in the file but there is a letter dated June 9, 1950, from another con- 
tractor in Indianapolis, in which he apparently offers to construct this project 
for $3,045,235, which is almost identical with the cost reported on the financial 
report. Because of the high per square foot cost ($15.44) it is highly probable 
the actual cost of the project was considerably less than reported. In uny cause 
profits of the Contracting Co. are not known. 
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PARTICIPATION BY FHA IN VIOLATION OF THE LAW 


The following facts, in my opinion, evidence a violation, if not a designed 
evasion of the law by the mortgagor and FHA. 

Apparently, the mortgagor did considerable shopping around for a contractor, 
The problem appears to have been how to get the land paid for out of the loan, 
The first contractor approached appears to have been Leslie Colvin, 507 Board 
of Trade Building, Indianapolis, Ind. He apparently doubted the legality of 
the commitment and asked his attorney’s opinion. His attorney on June 9, 
1950, appears to have advised caution due to possible violation of statutes limiting 
amounts of loans. On June 9, 1950, Mr. Colvin wrote a letter to the mortgagor 
setting out his proposition for handling the construction as well as a proposal 
on how to purchase the land. In this letter he states the loan is in excess of 
the total cost of the project. On June 15, 1950, Mr. Colvin wrote a letter to 
Ear] Peters, FHA director in Indianapolis, confirming a conference on that date, 
in Mr. Peters’ office. In substance the letter is the same as the one dated 
June 9, 1950. In both letters, it is clearly shown that the land is to be paid for 
out of the loan. 

On June 19, 1950, Mr. Peters forwarded all information to George A. Bremer, 
FHA’s zone Commissioner, asking his advice. Mr. Bremer, in turn, on June 
21, 1950, forwarded all information to Clyde L. Powell, FHA Assistant 
Commissioner, asking for advice. On June 21, 1950, Samuel F. Poweil, Jr., 
Chief Counsel, Rental Housing, replied directly to Earl Peters, stating, in 
substance, (1) land may not be paid out of loan, (2) land must be conveyed 
clear and free and without obiigution present or future, (3) arrangements 
between sponsor and owner of land not involving corporation unobjectionable, 
(4) closing may not be made with cost of improvements, less builder’s and 
architect’s fees, showing less than $8,288.442. In effect, this seems to say the 
guaranteed cost of construction, at $38,045,000, must be increased to $3,288,442, 
and the FHA is not to know that the land is to be paid for out of the loan. 

Mr. Colvin did not actually get this contract. The construction was by J. L. 
Simmons & Co., but (as shown by financial report as of May 31, 1953) the 
construction cost nevertheless turned out to be $3,045,496.61. Further, the land 
was paid for out of the loan. (The land was set up as paid for by stock issued 
in the amount of $175,000 and the stock was redeemed within a few days after 
final loan disbursement. ) 

It is obvious from the file that the sponsors, the contractor, and FHA knew, 
before the closing, that the loan was in violation of the statutes. Exhibits 
attached. 

COMPLETION DATE 


The original completion date was scheduled as January 1, 1952. This date 
was extended, on December 11, 1951, to September 1, 1952, and again to October 1, 
1952. 

AMORTIZATION DEFERMENT 


Commencement of amortization and payments on replacement reserve was 
originally scheduled for February 1, 1952. On March 12, 1952, these payments 
Were deferred to Angusit 1, 1952 by L. W. Perce, FHA Deputy Assistant Com- 
missioner. On September 50, 1952, this commencement date was again deferred 
to November 1, 1252. 

LAND 


The application for loan insurance shows the sponsors were to furnish the 
land ($200,000 value) for most of their equity. The project analysis shows the 
land ($140,000 vaiue) not to be paid for out of proceeds of the loan. Financial 
report for 1952 shows land paid for with $175,000 in B common stock. Finan- 
cial report for 1953 shows this steck redeemed on October 31, 1952 immediately 
after final settlement on loan (October 22, 1952). Cost of land to principals is 
not shown. 

COMMITMENTS 


The original commitment, dated February 26, 1950, was amended on March 
?8, 1950. The amount of the commitment was increased $94,800 due to air 
conditioning being added. The amended commitment was extended 38 times to 
August 28, 1950. The original commitment was to Molten-Allen & Williams, 
Inc. of Birmingham, Ala. It was successively assigned 1s follows: 

May 8, 1950, Indiana National Bank of Indianapolis. 

July 11, 1950, W. B. Phillips & Co., Birmingham, Ala. 
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July 26,1950, First National Bank of Boston, Mass. 

In addition to these assignments, a “participation agreement” was proposed 
showing the following: 

Percent 

First National Bank of Goston, Mase... <1... ce eee 


ADD 
Second National Bank of Richmond, Va~.<e<- 200 eee man cannawseus 2. 878 
Merchant's National Bank of Indianapolis... ................. 2.878 
Fletcher Trust Co__- sat Kaas sania Gade masa oa galanin dueanlte ee 
The Indiana National Bank of Indian: \polis siesta nn arc eee Sic Se ea rea 33. 811 


This agreement did not materialize. 






OPERATING EXPERIENCE 





Not too much can be said about the ultimate soundness of this project at this 
time because figures on a whole year’s operation are not available. The operat- 
ing statement now on hand only covers about a 7- or 8-month period. From this 
operating statement, however, several pertinent comments should be made. 
The renting and administrative expense for the period reported upon amounted 
to $60,301.12, whereas the FHA estimate was $20,700 per year. The $60,000 
expense figure is not thoroughly explained but it should be noted that it includes 
$27.361.97 for commissions, $3,250 for furniture rental, $11,285.02 for office 
salaries, $1,200 management a $3,000 for clerical services, $2,212.51 for tele- 
phone and telegraph and 81,854.13 for miscellaneous expenses. This project will 
have extreme difficulty succeeding if such expenses are continued. In all prob- 
ability seme of these payments, such as commissions, office salaries, management 
fee, ete., are actually payments to the stockholders, 


RENT SCITEDULES 


The original project analysis dated February 20, 1950, shows: 


364 apartments, S85 per month wee ence uBio cacerccss, ere nee nee 
26 apartments, $100 per month_____ oo pail cote ne See t, 2, 600. 00 
4 stores, $3,725 per month ssoead aes Thad Gees ita > Siccects sacdaaich aussie ee a 3, 725. 00 

Total ; csinalbouitgetoweniainct.. ay dang OO 


The amended project analysis dated March 1, 1950, shows : 


364 apartments, $90 per month et ab Steet le cle lade ties ohh ia a ears ode: 
26 apartments, $105 per month od ; I A em op ea 2. 730. 00 
4 stores, $3,843.33 per month__..--_---_- di 3, 943. 33 





OURN Sica a is oa pee} : ees cela 39, 433. 33 


This increase was justified by adding air conditioning. This rent schedule 

shows an average rental per room per month of $44.03. 

On June 4, 1952, this average rental per room per month was increased to 
$46.55 by A. C. Eggert, assistant State director. The reason for the increase 
cannot be stated here because of the absence of a letter dated May 16, 1952, 
which the files indicate contained the request for the increase. 

On Angust 8, 1952, a rent schedule dated August 1, 1952, was approved by F. 
Shirley Wilcox, director. This schedule was approved on the $46.53 per room 
per month basis which had been previously approved on June 4, 1952. This rent 
schedule shows: 


ooo apartments (various monthly rents) .............................. $37,306 
6 stores (various monthly rents) —— 5 es 2, 042 
POAT 5 pegs , z ; _ < oe . 39,345 


A comparison of the rent schedules established by the March 1, 1950, project 
analysis and the August 8, 1952, schedule, on a monthly basis shows: 
March 1, 1950: 
Apartment income___-_- 
Store income____ 
Augut 8, 1952: 
Apartment income 
Store income 


$35, 490. 00 


) 
nade ata wa eaee bine agiaieai : 3, 943. 33 


‘ i ‘ 4 . nian’ f 303. OO 
paareh ett Ramen g6 ts as ance ec ig a Galati ici niecatcs wie 2, 042. OU 
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The effect of this last approval was to increase the rents on the family units 
and decrease the rents on the stores. Quite obviously, the rents on the stores 
would not have been reduced had the corporation been able to get the higher 
rental. This brings up the question as to whether the original rents on the 
stores were set upon a realistic rental value basis or merely on a basis that would 
keep the family units below SS8,100 per unit. Certainly, an experienced rental 
appraiser would net hive missed the rental value of store space by the difference 
between $5,948 and $2,042 per month. 


FURNISHED APARTMENTS 


On September $0, 1952, the. mortgagor requested authority to furnish 50 apart- 
ments at an increase of S125 per month. The reason given for renting on a 
furnished basis was reported due to inability to rent unfurnished. Before action 
Was taken on this request, and on October 13, 1953, the mortgagor amended the 
request to read 150 apartments in place of 50. At the same time the mortgagor 
stated he was adding maid and linen services by way of a contract with an inde- 
pendent company. The mortgagor’s only participation in the maid and linen 
service was to furnish office space for the independent Company and get a per- 
centage of sales. Rental increase in the amount of S10 per unit, on a furnished 
basis, for 150 units, Was approved by Clyde L. Powell, FHA Assistant Commis- 
sioner, on October 20, 1952. 


CHARACTERISTICS OF PROJECT 


This project is a 14-story, elevator, air-conditioned project. It is located in 
downtown Indianapolis and completely covers the land. The entire first floor, 
exclusive of lobby, contains stores. It consists of 36-4 one-room efficiency apart- 
ments and 26 one-bedroom efficiency apartments. Services included in rent, or 
available at extra cost, are light, heat, water, janitor service (included in rent), 
furniture, maid service, and linen service (extra cost). These characteristics 
label the project as an “apartment hotel,” and a project not in keeping with 
the intent of the GOS act. 

THE CORPORATION 

The sponsors, officers and stockholders of this corporation are : 

Marvin L. Warner, president, Empire Building, Birmingham, Ala., 3 shares 

A = rae , : me : E ee tae 
Jane B. Warner, vice president, Empire Building, Birmingham, Ala., 2 

shares A 2 ; pa . a pis a crea Ele 200 
Joseph H. Kanter, secretary-treasurer, Empire Building, Birmingham, Ala., 


$300 


t shares A_ : . = spstee etka cece 400 
Elvin Kanter, Empire Building, Birmingham, Ala., 1 share A__~-_--~~--_-- 100 
PURER se ect rs nn ED i PE a a eA BR 1, 000 


AFFILIATED PROJECTS 


This corporation has several other projects with the same principals. One of 
these is project 062-42120, Essex House, Ine., in Birmingham, Ala. It is noted 
that it isa very similar project resembling hotel operations. 

The balance sheets of this project show funds loaned to affiliated projects as 
well as officers. The 1952 balance sheet shows $25,885.34 due from affiliates and 
the 1953 report shows $8,687.25. Loans to affiliates as well as toe efficers is a 
violation of article IT of their charter which, in effect, prohibits entry into any 
business other than those set out in the charter. Loaning money is not a specified 
business, 

CONCLUSIONS 


Review of this file can cause only one conclusion to be reached—the project 
should not have been committed in the first place because it is more of a hotel 
than an apartment. The fact that the location is in the business district, that it 
is substantially 1l-room units, that it is necessary to furnish the units and that it 
is necessary to have linen and maid services verify this conclusion. As a matter 
of fact, Congress itself wrote a definition of a hotel, in the Housing and Rent 
Act of 1947, as amended, which would fit this project exactly. 

After commitment had been issued, and as soon as it Was found out (which was 
prior to Closing) that the sponsor was not supplying the land without cost to the 
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corporation, as stated in his application, the commitment should have been 
cancelled or compliance with the application enforced. 

After project Was in operation and upon receipt of first operating statement, 
bleeding of the corporation through excessive (and probably improper) operating 
expenses should have been stopped. 

Mr. Simon. Are you familiar with the problem raised by that letter, 
Mr. Barnett 4 

Mr. Barnerr. I don’t believe so, sir. IT haven't completed reading 
the letter. 

Mr. Simon, what is the problem stated in this / 

Mr. Simon. The lawyer for Mr. Colvin expressed doubt as to the 
legality of the FHA mortgage commitment because he said all of 
the parties knew that the mortgage was to exceed 100 percent of the 
COSTS, and the statute provided for a mortgage not exceeding 18) per 
cent of the estimated costs. 

Mr. Barnerr. No, sir: Twas not familiar with that. 

The Ciatirman. You do not remember seeing the letter? 

Mi. Barnerr. I do not. 

Vin. Simon. On June 9, 1950, the same Leslie Colvin wrote a letter 

» Warner-Kanter Co. giving a oe tiled vane ee of all the costs, 
and showing that they exceeded by a substantial amount the FHA 
mortgage commitment. 

On June 15, 1950, Mr. Colvin wrote a similar letter to the late Ear] 
Peters giving the same information, and also made available to Mr. 
Peters a copy of his letter of June 9 to Warner-Kanter, and on June 
19, 1950, Mr. Peters wrote to Washington, FEHLA, enclosing copies of 
these letters which he had rece en from Mr. Colvin and explaining 
to the Washington office of FILA that the mortgage commitment was 
to be more than 100 percent of the cost. 

Are you in any way familiar with any of those letters, or that 
problem which I have referred to that is discussed in the letters? 

Mr. Barnerr. Without reading the letters, | am certain I am not 
familiar with it. 

Mr. Simon. Have vou ever seen those letters before? 

Mr. Barnerr. ‘To the best of my knowledge, I have not. 

The Cratrman. You have no recollection of ever seeing those 
letters ¢ 

Mr. Barnerr. No, sir. 

Mr. Stuon. On June 19, 1950, Samuel Powell, the general counsel 
of the FHA Rental Division in Washington, wrote a letter with 
respect to this land problem to the Warner-Kanter Co., and sent a 
copy to the Indianapolis FHA office. 

On June 21, 1950, the same Samuel Powell sent a telegram to the 
late R. Earl Peters with respect to this land problem, in both of which 
he said that the land had to be conveyed to the sponsor ing corporation 
free and clear of any obligation of the sponsoring corporation to pay 
for the land. 

Were you aware of the existence of either of those letters 4 

Mr. Barnerr. I do not recall seeing these letters, Mr. Simon. I 
should explain, though, that I did not see any correspondence relating 
to this at that period of time. 

Mr. Simon. So far as you were concerned, did Mr. Peters handle 
this matter himself ? 

50690—54—pt. 3———46 
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Mr. Barner. So far as I am concerned, he did; yes. 
Mr. Stmon. One more question 
The CHairMan. Are you certain Mr. Peters handled this Essex 

House case or did you handle it? . 
Mr. Barnerr. Essentially he handled it, sir. 
The Cuairman. Was he absent on account of sickness during this 

period ¢ 
Mr. Barner. I think from time to time he was. I don’t recall the 

exact dates. 





The Cuatrman. Isn’t it a fact that you handled most of the details, r 
or did you? 
Mr. Barnett. No, sir. 
The CHairman. Youdidnot. Isee. 
Mr. Stwon. Did you understand section 608 of the Housing Act 
as intended to accomplish rental properties for middle-income people ? 
Mr. Barner. I understood that was the intent of the act; yes, sir. 
Mr. Sraron. Did you understand the act was intended to permit 
the financing by the Federal Government of hotels ? 
Mr. Barnetr. No, sir; I did not. 
Mr. Simon. Was a hotel not included in the financing that was per- 
mitted under section 60S ¢ 
Mr. Barnerr. That was my understanding of the law: yes, sir. 
Mr. Stuon. Thank you. 
The CHamman. Any questions? 
Mr. Dinkins. No, sir. 
The Crarrman. Thank you very much, Mr. Barnett, and if you 
will stand by we may want more testimony from you later. If you 
will stand by we will appreciate it. 
Our next witness will be Mr. Marshall Williams. ‘ 
Mr. Williams, will you come forward ? tt. 
Mr. Williams, will you be sworn ? 
Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 
God ¢ 
* 
TESTIMONY OF MARSHALL WILLIAMS, GENERAL COUNSEL, 
INDIANA FEDERAL HOUSING ADMINISTRATION 
Mr. Wirniams. I do. 
The Caairnman. Thank vou. Will vou be seated, please ? 
Your name is Marshall Williams: what is your address? 
Mr. WiniraMs. 2845 North Pennsylvania. 
The CHAairMAN. What is your position 4 ly 
Mr. WitwiaMs. Tam the attorney adviser for the Indianapolis FHA | 
office. 
The CHaiman. How many years have you been in that position? 
Mr. Wruurams. I entered in on the work on May 8, 1948. | 
The CHaimmMan. May 8, 1948, and you are the general counsel for aA 


the FHA office, are you not ? 
Mr. Winiams. That is correct, sir. 
Mr. Sion. You went to work in January 1948? 
Mr. Witniams. May 1948. 
The Ciaran. You are still there? 
Mr. Wititams. Yes, sir. 
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The Ciairman. Did you approve from a legal standpoint the FHA 
commitment to the Essex House to guarantee the mortgage / 

Mr. WituiaMs. Sir, I have nothing to do with the commitment, 
itself. I have the closing of the loan after the commitment has been 
issued by the insuring office. 

The CuarMman. But you did not approve the commitment / 

Mr. WitiaMs. Not in any way. 

The CHamman. Did you at any time ever write a letter or tell 
anybody in person that the loan or the commitment was perfectly 
legal, and that the papers were legal, and there was no violation of 
the law ? 

Mr. Wituiams. I know of no occasion where I would do that. I 
don’t recall any. 

The Cuairman. Did Mr. Patrick Smith, an attorney, ask you for 
a legal opinion as to the legality of this commitment, and you refused 
to give it to him in writing but told him orally that it was legal’ 

Mr. Wintiams. I don’t recall ever refusing. 

The CrarrMan. You have no recollection of that? 

Mr. Wiutrams. No, sir. 

The Crarrman. You are certain of that now? 

Mr. Wint1aMs. Yes, sir. 

The Cramman. Who was the a ttorney for the Warner-Kanter 
people ? 

Mr. Wiuntams. Mr. Louis Bose. 

The Ciatrman. Louis Bose. Who were the attorneys that handled 
the original loan negotiations? 

Mr. Witutams. Well, the only time I come into the project is after 
the commitment has been issued. 

The Cramman. You knew nothing about it prior? 

Mr. Wisutams. I didn’t deal with it. 

The CHamrman. Did you as general counsel, the highest legal au- 
thority in the FILA office—didn’t they ask your opinion occasionally 
about something ? 

Mr. Wiiurams. Very likely they did, as to the corporate charter 
and other things. 

The Cuaiman. Did they ask your opinion when they got all ready 
to mail these papers to Washington and approve this whole business, 
didn’t they wl 4 your legal opinion ? 

Mr. Wituiams. As to the closing proceedings. 

The CHairman. What do you mean by “closing proceedings’? 

Mr. Wittrams. I mean by the time the Government insures the loan. 

The Cuatrman. At the time the Government insured the loan ? 

Mr. WiurtaMs. Yes. 

The Cuarman. What do you mean by that? 

Mr. Wiiitams. There is not any insurance until a commitment has 
been issued, accepted by the mortgagee, and the mortgagor, and the 
mortgagee appears at a closing conference, which I conduct, in which 
they bring—— 

The Cuamman. Where are the closing conferences ordinarily con- 
ducted ? 

Mr. Wiraitams. In the insuring office. 

The Crramman. Who was present at the closing conference in this 


7 
one! 
Mi. Wintniams. The attorneys for the mortgagee, for the mortgagor. 
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The Cramman. Who was the mortgagor in this case / 

Mr. Winuiams. Mr. Paul Ball was the n lorteagor. 

The Cramman. Who was the mortgagee / 

Mr. Winuiams. The First National Bank. 

The Ciamman. Are you certain they were the mortgagee 4 

Mr. Wintiams. At the closing. 

The Ciamman. Wasn't it New Eneland Life Insurance? 

Mr. Wintirams. Not at the closing of the loan. 

The Cratmman. Who else was present ? 

Mr. Wintttams. Attorney for the mortgagor, Mr. Bose. 

The Ciramman. Who else? 

Mr. Witiiams. The sponsors, Marvin Warner, as I recall, and 
Kanter, Joseph Kanter. 

The Cramman. What happens at this closmg? What was the 
purpose of the closing? 

Mr. Winiiams. The purpose of the closing is to see that the various 
terms of the commitment which have been—they are the commitment 
of the FHA, the mortgagee, and the mortgagor, as to the insuring of 
the loan. There are some 20 conditions in the commitment, which 
must be met at the closing conference. 

The Cuaman. Is the closing conference simply to go over the 
legal aspect of all phases of the commitment and the transaction, to 
make certain that—— 

Mr. Wittiams. Not to go back to the commitment. Simply to com- 
piv with the commitment. 

The Cyarman. They are simply to comply with the commitment. 
In other words, it is just to make certain that everything is in order / 

Mr. Witiiams. The commissioner—— 

The CuHamman. Were the terms discussed at this meeting? Was 
the amount of the mortgage discussed ? 

Mr. Wituiams. The terms of the commitment ; yes, sir. 

The CHairman. Were discussed ? 

Mr. WintiraMs. Yes, sir. 

The Crramnman. The terms of the commitment were discussed 
this meeting ? 

Mr. Witiiams. Were discussed-—— 

The CHairman. What were the terms of this commitment ? 

Mr. Winuiams. The terms of the commitment, first—of course, as 
I say, there are some 27. I don’t have them verbatim, 

The Cuamman. Genendlly speaking, what were the terms of the 
commitment ? 

Mr. Witurams. That the Federal Housing Administration would 
insure advances in the amount, total amount of the loan as set out in 
the commitment, upon the mortgagor and mortgagee complying with 
these. 

The Cuairman. The First National Bank of Boston was the mort- 
gagee / 

Mr. Witutams. Yes, sir. 

The Cuamrman. And the Essex House was the project sponsor ? 

Mr. Witntams. Yes, sir. 

The CHairman. Who were the contractors? Were they present ? 

Mr. Witniams. Not to my knowledge. 

The Cuairman. Did you consider this as the chief legal adviser to 
this office a good sound project ? 
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Mr. Winuiams. I would consider—— 

Che CHairman. Did you consider it at the time? 

Mr. Winuiams. I did consider it at the time; ves, sir. 

The CHatrMan. Did you so state in writing? 

Mr. Winurass. I had no oceasion to state that. 

The Cuamaan. Did you so inform Mr. Peters, the State director? 

Mer. Winntass. I informed Mr. Peters that, at the closing conter- 
~ , the parties had complied with the terms of the commitment. 

he Cramwan. You didn’t answer my question. Did you advise 
ae » that this did not violate the law in any respect f 

Mr. Wintiams. It certainly had to. 

The Craimman. And you are certain that Mr. Smith at no time ever 
asked vou for a written opinion on the legality of this transaction / 

Mr. Winataus. I have no recollection of that. 

The CuHatrmman. You do not remember having said to him that it 
was perfectly legal, and vou would not give him a written opinion ¢ 

Mr. Winnrams. I had a discussion at one time with Mr. Smith i 
which he quoted title IT of the act, and not this particular act. 

Mr. Stuon. Mr. Williams, were you aware of the fact that Congress 
had provided in section 6O8 that the mortgage could not exceed 90 
percent of the commissioner's estimate of cost / 

Mr. Wintiams. Yes, sir. 

Mr. Sion. Were you aware of the fact that Congress had amended 
the law in December 1947, to provide that the commissioner’s estimate 
of cost should be as close as possible to the actual costs of efficient 
builders? 

Mr. Winurams. That is right, sir. 

Mr. Srwon. That meant—— 

The CHarrman. Talk a little louder, please. 

Mr. Witntams. Yes, str. 

Mr. Sion. You knew that. That meant that legally the mortgage 
commitment could not exceed 90 percent of the commissioner’s esti- 
mate of cost based on the actual costs of eflicient builders; is that right ? 

Mr. Witwiams. Yes, sir. 

Mr. Stwon. Were you acquainted with the letter of June 9, 1950, 
from Patrick Smith to Leslie Colvin, in which he said in part, and I 
quote: 

We understand that you have made a firm commitment in respect of all costs 
for a completed building, exclusive of the land and other items of necessary and 
permitted fees and charges, If the amount of the total cost of the project, plus 
land, plus fees, and permitted fees and expenses, is not enough, less the estimate 
of the Administrator, so that the total loan exceeds the limits placed by the 
statute, we have substantial doubt about the enforcibiliy of the Federal Housing 
Administration’s commitment, especially is this true if the Administrator had 
knowledge of the total costs prior to the making of the commitment. 

Were vou acquainted with — letter? 

Mr. Witutams. I was not, 

Mr. Simon. Have you ever seen it before ? 

Mr. Winrrams. No, si 

Mr. Simon. You are « me iin of that? 

Mr. Witirams. Yes, sir. 

Mr. Simon. Are you acquainted with the fact that on June 19, 
Samuel F. Powell, who was the Chief Counsel of the Rental Division 
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of FHA in Washineton, wrote a letter to the Warner-Kanter com- 
panies in Birmingham, which starts out as follows: 

Mr. Marvin L. Warner, representing your company, has been in to see me this 
morning sad hi: is taken up with me the question raised by Mr. Patrick J. Smith, 
of the law firm of Thompson, O'Neil & Smith of Indianapolis, in a letter addressed 
to Mr. Leslie Colvin, dated June 9, 1950. 

Then he goes on to discuss that problem, and he ends up by saying— 


Mr. Warner has stated that the sponsor shall present the land free and clear 
to the corporation, and asks whether it makes any difference whether the spon- 
sors have arranged for personal credit in order to accomplish the purchase of 
the land. Under our rules we are not concerned with such obligations on the 
part of the sponsors so long as these obligations are not assumed by the mort- 
gagor corporation or the land is not subjected to a vendor's lien. 

Yours very truly. 
Are you acquainted with that letter? 

Mr. Witriams. I don’t recall, though I got copies of most or not 
ail correspondence, and it may well be in the file. 

Mr. Siuon. The document I am reading from is a photostat of a 
carbon copy of that letter taken from the local files of FH. as. and it 
bears on the second page, “carbon COpy, Marshall William , Esq., 
field attorney.” Would that indicate that letter came to ak 

Mr. Wittiams I am sure I must have received it. 

The Ciamaan. Did it mean anything when vou received it ? 

Mr. Wintuiams. It meant this, that I knew before that loan would 
be insured that we had a title policy, assuring both the mortgagee and 
the Federal Housing Administration there were no—there was no 
indebtedness nor an y other lien. 

Mr. Simon. Were you concerned as to whether the mortgagor cor- 
poration was going to pay for the land ? 

Mr. Wittiams. I was concerned that the title policy covered that 
phase of it. It wouldn’t be a vendor's lien. 

Mr. Simon. My question is whether you were concerned with 
whether the mortgagor corporation Was going to pay for the land? 

Mr. Winurams. I certainly was concerned to the extent of getting 
the title policy. 

Mr. Sion. Mr. Williams, you are not answering my question. Al] 
the title company guarantees Is who owns the land. 

Mr. Witiiams. They guarantee there is no unpaid purchase price, 

Mr. Sraon. I'm afraid they don’t. All they guarantee is there is no 
unpaid purchase pr ice that is a lien against the land. 

Mr. Wittrams. The vendor's lien would be a lien against the land 
whether it was of record or not. 

Mr. Stwon. Yes, but they don’t guarantee there is no note, for 
example, outstanding to pay for the purchase price, do they? 

Mr. Wittrams. It was my understanding that the title company will 
not issue that po hiey until the *y know that the land is paid for. 

Mr. Simon. Do you know whether the land was paid for upon the 
closing of this loan? 

Mr. Wintrams. Not other than the closing documents. 

Mr. Staon. Would it help you if I give you the photostatic copies of 
the checks paying for the lands, which show they were issued 2 years 
later ? 

Mr. Witurams. I believe it would be 

The Ciamman. You just testified you were the chief counsel, the 
high legal man here, and that before this whole business could be 
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closed up you had to know this, and now we are going to show you 
the land wasn’t paid for until 2 years later. 

Mr. Stmon. Were you aware of that? 

Mr. Wittiams. I knew at the time of closing that the sponsor had 
given an affidavit that there was no indebtedness for the land. 

Mr. Staton. I show you an affidavit dated May 12, 1950, signed by 
Marvin L. Warner, Jane B. Warner, Joseph H. Kanter, and Elvin 
Kanter, one sentence of which reads: 

The corporation is not indebted for the building site for said Federal Housing 
Administration project No. so-and-so, nor for any money borrowed with whicn 
to pay the purchase price of the site. 

Is that the affidavit you refer to? 

Mr. WintuiaMs. Yes, sir. 

Mr. Simon. Are you also familiar with the telegram of June 21 


. . ’ 
0, from Samuel Powell to Peters in which he said: 


Land must be conveyed free and clear without liens and without obligation, 
present or future, for this mortgage or to pay anything for land. 

Mr. WituiamMs. Yes, sir. 

Mr. Simon. You knew that? 

Mr. Witttams. Yes, sir. 

Mr. Stmon. When you closed, did: you know that the mortgagor 
corporation had issued B stock on account of the pure hase price of 
the land, a stock was redeemed at the completion of the building 
out of the mortgage proc eecls / 

Mr. WinutaMs. I did not know that. I knew they had issued stock. 

Mr. Sraon. Did you know that the B stock was issued in payment 
of the land and it was redeemed out of the proceeds of the mortgage ? 

Mr. Winurams. I did not. 

The CHamMan. You are still general counsel for the State FHA? 

Mr. Winuiams. Yes, sir. 

I had the knowledge of the affidavit. I had knowledge of the title 
policy. I hada stock subscription agreement covering the other. 

Mr. Simon. At the closing vou had to get a contract between the 
sponsor and the contractor, didn’t you? 

Mr. Winnitams. Yes, sir. 

Mr. Stuon. Do vou recall seeing that contract / 

Mr. Wituiams. Yes, sir. 

Mr. Stuon. Do you recall whether the contract was in effect a cost 
plus, a $150,000 fee to the contractor ? 

Mr. WinuraMs. I don’t recall at this time. 

Mr. Simon. The contract which we were shown this morning by the 
contractor called for him to be reimbursed for his cost plus a fee of 
$150,000, with a ceiling of a little less than $3 million. The applica- 
tion for an FHA commitment lists, as a source of equity under schedule 
A,a builders’ fee of $216,000. 

If you saw a contr act which provided that the only fee to go to the 
contractor was a cash fee of $150,000, would it disturb you that that 
was contrary to the state ments put in the application ¢ 

Mr. WitiiaMms. It would disturb me if I knew what was in the 
application. 

Mr. Srmon. Didn’t you know what was in the application? 

Mr. WinuraMs. The : application has been turned into a formal con- 
tract. between the commissioner, and the application ceases to have 
any bearing on this— 
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The Ciamman. The whole project had been negotiated and closed 
prior to the time it got to vou; 1s that right ? 

Mr. Winntams. No. 

Mr. Simon. Mr. Williams, I want to make sure I understand you. 

If an application is filed which contains false representations and 

ase upon those false representations the commissioner issues a mort- 
gage commitment, was it your statement a minute ago that you were 
powerless to do anything about the commitment ? 

Mr. Witntams. Had Thad knowledge of it I could have. 

The Ciuamman. Did you have a copy of this application for a 
mortgage commitment before you at all times, as general counsel ? 

Mr. Winuiiams. No, sir. , 

The Ciamman. You did not? Did you ever see it? 

Mr. Wititams. I probably saw it after. 

The Ciaran. Did you ever approve it ? 

Mr. Wintuiams. The application ? 

Mr. CrairmMan. Yes. 

Mr. WitttAms. T would have no knowledge of the application, sir. 

Mr. Simon. Wasn't it ever presented to you 2 

Mr. Wintrams. May I explain, this same type of project was com- 
mitted on by other States in my territory. Every preliminary to the 
issuance of the commitment is fully consummated before I ever 
receive it. 

The Cuamrman. And even though you found irregularities and a 
violation of the law, are you saying, then, that on closing day that you 
can do absolutely nothing about it as the attorney @ 

Mr. WitutaMs. If I find irregularities, I can do something about it, 
and would have done something about it. 

The Cuairman. Why didn’t you find this irregularity where in their 
application they state that the builders’ fee will be $216,000, and they 
placed before you a contract that showed only $150,000, which is a 
lifference of $66,000 ? 

Mr. Simon. More important, Senator, the application said the whole 
builders’ fee was going to be a source of equity, whereas the contract 
showed that the builders’ fee was going to be paid in cash out of the 
mortgage proceeds. 

Wouldn't that disturb you, Mr. Williams? 

Mr. WititAms. In the actual closing of the project, and the closing 
documents presented at that time, could vary considerably from the 
application. The application is simply a presentation of a proposed 
loan, and many of these conditions are changed. 

Mr. Simon. Let me ask you this question: If a man filed an appli- 
cation for a $5 million loan, and the Government issued a $5 million 
loan or commitment, and between the time of the filing of the applh- 
eation for a $5 million loan he changed his mind and decided he was 
going to build a $50,000 building, would you close the $5 million loan 
on a $50,000 buiding ? 

Mr. Wittrams. Upon the commissioner issuing an amended com- 
mitment. 

Mr. Simon. My question is whether you would close a $5 million 
Joan on a commitment for $5 million if the contract in front of you 
showed it. was to be a $50,000 building ? 

Mr. Wititams. The contract would have to conform to the 
commitment. 
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Mr. Stuonx. What do you mean by conform to it 4 

Mr. Wiutviams. The conditions of the loan are set out in the 
commitment. 

Mr. Simon. One of the conditions of the commitment in this case 
was that if was to be for $3,474,000, which was to represent 90 percent 
of the estimated cost: is that right ¢ 

Mr. Wiiuiams. Are you speaking of the commitment or the 
application ¢ 

Mr. Simon. IT am talking about the commitment now. The com- 
mitment, the amended commitment, was for $3.474,900; is that rght? 

Mr. Winniams. I believe that is right. 

The Cuairnman. That is correct / 

Mr. Wivitams. Yes, sir. 

Mr. Simon. One of the conditions of the commitment is that it did 
not exceed 90 percent of the commissioner’s estimate of cost: is that 
right 4 ¢ 

Mr. Witurams. That is meht, 

Mr. Simon. Didnt you ‘opal at that time that everybody under- 
stood that 100 pereent of the costs were not to exceed $3,493.43 1 7 

Mr. Winntams. Is that in the project analysis? 

Mr. Sixron. No: that is in a letter to Earl Peters, dated June 15, 
1950, from Leshe Colvin. 

Mr. Witsiams. I wish to point out the commitment is not a single 
document. The project analysis is part of that commitment, and the 
estimate of cost is in the project analysis. 

Mr. Stuon. But my question is whether when you closed you knew 
that the actual costs, including the land and the builders’ fees and 
interest and everything else, was not to exceed $3,493,000¢ Did you 
know that ¢ 

Mr. Witiiams. I don't see how I could have knowledge of what was 
in a letter. 

Mr. Staron. This is a letter written by Colvin to Earl Peters. Did 
you ever see that letter? 

Mr. Wituiams. I don’t recall ever seeing that letter. 

Mr. Simon. Did you get the letter that Powell wrote you? 

Mr. Wituiams. Yes, sir. 

Mr. Simon. Didn't that letter refer to correspondence between 
Colvin and his attorney, Patrick Smith ¢ 

Mr. Witutams. It probably did. 

Mr. Stuon. You weren't even concerned to find out what the cor- 
respondence was 4 

Mr. Wituiams. The chief counsel set out conditions upon which he 
thought that e losing should be made, and they were met. 

Mr. Siwon. One of the conditions was the land was to be conve ‘ved 
to the corporation without obligation of the corporation to pay for 
the land: is that rieht ? 

Mr. Winutams. I have two documents to establish that fact. 

Mr. Struon. What fact ? 

Mr. Wiiiiams. Beg pardon ? 

Mr. Staron. To establish what fact ? 

Mr. Wituiams. That it was paid for. 

Mr. Stwon. What documents do you have to establish the land 
was paid for? 

Mr. Witurams. The title policy and the affidavit. 
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Mr. Simon. Is that the only thing you have? 

Mr. Winniams. That isall. That is more than normally we have. 

Mr. Simon. Didn't you know that the B stock was issued for the 
land 7 

Mr. Winttrams. Not for the land. 

Mr. Sraon. You didn’t know that ? 

Mr. WHILLiAMs. I kne W they had subseribed for some B stock, 

Mr. Simon. You didn’t know that the B stock was issued for the 
land ? 

Mr. Winurams. I did not. 

Mr. Simon. Do you know it now? 

Mr. Wiutuiams. From what you tell me. I have no other knowl- 
edge. 

Mr. Simon. Who did they buy the land from; do you know? 

Mr. Winttiams. I have no knowledge of that. 

The Cyuatrman. Did you know that 9 days after they closed that 
the proceeds of the mortgage was paid to them; that they retired or 
paid the B stockholders for the land ? 

ir. Witniams. I did not, si 

Mr. Simon. Mr. Williams, I show you a photostatie co py of an 
audit report made on this project by the auditing firm of Alexander 
Grant & Co., and taken from the FILA files; that is, this is a photo- 
stat of a document taken from your files and it shows that the class B 
common stock was issued to Indiana Insurance Co. and Richard F. 
Mobuerg for the land. I ask you if you ever saw that before? 

Mr. Wintiams. I do not recall having seen this before. 

Mr. Stuon. Are you prepared to say you have never seen it before 4 

Mr. Wuasams. I have no recollection of hs aving seen it. 

Mr. Srmon. Do you understand that the National TTousing Act was 
intended to promote the financing of hotels or furnished apartments? 

Mr. Winttiams. No. It was not so intended. 

Mr. Stmon. Not so intended? 

Mr. Wituiams. That is right. 

Mr. Simon. Do you understand it was intended to approve a build- 
ing of one-room apartments or efficiency apartments, a substantial 
number of which were furnished apartments, with maid service and 
linen service? 

Mr. Wintiams. That, again, would not be a matter that would come 
before me as _ attorney. 

Mr. Simon. I didn’t ask vou that. Tasked you whether as a lawyer 
you un ae that was what the act was supposed to do? 

Mr. Winiiams. Presumably—I have no reason to believe that the 
act was not broad enough to permit living units that were, or might 
be termed “efficiency units.” 

Mr. Srwon. Furnished and with maid service, is that your under- 
standing of what the act was intended for? 

Mr. Wittiams. Not furnished with maid service. Possibly fur- 
nished, if that was necessary to procure a reasonable degree of rentals. 

Mr. Simon. What is your distinction between one-room furnished 
apartments, and a hotel / 

Mr. Wittrams. The term of occupancy, I think, is a chief distine- 
tion. These projects would not be economically feasible on a 30-d: ay 
rental to transients. J mean 30-day rent. 
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Mr. Soon. Do you consider one-room furnished apartments as the 
middle income rental housing the act was supposed to promote / 

Mr. Winurams. I should think so. 

Mr. Srwon. Thank you. 

The Cuatrman. Any further questions? 

Mr. Dinkins. No, sir. 

The Cuamman. Thank you, Mr. Williams. You stand by. We 
may want your testimony later. 

We will next call Mr. Williom P. F lynn, persident of the Indiana 
National Bank. 

Mr. Flynn, will you be sworn. 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 


God ¢ 


TESTIMONY OF WILLIAM P. FLYNN, PRESIDENT, INDIANA 
NATIONAL BANK 


Mr. Friynn. I do. 

The Cramrman. Thank you, sir. Will you ae ise be seated ? 

You are William P. Flynn, president of the Indiana National 
Bank? 

Mr. Friynn. Yes, sir. 

The Cuaiman. You have been in th: 7 capacity for how long? 

Mr. Firynn. About 3 years, Senator Capehart. 

The Cnamrman. How long have you been with the bank? 

Mr. Fiynn. Since 1930. 

The Cuatrman. And prior to becoming president you were what? 

Mr. Fiynn. Vice president. 

The Ciamrman. You were vice president in charge of operations 
of the bank? 

Mr. Firynn. To a large extent, sir. 

The Cuarrman. Did your bank at one time consider financing or 
participating in the financing of the construction of the so-called 
Essex House ? 

fr. Frynn. We did, sir, 

The Cuamman. Will you please tell us exactly what happened. 

Mr. Fryxnx. We were invited by the First National Bank of Bos- 
ton, which is our Boston correspondent, to join with them in providing 
funds for the construction of the Essex House. 

The CuHarmman. Will you talk a little louder, Mr. Flynn, please, 
sir. 

Mr. Frynn. Yes, sir. 

We were asked by the First National Bank of Boston to participate 
with them in a loan of some 3 million or a little more, to provide con- 
struction funds for the erection of what was then the proposed Essex 
House. 

Mr. Simon. Do you recall when that was, Mr. Flynn? 

Mr. Fiynn. It seems to me it was in the early part of 1950. 

Mr. Sraon. Do you recall whether it was after the commitment 
had issued ? 

Mr. Ftynn. We were considering the loan before the commitment 
was issued. 

Mr. Stmon. Do you recall whether this was merely the temporary 
construction loan vou are talking about, or the permanent loan? 
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Mr. Fiynn. The temporary construction loan. We had knowledge 
there was to be a permanent loan to be taken out to be made to New 
England Mutual Life Insurance Co. 

Mr. Simon. Had New England committed itself at that time to 
take the permanent loan 4 

Mr. Fiynn. Perhaps tentatively. I am not certain whether the 
commitment was final. It was tentative, at least. 

Mr. Simon. What you are talking about was purely financing the 
construction ? 

Mr. Frynn. That is right. 

Mr. Simon. With a view to be taken out by the New England Life 
Insurance Co, by a permanent loan after the construction had been 
completed ¢ 

Mr. Fiynn. That is right, sir. 

Mr. Simon. Do you know to whom the FHA commitment was issued 
with respect to the mortgagee ? 

Mr. Ftynnx. Sir, one of my associates, Mr. Harry R. Fuller, who 
I understand is to testify, has with him our complete file on the case. 

Mr. Simon, The original commitment, Mr. Flynn, shows that it was 
issued to Molton, Allen & Williams, Ine. 

Mr. Frynn. I believe that is correct. 

Mr. Simon. It was issued on February 28, 1950, by Federal Housing 
Administrator, 

Mr. Fiynn. I believe that is correct. 

Mr. Simon. And on May 8, 1950, Molton, Allen & Williams, Inc., 
assigned that commitment to the Indiana National Bank; on May 
12, 1950, the Indiana National Bank accepted the assignment, and on 
June 16, 1950, Essex House, by Marvin Warner, accepted that assign- 
ment. 

I show vou the document and ask you if that is a correct statement ? 

Mr. Fiynn. Yes,sir. That is a correct statement. 

Mr. Stmon. Is May 12 the first time that you fully got into the 
picture ? 

Mr. Fiynn. No. We were in discussions and conferences prior 
to that time. May 12 here is the date on which Mr. Fuller, vice presi- 
dent of our bank, accepted this assignment to which you refer. 

Mr. Simon. What was the position of the Williams firm in Bir- 
mingham ? 

Mr. Fuynwn. T really can’t answer that question. T know nothing 
about them. I do recall that they were the original mortgagee, I 
believe. 

Mr. Sraon. Was it ever intended that they be the actual mortgagee? 

Mr. Fiynn. I am sure it was not. 

Mr. Simon. Was not intended? 

Mr. Frynn. That is my opinion. 

Mr. Sraron. Then vou staved in the picture only about 2 weeks? 
T think vou will find the next sheet of paper is when you reassigned it. 

Mr. Frynn. That is the period, sir, from the time we accepted the 
assignment until we withdrew from the entire matter. 

The CrairMan. Who was your attorney? 

Mr. Frynn. Our attorney was Mr. Paul J. DeVault. 

The Cramman. Of the firm of Buschmann, Krieg, DeVault & 
Alexander ? 

Mr. Frynn. Yes, sir. 
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The Crarman. Did you approach the First National Bank 
Boston, or 1 they ap proach | vou? 

Mr. Fiynn. They approached us in the first instance. 

The Cuamman. And asked you to participate with them in this 
construction financing of this projec t? 

Mr. Frynn. That is right, sir. 

The Cramman. And you hired Mr. DeVault of the firm of Busch- 
mann, Krieg, DeVault & Alexander, to do what? 

Mr. Frynn. We did, sir, to advise with us on the provisions of 
section 608. We had not had any experience with that provision of 
the Federal Housing Act; to advise with us so that we might be sure 
there was compliance. 

The Cnairman. And he so advised you? 

Mr. Fiynn. He did so. 

The Cuamrman. He advised with you? 

Mr. Frynn. Yes. 

The Cuarman. Did you participate with the First National Bank 
of Boston in the construction loan / 

Mr. Frynn. We did not, sir. 

The Cuarman. Why did you not ? 

Mr. Frynnx. We decided in our loan committee—Mr. Fuller was 
handling the details—that there were certain, at least they appeared 
fo us, irregular matters that we could not approve of, and we felt 
it was complicated, a land transaction, and we were not impressed 
at all with the desirability as an asset for our bank, so we decided 
to withdraw, and did withdraw. 

The CramrmMan. Youso advised the First National Bank of Boston ? 

Mr. Fiynn. We did, sir. 

Mr. Simon. Did you give them your reason, too ? 

Mr. Fiuynxn. I believe we did. Iam pretty sure we did. 

The Cratmrman. You think you gave them vour reason ? 

Mr. Fiynn. Yes. 

The Cramman. The First National Bank of Boston decided, how- 
ever, that they would at a later date handle the loan themselves; is 
that right ? 

Mr. Frynn, That is correct. 

The Cramman. How much later was this? 

Mr. Fuynyn. I presume right away, Senator, when we said we were 
voing to withdraw, they decided they would go ahead as the sole 
lender upon construction funds. 

The Cuamman. And then the First National Bank of Boston did 
make the construction loan / 

Mr. Frynn. That is my understanding. 

The Cratmman,. Did they ask you to recommend to them an attorney 
to handle their local affairs here during the disbursement of that loan / 

Mr. Fiynxwn. In effect they did, by our having recommended Mr. 
DeVault at the beginning. He continued on for them, as L understand, 
after we withdrew. 

The Cuarrman. And your company withdrew because your own 
bank did not like the loan ? 

Mr. Frynyx. That is right; exactly. 

The Cuatrrman. Do vou know any other details or any other matters 
concerning this Essex House that would be helpful to this committee / 

Mr. Fiyxyx. Tecan think of none, Senator, that will not be developed 
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here this morning, and Se in Mr. Fuller’s testimony, who 


has the figure sin inore detail from our file, which we brought along, 

The Ciaran. Did Mr. DeVault have anything to do with the loan 
negotiations ¢ 

Mr. Fiynxn. Nothing at all. 

The Criarrman. He had absolutely nothing to do with the loan nego- 
tiations / 

Mr. Fiynn. Absolutely nothing. 

The Cuairman. ‘The statement that was in the paper to the effect 
that the law firm with which the son of Homer Capehart is connected 
as disclosed yesterday was associated with the one who made the 
loan to build the Essex House. Is that a true statement ? 

Mr. Fiuynn. No so far as I know. 

Mr. Simon. Did that firm have anything to do at all with nego- 
tinting this FALA loan? 

Mr. Fiynnx. I am sure they did not have anything to do with it. 

The Cuamman. Any questions? 

Mr. Dinkins. No, sir. 

The Cuarman. Our next witness will be Mr. Marvin Warner, 
builder ot the Iessex House. 

Mr. Warner. Will you be sworn ? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 
God ¢ 


TESTIMONY OF MARVIN WARNER, ESSEX HOUSE, INDIANAPOLIS, 
IND., ETC., ACCOMPANIED BY JOSEPH H. HEAD 


Mr. Warner. I do. 

The Cuamman. Thank you, sir. You may be seated. 

Mr. Warner, will you please give your name and address to the 
reported / 

Mr. Warner. Marvin L. Warner, 924 North Ben Road, St. Louis. 

The Ciamman. Your name, plea ise / 

Mr. Hrap. My name is Joseph H. Head, 3025 Observatory Road, 
Cineimnati, Ohio. 

The Craimman. Thank you. 

Mr. Counsel, you may proceed. 

Mr. Simon. Mr. Warner, are you familiar with the application for 
the Essex House in Indianapolis? 

Mr. Warner. Yes, sir. 

Mr. Simon. Do you have a copy of it with you? 

Mr. Warner. Yes, sir. 

Mr. Simon. Would you turn to it, please ? 

Are you and your partner Joseph Kanter doing business as the 
Warner-Kanter Co., the sponsors in that application ? 

Mr. Warner. Yes. 

Mr. Stwon. And you and I understand your wife and your part- 
ner’s brother are the sole stockholders in the company. 

Mr. Warner. That is correct. 

Mr. Sion. Who represented you before or with FHA in the nego- 
tiation for the loan commitment ? 

Mr. Warner. I represented myself. 
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Mr. Suwon. The application shows as attorneys Cabiness & John- 

mn. Did they represent you? 

Vir. Warner. They were the attorneys for the First National Bank 
of Birmingham, who had represented jointly with 63 First National 
Hank and our attorneys, Sirote, Permutt & Friend, in Birmingham, 
closines of other section GOS proje cts. 

Mr. Simon. The application also shows as an attorney William H. 
Trueman. Was he your attorney in this matter / 

Mr. Warner. He isa partner with Cabiness & Johnston. 

Mr. SIMON. The files of FHA in Indianapolis disclose correspond. 
ence on this matter with Mr. Permutt’s firm, a firm of Sirote, Permutt. 
& Friend. Did they represent you in this matter ¢ 

Mr. Warner. Yes, sir. 

Mr. Suwon. The files also disclose correspondence with Mr. Bose, 
originally of the firm of Barnes, Hickam, Pantzer & Boyd, and later in 
his own firm of Cook, Mendenhall & Bose. Did those firms represent 
vou 4 
* Mr. Warner. Mr. Bose did; yes, sir. 

Mr. Simon. He was with the two firms I mentioned. 

Mir. Warner. Yes. 

Mr. Simon. Did any other lawyer or any other law firm at any 
time either represent you or assist you or negotiate for you for this 
loan commitment ¢ 

Mr. Warner. No, si 

The CHairman,. I i und you an Indianapolis Star of Saturday, Sep- 
tember 18, where it says: 

Negotiated FHA Essex House loan 
and it reads: 

The law firm in which the son of Senator Homer EF. Capehart was affiliated was 
disclosed yesterday as the one which negotiated the loan to build the Essex 
House. 

I hand you that and ask you if that is a true statement. 

Mr. Warner. No, sir: it is not. 

The CHairMan. It is not a true statement ? 

Mr. Warner. No, sir. 

Mr. Stmon. Did you or your companies or your partners, or any- 
body associated w ith you in this or any other venture ever retain the 
law firm of Buschmann, Kreig, DeVault & Alexander? 

Mr. Warner. No, sir. 

The CuHatrrman. They did represent the First National Bank ? 

Mr. Warner. Yes, sir. 

The CyuarrMan. Later? 

Mr. Warner. That is correct. 

The CHamrman. After the loan had been negotiated and agreed to / 

Mr. Warner. We were the mortgagor and sponsors; they were the 
mortgagee. 

Mr. Simon. The First National Bank of Boston, as I understand it, 
was solely the mor teagee in the construction loan; is that right? 

Mr. Warner. That is correct. 

Mr. Srmon. And you had a commitment from the New England Life 
Insurance Co., the New England Mutual Life Insurance Co., to take 
the permanent. loan ? 


Mr. WArneEr. Yes, sir. 








2496 FHA INVESTIGATION 


Mr. Sruon. The only function, then, of the — iry mortgagee 
would be to advance funds during construction, and the lawyer would 
have to see to it that they did it in a proper way to get their money 
back and get their interest, after which the life insurance company 
would take over the loan? 

Mr. Warner. That is correc 

Mr. Simon, the original negotiations for the permanent financing 
was handled through the loan correspondence for New England Mu- 
tual in Birmingham; after New England Mutual had indicated they 
were interested in the permanent loan they made their own arrange- 
ments insofar as construction financing. 

Mr. Seon. You made the permanent loan arrangements before 
there was any temporary finane ing? 

Mr. Warner. Yes, because the permanent financing is the most dif- 
ficult to arrange. 

The Cratmrman. You arranged that out of Birmingham, and that 
firm arranged with the First National Bank to do the temporary finane- 
ing; is that right? 

Mr. Warner. That is my impression ; ves, sir. 

Mr. Simon. Going back to the application, under 
it list land as an equity resource at $200,000? 

Mr. Warner. Yes, si 

Mr. Simon. Does it list other equity at $581,800? 

Mr. Warner. Yes, sir. 

Mr, Simon. Is the other equity of $381,800 composed of a builder 
fee, and T am now looking at schedule A, a builder’s fee of $216,400, 
and an architect’s fee of $165,400? 

Mr. Warner. That is correct. 

Mr. Siaron. Ultimately was the J. L. Simmons Co. paid $150,000 
fee in cash as a builder’s fee 4 

Mr. Warner. That is right. 

Mr. Staron. Was the architect, Russ & Harrison, paid somewhere 
ground $100,000 fee in cash in architect fees ¢ 

Mr. Warner. They were paid $90,000. 

Mr. Spon. The land on which the building is built was acquired 
from the Indiana Insurance Co., and a man named Holberg; is that 
right? 

Mr. Warner. Yes, sir. 

Mr. Sion. When were they paid the purchase price of the — 

Mr. Warner. The original option on the Jand, as I recall it, was 
siened in December of 1949. 

“Mr. Sruonx. How much did you pay for the option? 

Mr. Warner. TI don’t recall. At that time it was a nominal amount. 
We paid an additional amount of approximately $11.666 during the 
month of March 1950; we paid an additional, approximately $70,000, 
the first part of August. 

Mr. Simon. What vear? 

Mr. Warner. Of 1950, 

Mr. Straron. Who paid that $70,000? 

Mr. Warner. My partner and myself. 

Mr. Srwon. Did you advance that against class B stock of the com- 
pany! 5 

Mr. Warner. Well, I would like to explain that transaction, if I 
eould, 
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Mr. Srwon. All right. 
Mr. WARNER. The charter of our corporation contains provision on 
page (—— 

: Mr. Strwon. For the issuance of class B stock, which may be re- 
deemed by the directors at any time in their discretion on 3 days’ 
notice ‘ 

Mr. Warner. That is correct. 
Mr. Stwon. Was 1.750 shares for $175,000 issued for the land? 
Mr. Warner. Yes, sir; it was. 

4 Mr. Simon. And part of that represented shares for money that 
you had advanced to the land, and part of it represented shares for 
mon -y that was still owing to the landowners; is that right 4 2 

Mr. Warner. Well, I would like to continue my explanation. 

The Carman. You give us your explanation, please. 

Mir. Warner. The requirement insofar as this corporation is con- 
cerned was that this land be presented free and clear to this corpora- 


tion, Which it was. The corporation in return for the class B stock— 
in return for the land—issued class B stock. That class B= stock, 
together with the pledging of our A stock, together with the ap- 


proximately total half of the purchase price, which we paid on August 

1950, constituted presenting that land free and clear to the corpora- 
tion, together with the thing which IT mentioned—— 

\Ir. Sruwon. Without arguing the legal technicalities, Mr. Warner, 
isn’t this what happened: That the $175,000 of B stock was issued for 
the land: is that right ? 

Mr. Warner. I would say you were correct: ves, sir. 

Mr. Simon. And that B stock was a preference stock. You chose 
not to end] it preferred stock, but it was Aa preferred stock redeem- 
able at S100 a share: is that right ? 


* 


> Mr. Warner. Tam not familiar with it technically. I think it was 
a common B preferred stock. 
iI 


Mir. Stmaon. It was a preferred stock? 
\Ir. Warner. Yes, sir. 
Mr. Simon. And on October 31, 1952, you redeemed the preferred 
* stock, or the preference B stock, excuse me—yvyou redeemed the B stock 
by paying out of the corporate fund $175.000 to the owners of that 
stock: is that right ? 
Mir. Warner. That is correct. 
Mr. Simon. And that was 9 days after the mortgage was finally 
enforced: is that right ? 
Mir. Warner. That is correct. 
The Cirairman. You mean when the mortgage was endorsed, mean- 


fy  ingethat the New England Life Insurance Co. paid the full proceeds? 


Mr. Warner. That is correct. 

Mr. Sraon. And that $175,000 came out of the mortgage proceeds, 
didn’t it ? 

Mr. Warner. I am not prepared to state where. We had some 
rental income as of that time. 

Mr. Siaron. But relatively a few dollars? 

Mr. Warner. Well, my approximation as of redemption equals 
approximately $75,000, 

Mr. Staron. $75,000 Js your gross income? 

Mr. Warner. Yes, sir; from which expenses had to be paid. 

50690—54—pt. 3——47 
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Mr. Sion. You didn’t even have $75,000 of net income from opera- 
tion ¢ 

Mr. Warner. That is right. 

Mr. Simon. You had been having a few tenants in for a couple of 
months by that time? 

Mr. Warner. That is right. 

Mr. Siarox. So that whether 100 percent of this money was paid 
out of the mortgage or not, at least the very great proportion of that 
money came out of the mortgage proceeds 4 

Mr. Warner. Yes, sir; after dividing with the charter of the cor 
poration. 

Mr. Sion. But the fact is that the corporation did pay for the land, 
elt he r wholly or largely out of the mortgage proc ‘eeds ¢ 

Warner. The fact is the corporation redeemed the B stock. 

Mr Sion. With money that came from the mortgage proceeds 4 

Mr. Warner. The charter providing that see ‘ondary financing could 
not. be used but others could. That is the way it was handled. 

Mr. Srion. But the corporation did redeem the preferred stock, the 
B stock, which was issued for the land out of the mortgage proceeds? 

Mr. Warner. Yes, sir; that is correct. 

Mr. Simon. After the building was completed did you then apply 
to FHA for permission to turn 150 apartments into furnished apart- 
ments ¢ 

Mr. Warner. I would like to check the date, Mr. Simon. 

Mr. Sron. My information is on September 30, 1952, you asked to 
furnish 50 apartments, and in October you asked to increase it from 50 
to 150, and on October 13, 1952, they gave you permission to increase, 
or to furnish those apartments and charge $10 a month for the furni- 
ture. 

Mr. Warner. Yes, sir; that is correct. 

Mr. Stwon. You also asked for permission to furnish maid service ? 

Mr. Warner. I don’t recall that. 

Mr. Strwon. Linen service ? 

Mr. Warner. No, sir. 

Mr. Stwon. You didn’t ask for permission to furnish linen service? 

Mr. Warner. We have remained strictly on an apartment. basis. 
What. actually occurred was that in the operation of this building, 
which is strictly an apartment house, with no other services, some of 
the tenants had indicated an interest 

Mr. Simon. Was this an accurate statement, Mr. Warner, that I am 
reading from the report which says: 





At the same time— 
which is October 1952— 
the mortgagor stated he was adding maid and linen service by way of a contract 
with an independent company. The mortgagors only participation in the maid 
and linen service was to furnish office space to the service and get a percentage of 
sales. Rental increase in the amount of $10 per unit on a monthly basis was 
approved by Clyde Powell in May 1952. 

Mr. Warner. That is not absolutely correct. 

Mr. Stuon. What is correct ? 

Mr. Warner. The fact is we felt the best interest of the building 
could be served by providing for those who would like to use it without 
us participating in it on an operational basis, maid service. I don’t 
recall linen service. However, the more services we can get in the 
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building which the tenants can secure for themselves the better off the 
operation is, That is exa tly the status of it. Essex House doesn’t 
operate it in any way. . 

Mr. Srwon. What T read was that you made arrangements with an 
independent contractor to furnish maid service, and you get a com 
mission on it; is that right ¢ 

Mr. Warner. I think that is basically correct, sir; but the commis- 
sion implication is, IL think, a little erroneous in that the commission 
vou have the document in front of you—was it 10 percent‘ 

" Mr. Suaon. $10 per month, to charge the tenants 

Mr. Warner. No, sit: IT mean maid service 

Mr. Simon. I don’t know what your commission is. What is your 
conmnission 4 

Mr. Warner. It was very nominal. T don't recall what it was 

Mr. Simon. Do vou recall the discussions in June 1950, when Mr. 
( ai in raised the quest tion of the legality of the mortgage because the 

ital costs were to be less than the morte: ime ¢ 

he Warner. I do. 

Mr. Simon. T show you a photostat copy of a letter, dated June 9, 
1950, from Mr. Colvin to you, and ask if you nde otne the original of 
that letter? 

Mr. Warner. Yes, sir. 

Mr. Simon. And in that letter he breaks down the cost of the build- 
ing, the guaranteed cost, which he was willing to guarantee, the archi 
tec t's fee, interest during construction, and all costs, including attor 
neys’ fees and including the land, and comes up witli a fivure repre- 
senting the total cost, which is less than the amount of the morteage: 
is that right / 

Mr. Warner. That is correct. 

Mr. Stmon. Do you recall having discussions here in Indianapolis 
with respect to that legal problem # 

Mr. Warner. I do. 

Mr. Simon. Did you then go to Washington and have a conference 
with Clyde Powell about that problem / 

Mr. Warner. I did not. 

Mr. Simon. You did not 4 

Mr. Warner. No, sir. 

Mr. Simon. You are certain of that ? 

Mr. Warner. Positive. 

Mr. Simon. I have here a photostat copy of a letter from Somuel 
Powell, who is not Clyde Powell, but Samuel I Powell. dated June 19, 
1950, and the first sentence is: 

Mr. Marvin L. Warner, representing your company, has been in to see me this 
morning, and has taken up with me the question raised by Patrick Smith— 
and so forth. 

Task you if you received that letter, and if that refreshes your reco] 
lection as to whether you were in Washington on June 19, 1950? 

Mr. Warner. Yes, sir. I gave you this letter in executive session. 

Mr. Sraron. You were there on June 19, 1950? 

Mr. Warner. Yes, sir. 

Mr. Simon. Did you see Clyde Powell that day ? 

Mr. Warner. No, sir. 

Mr. Simon. Do vou know whether Clyde Powell called Mr. Smith / 

Mr. Warner. I do not. 


ra 
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Mr. Simon. Do vou know whether Sam Powell called Mr. Smith < 

Mr. Warner. I do not. 

Mr. Simon. Did you call Mr. Smith in the presence of one of the 
Powells and talk to him and then put Mr. Powell on the telephone? 

Mr. Warner. Who is Mr. Smith ¢ 

Mr. Simon. The attorney for Mr. Colvin. 

The Cuarman. Mr. Patrick Smith, lawyer for Mr. Colvin. 

Mr. Warner. My recollection is that from my hotel, because my 
attorneys, Louis Bose and Permutt, were in conference with his attor- 
ney, Mr. Smith. 

Mr. Simon. Back here in Indianapolis? 

Mr. Warner. Yes. I called him from the Statler in Washington, 
and to expedite matters I read the letter over the phone. 

Mr. Simon. This letter? 

Mr. Warner. Yes, sir. 

Mr. Simon. Were you able to get the letter within a few hours after 
talking to him? 

Mr. Warner. I came into Washington on a certain date, and I 
wanted to secure the letter prior to leaving. 

Mr. Simon. And you got the letter the same day ? 

Mr. Warner. Yes, sir. 

Mr. Simon. When you called Mr. Smith did you put either Clyde 
Powell or Samuel Powell on the telephone to talk to o 

Mr. Warner. No, sir. Not to my recollection. I said, my recol- 
lection is I called him from the Statler Hotel, the late afternoon of 
that date. 

Mr. Simon. Regardless of where vou called from, can you tell us 
with certainty whether either Clyde Powell or Sam Powell talked to 
Mr. Smith on the telephone after you talked to him ? 

Mr. Warner. I testified I did not see Clyde Powell. Iam sure Sam 
Powell didn’t call Mr. Smith. 

Mr. Simon. You are sure of that ? 

Mr. Warner. Yes: I am. 

Mr. Simon. Now, in the te which we have just referred to, in 
subs tance, Mr. Samuel Powell said that the mere fact that the build- 
ing was going to cost less than the amount of the mortgage, was not 
of any gp to FHA: is that the substance of that letter? 

Mr. Warner. Woule | it be best if I read the letter, sir ? 

Mr. Simon. Yes, sir. 

The Cuaiman. You may proceed to read the letter. 

Mr. Warner (reading): 

Total costs in connection with this project are not anticipated to exceed mort- 
gage proceeds, but I don’t think, as a matter of fact, that anybody can tell for 
certain the cost of a project until completion. 

Mr. Simon. Let me interrupt a minute, please. In this case you 
hs via firm contract with a builder, guaranteeing to build it for not 

less than the amount stated in these letters ? 

Mr. Warner. I did not have a firm contract. 

Mr. Simon. Wasn't your ultimate contract with the J. L. Simmons 
Co. that you would pay them their costs, plus a fee of $150,000, but 
that in no event would the price exceed a figure which was roughly 


S3 million ? 
Mr. Warner. I hadn’t even met the J. L. Simmons Co. at that 


time. 
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Mr. Staron. Wasn’t that your ultimate contract ? 

Mr. Warner. No, sir. The ultimate contract was not that. The 
ultimate contract set upa figure of S2Z900,000, approximately . but 

Mr. Simon. You say approximately. Wasn't that a guaranteed 
figure which Summons cuaranteed that the cost would not exceed that 
amount 4 

Mr. Warner. That guaranteed everything called for in the con- 
tract. and the contract had the follow Ing exceptions. 

Mr. Simon. What were those except rons 4 

Mr. Warner. Those exceptions were anything which oceurred be 
vond the control of the contractor, such as war, acts of God, or any- 
thing beyond his control, and we in turn assumed the indemnity to 
see that if those things did occur that the project would still be 
completed. 
fr. Simon. By “we” you mean Essex House / 

Mr. Warner. No,sir: Imean personally. 

Mr. Simon. You personally signed the guaranty ? 

Mr. Warner. Yes, sir. Would you like to have a copy of it? 

Mr. Simon. Yes, sir. 

Going back to the others, except for war and acts of God, the J. L. 
Simmons Co, agreed to complete this building for not to exceed a 
figure shehtly under $3 million: is that right ¢ 

Mr. Warren. Mr. Simon, vou say war or acts of God. T have here 
a short list of the labor disputes involved in that job, whieh—— 

Mr. Stuon. That didn’t relieve them of their obligation ? 

Mr. Warnrr. Yes, sir; in those cases it did as all general contracts 
on FHA project s did. 

Mr. Simon. As a matter of fact, the final cost of the J. L. Simmons 
Co. was about $10,000 less than the guaranteed ceiling ? 

Mr. Warner. Yes, sir: but that was 2 vears and a half after that. 

Mr. Smoron. Hadn't Colvin agreed tentatively, because they didn’t 
build the building, but wasn’t the tentative agreement of Colvin to 
build the building at a tentative cost of $3,045,000 4 

Mr .Warner. May I read vou a letter from Colvin on June 10, 1950? 

Mr. Simon. That isthe one Lam talking about. 

Mr. Warner. You are reading from June 9. 

Mr. Simon. That is the other date. 

Mr. Warner. I have one dated June 15. I would like to call your 
attention to the second paragraph : 

The details of this is the contract with Essex House will provide for a guaran- 
teed cost of $3,045,000, but under certain contingencies this cost will be increased, 
These contingencies include such items as unusual delay, increases in wage 
scales, ete. 


1 


Mr. Simon. Mr. Warner. isn’t it fair to say that from the very be 
ginning it was contemplated that the mortgage would exceed all the 
total cost? J appreciate nobody gave you a guaranteed bond to that 
effect, but wasn’t that the contemplation / 

Mr. Warner. The contemplation was, Mr. Simon, that we would 
do everything possible to save everything that we could to build the 
building within the proceeds and resources that we had. 

Mr. Sraron. Including the acquisition of the land? 

Mr. Warner. I think I explained the transaction involving the 
land. 
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Mr. Simon. 
meludu Oo 
ment / 
Mr. Warner. We had high hopes of doing so; yes, sir. 
Mr. Simon. Wasn't vour first deal with Colvin that he was gomg 


o buy the land and get reimbursed out of mort- 


Wasn't if your original plan to build the building, 


acquisition of land, all within the mortgage commit- 


io pul up the money 
gage proce feeds 
Mr. Warner. Yes, sir: 
we cael it. 
Mr. Siaron, 


June d, all 195 


we were interested in borrowing money as 


I have three letters here dated April 24, April 27, and 

from -fose} pli L. Permuit to Lesiie Colvin, the tenor 
explaining the legal problems, or the legal way in which 
Colvin could put up the money for the land, and get this B stock whieh 
would then be redeemed when the building was completed out of the 
mortgage proceeds. 

Mr. Warner. Yes, sir 

Mr. Simon, That was the plan? 

Mr. Warner. ‘Phat is the usual procedure in many instances. 

The Cuaiman. Mr. Warner, may I ask you one question at this 
point 4 

Mr. Warner. Yes, sir. 

The Cuairnman. You negotiated with Mr. Colvin, Colvin Construc- 
tion Co., Indianapolis, to originally build the building / 

Mr. W ARNER. Yes, sir. 

The Crairman. Did you refuse to give Mr. Colvin the indemnity 
that you later gave, according to the document I have in my hand, 
to the First National Bank of Boston ? 

Mr. Warner. Senator, my recollection of that is this: 
Mr. Colvin’s letter to Mr. 
Mr. Simon ? 

Mr. Suwon. The June 15 letter from Colvin to Peters # 

Mr. Warner. Yes. 

Mr. Simon. Yes; we have that. 

Mr. Warner. On the last page of that letter, where it says: 


: state is 
ot Which 1s 


As stated in 
Earl Peters, copy of which do you have, 


I have already given you a copy of a letter dated June 9, 1950, address to 
Warner-Kanter Co. which explains the transaction in the matter of land and 
acquisition, this plan has been put into etlect and arrangements for real estate 
have been completed in accordance therewith. You will note we rely on there 
being funds left in the treasury of Essex. 

The Ciramman. It says 

You will note we rely on there being funds left in the treasury of Essex 
House, Inc.. after completion of the building to pay one-half of the funds 
advanced for the purchase of the land as shown by the June 9 letter. 

Mr. Warner. zone is correct. 

After this letter was written, or in the vicinity, a day or two or three 
one way or the other, as I recall it, Mr. Pat Smith had some questions 
as to the legality of the transaction, and he had two spec ific questions, 
and I act what those two questions were, and undertook to secure 
the answers to them. Up until that point our negotiations with Mr. 
Colvin had generally created a contract which generally we under- 
and those two points were in issue, and those are the two points 
which T undertook to get the answers for. 

Upon my return from Washington—— 

Mr. Simon. Do you want to read this letter ? 


stood. 
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The Ciramman. Do you wish to place this indemnity agreement 
in the record / 

Mr. Wagner. Sir, FHA has a copy. That is my only copy. 

The Cramman. You do not care whether it is placed in this record 
if this point é 

Mir. Warner. It makes no difference. 

Phe Cramman. The record will show we have returned to Mr 
Warner bis indemnity agreement. 

Mr. Sion. Do you want to finish that? You were reading the 
letter from Samuel Powell to you, in which he said that it was not 

iticipated—total costs in connection with this project are not antici- 
ited to exceed the mortgage proceeds. 

Mir. Warner (reading) : 

\re not anticipated to exceed mortgage proceeds, but I do not think as a 

ter of actual fact that anybody can tell for certainty the cost of the property 

| completion as there are many costs which cannot he anticipated, and it 
is, of course, contemplated that in view of the prolonged period of construction, 
usunlly 12 to 18 months on a large project that contingencies, ete., should be 
rensonably allowed; moreover, it is not believed equitable to penalize efficient 
ders by attempting to reduce their commitments, even if this were possible, 
iuse they were capable of effective savings and doing an efficient job. 

Mr. Stmon. Do you know whether Powell knew that Congress had 
imended the law to have them based on the costs of efficient builders ? 
Mr. Warner. I have no knowledge of what Mr. Powell knew. 

Mr. Srmon. Did you know that was the law, estimates were to be 
based on costs of efficient builders. 

Mr. Warner. My understanding was the commitments were based 
on estimated replacement cost. 

Mr. Simon. Did you know the law was those estimates were to be 
based on the actual cost of effic ‘ient builders? 

Mr. Warner. My answer was my understanding was it was to be 
based on estimated repl: cement costs. 

Mr. Stwon. Did you know the 5 words I gave you “actual costs 
of efficient builders*—did you know those were the precise words in 
the statute / 

Mr. Warner. No, sir: I didn’t. 

Mr. Srwon. You don’t know whether Mr. Powell knew that? 

Mr. Warner. No, sir. 

Mr. Simon. Thank you. 

The Carman. Are you willing to take our word they are the exact 
words in the statute / 

Mr. Stuon. Lam willing to take your word, Senator. 

The Cramman. We will put it in the record. 

Mr. Stmon. The next paragraph reads: 

In any event a contract of mortgage insurance as evidenced by initial en- 
dorsement of the note is incontestable except for fraud or misrepresentation 
on the part of the mortgagor— 

Is that right ? 

Mr. Warner. That is right. 

Mr. Stwon. You had this commitment increased for $94,000 on 
wcount of the air conditioning ? 

Mr. Warner. Yes, sir. 

Mr. Simon. Did you ever get an increase of $300,000 in the 
ommitment / 


Mr. Warner. Not that I know of. 
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Mr. Simon. Was there any commitment increase other than the 
$94,000 one / 

Mr. Warner. That is the only one I know about, sir—except—— 

The Craiman. Let me ask you this: This again appeared in the 
Indianapolis Star on Saturday, and I read what it says here. We 
are very, Very much concerned with this allegation : 

The records of the late Earl Peters, FHA director of the State, are expected 
to reveal many cf the details on the Essex THlouse, including the charge by Peters 
that somebody arbitrarily boosted the estimated cost of $300,000, while he was 
sick and absent from his office. 

Do you have any knowledge of that $300,000 / 

Mr. Warner. In due respect to the deceased, that is absolutely 
Incorrect. 

The Cuairman. Was there at any time a matter of $300,000 men- 
tioned / 

Mr. Warner. Absolutely not. 

The Cramman, Did you make any application for $300,000 
crease ¢ 

Mr. Warner. No, sir. 

The Cuairman. Do you have any recollection of ever having a 
conference in respect to $300,000 ¢ 

Mr. Warner. I have no recollection of having a conference with 
reference to it: no,sir. 

The Cnarman. Was there just one application filed ? 

Mr. Warner. My records show that there was an application filed, 
and only one application filed on January 16, 1950. 

The CuarMan. That application was never amended or increased 
other than the $94,000 for air conditioning 4 

Mr. Warner. No,sn 

The CHamman. Did you ever discuss personally, or confidentially 
with Mr. Peters, or anyone else, increasing the amount by $300,000 ¢ 

Mr. Warner. Absolutely not, Senator. 

The Cuairman. You have no knowledge whatsoever of $300,000 ? 

Mr. Warner. No, sir; I do not. 

The CHairman. No knowledge of that item. 

This article further states: 

It is believed Peters protected himself by filing notes of the conference in 
Which he is reported to have made the surprising charge. “I would give a 
thousand dollars of my own money if this deal did not have to be completed,” 
Peters is said to have remarked fervently in ; conference with several men 
interested in the case. This was in his office on June 15, 1950. 

My question is, Did Mr. Peters ever object or complain to you that 
he did not want to authorize this commitment ¢ 

Mr. Warner. Mr. Peters indicated when I met him that he had some 
questions about the Essex House, and he wrote me several letters 
asking about certain technical points involved and financing, and 
so forth. 

Mr. Simon. Did he ever say anything to you to indicate he was 
opposed to the commitment / 

Mr. Warner. I don’t recall his coming outright and saying that 
he was outwardly opposed to it. He might have, sir. I don’t recall 
that. 

Mr. Simon. What did he say to you with respect to his views on the 
commitment ? 


* 
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Mr. Warner. Well, sir, he had signed the original commitment. 

Mr. Simon. Did he sign it under any pressure / 

Mr. Warner. Absolutely not. 

Mr. Sion. Who in Washington have you discussed this with other 
than Samuel Powell / 

Mir. Warner. I discussed this with Georee Brehmer, who was at 
that time zone commissioner. 

Mr. SUMON. Anybody else? 

Mr. Warner. ‘To my recollection, that is the only one I discussed the 
matter with. 

The CuarMan. Why would you think Mr. Peters would say he 
would give $1,000 of his own money if he didn’t have to go through 
with it / 

Mr. Warner. It is diflicult for me to understand. 

Phe Cuamrman. We have testimony that he further stated that 
pressure was put on him, and he was practically forced to put it 
through, from Washington, D. C. 

Mr. Warner. Senator—— 

The Cuamman. Whom did you have in your employ that put this 
pressure on him ? 

Mr. Warner. We have no one in ouremploy. We employ no lobby- 
ists or anything of that sort. 

Mr. Simon. If pressure was put on Mr. Peters, do you know who 
put it on? 

Mr. Warner. No, sir; I do not. 

Mr. Simon. Go back to my other question: Did you ever discuss this 
matter with anybody in Washington other than George Brehmer, 
the zone commissioner, and Samuel Powell, the FHA lawyer? 

Mr. Warner. I did not, 

The Cuamman. Did you ever discuss it with any Senators ? 

Mr. Warner. No, sir. 

Mr. Simon. Did you ever discuss it with any Congressmen ? 

Mr. Warner. No, sir. 

The Cuairman. Did you ever discuss it with Mr. Clyde Powell? 

Mr. Warner. [ did not. 

The Cuairman. Did you ever discuss it with any other officials of 
the FHA in Washington / 

Mr. Warner. No, sir; I didn’t. 

Mr. Sturon. How many times did you discuss this matter with Sam- 
uel Powell? 

Mr. Warner. I met Mr. Powell once, and I think that was the first 
and last time I have ever seen him. 

Mr. Stuon. I don’t know that FHA might be an exception to the 
usual Government procedures, but it is a little surprising to go into 
a man’s office and never have met him before that morning, and come 
out the same day with a legal opinion from him. 

Do you say that was the first and last day you ever met Samuel 
Powell? 

Mr. Warner. Yes. 

Mr. Stuon. And you walked in that morning and came out with a 
legal opinion that afternoon ? 

Mr. Warner. Mr. Powell, as I recall it, called for the file on the 
Essex Tfouse here, and IT presented the problem, and he studied the 

matter. 
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Mr. Siwon. He didn’t study it very long, did he? 

Mr. Warner. I don’t know how long is long, but he studied the 
problem and gave me a letter prior to my leaving Washington. 

Mr. Sraron. You got the letter the same day you arrived there? 

Mr. Warner. I think it was the same day. It might have been the 
next day. 

Mr. Simon. The letter says on its face you came in and saw him 
that morning. 

Mr. Warner. Well, the letter is correct 

The Ciairnman. Mr. Warner, we have testimony that Mr. Peters 
fe It that, or said that great pressure was put on him by Washington, 
and they forced him to approve this project of yours known as the 
Iessex House. We have testimony in executive session to that effect. 

Mr. Warner. Yes, sir. 

The Cuairman. We likewise, of course, have this newspaper story 
that I have just read to vou. Possibly you have read it, in which 
they so allege. That is a very, very serious matter. We will be 
forced, or this committee will be forced, as part of their duty and 
responsibility, to do everything we possibly can to find out whether 
or not that is true. 

And your testimony is that you did not discuss it with anyone. No 
pressure was put on by you or any member of your firm; is that 
correct 4 

Mr. Warner. Yes. sir. You asked me who T discussed it with and 
my answer was that I discussed it with George Brelhmer. 

The CnatrmMan. He was zone commissioner 4 

Mr. W ARNER. Yes, sir. 

The Cuamman. Which inch pe the State of Indiana? 

Mr. W ARNER. That is correct, 

The Cnamman. We are going to i use you now and we will ask 
you to return at 2 o'clock, if you will, please. 

Mr. Dinkins. Mav I have a cota 

The Ciaran. Yes, si 

Mr. Dinkins. eipeiiag to my notes this Essex House project was 
completed about August 15, 1952: is that correct 7 

Mr. Warner. Just about; ves, sir. 

Mr. Dinkins. About what has been the percentage of occupancy 
completion ? 

Mr. Warner. Sir, as of the last rental report, it was full with a 
waiting list. 

Mr. Dinkins. Has there been any default in your mortgage 
payments ? 

Mr. Warner. Absolutely not, sir. Asa matter of fact, Mr. Simon, 
if vou don’t mind, sir—— 

Mr. Srron. This afternoon we are going into the details of each of 
your 13 projects, how much they cost, and how much you got out of 
them, and so forth. What we are trying to do right now is limit. it 
to this oe of pressure on the Essex House. 

The Cramman. Do you have something you wish to place in the 
record ¢ 

Mr. Warner. Well, sir, I had placed in the record in executive ses- 


sion something that we are very proud of, and that was the letter 
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from the First National Bank of Boston, in which it was said that 
the permanent loan had been taken over, and the last paragraph is 
something which is worth more than money, I think: 


I want to express to you my sincere appreciation for the manner in which 
you and Joe carried out this project in spite of the many reverses and delays 
that were encountered during the construction period. I atso want to say that 
in my opinion you have built one of the finest, if not the best, type of apart 
ment house under FHA that I have seen in various trips throughout the coun- 
try. This was only possible because of the tremendous amount of effort and 
forethought you and Joe gave this matter 


The Cuarrman. Who is Joe? 

Mr. Warner. My partner. 
prior to the commencement of the work and I for one believe in giving credit 
where it is due. 

With best personal regards to you both and looking forward to seeing you again 
in person in the very near future, F. W. Clapp 


vice president of the First National Bank of Boston. 

The Cuamman. Would you like that made a part of this record 4 

Mr. Warner. Yes, sir. 

The CHatirMAN. Without objection, the letter from the First Na- 
tional Bank, from Mr. Clapp, to Mr. Warner, dated December 1, 1952, 
will be made a part of the record. 

(The information referred to follows: ) 


THE First NATIONAL BANK OF Boston, 
Boston, Mass., December 1, 1982. 
Mr. Marvin L. WARNER, 
Care of Warner-Kanter Cos., 
1950 Chaucer Drive, Cincinnati, Ohio. 

Dear MArvIN: This is to advise that on Friday, November 28, we assigned 
aud sold your mortgage covering property known as Essex House, Ine., Indian 
apolis, Ind., to the New England Mutual Life Insurance Co. here in Boston and 
they required at the time of transfer that we turn over to them the balance 
of the working capital account which you a few days ago requested that we for- 
ward to you. 

i want to express to you my sincere appreciation for the manner in which you 
and Joe carried out this project in spite of the many reverses and delays that 
were encountered during the construction period. I also want to say that in my 
opinion you have built one of the finest, if not the best, type of apartment house 
under FHA that I have seen in various trips throughout the country. This was 
only possible because of the tremendous amount of effort and forethought you 
and Joe gave this matter prior to the commencement of the work and I for one 
believe in giving credit where it is due. 

With best personal regards to you both and looking forward to seeing you 
again in person in the very near future, 

Very truly yours, 
R. W. Clapp, 
Real Estate Office r 

The CHamman. We will excuse you now until 2 o'clock this after 
noon, 

Our next witness will be Mr. Lewis Bose, attorney for the Warner 
Kanter people, I believe. 

Do you solemnly swear the testimony you are about to give is the 
truth, the whole truth, and nothing but the truth, so help you God ¢ 

Mr. Bosr. I do. 


The Cuarrman,. Thank you, sir. 
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TESTIMONY OF LEWIS BOSE, ESSEX HOUSE, INDIANAPOLIS, IND. 


The Ciaran. Will vou please be seated / 
Will you give your fall name and address and affiliation to the 


reporter tor the record, p| ease % 

Mr. Bose. My name is Lewis C. Bose. My residence is 734 East 73d 
Street. My business affiliation is partner in Cook, Mendenhall & Bose. 
Phe address of the firm is 1052 Consolidated Building, Indianapolis, 


it? 
Tnd. 


— ‘WAREMAN. You were and still are the attorneys for the War- 


/ 


ner-Kanter partnership. I think it is / 


Mr Rosi : Onamatters in and around Indian: apolis. 

The Cuamman. That includes the Essex House / 

Mr. Bosr. Yes, sir. 

The Cramman. When were you employed by them originally ? 

Mr. Bosr. Inthe latter part « f Mareh 1950. 

The Cuamman. And you handled all the matters pertaining to the 
Essex House for them, that had to do with their local matters 4 

Mr. Bose. Yes; together with Mr. James L. Permutt, of Birming- 
ham. 

The CrarrMan. With whom ? 

Mr. Bose. James L. Permutt,of Birmingham, Ala. 

The Cuatmman,. That is a lawyer in Birmingham ¢ 

Mr. Bose. A member of the firm of Sirote, Permutt & Friend. 

The Cuairman. You handled all this company’s local matters / 

Mr. Bosr. That is correct, sir. 

The CHamman. Did you see the Indianapolis Star of Saturday 
morning, September 18 ? 

Mr. Bose. Yes, sir: I did. 

The Cuamman. And it says, among other things: 
sezotiated FHA Essex House loan— 
it first says— 

Capehart’s son's firm linked— 

then it says— 

Negotiated FHA Essex House loan: the law firm which the son of Homer EK. 
Capehart is associated with, to build the Essex House. 

Is that a correct statement ? 

Mr. Bosr. That is incorrect, sir. 

Mr. Simon. Is there any truth to it at all, sir? 

Mr. Bosr. There is no truth to it. This loan was negotiated by 
Warner-Kanter, prior to the time I was hired by them. They did the 
negotiation themselves, and that firm was hired by the First National 
Bank of Boston at a much later date. 

Mr. Sruon. Did that firm have anything whatever to do, the Busch- 
man-Krieg firm, have anything whatever to do with the negotiation 
of the loan? 

Mr. Bose. No, sir. 

Mr. Simon. Did you do locally whatever legal work there was for 
Warner-Kanter ? 

Mr. Bosr. Yes. sir. 
Mr. Simon. What did you have to do with the negotiation ? 
Mr. Bosr. Nothing. 


iv 
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Mr. Simon. That was arranged by Warner and Kanter with this 
lawyer from Birmingham, James L. Permutt; is that correct ¢ 

Mr. Bost. I am not sure even Mr. Permutt had anything to do with 
the negotiation of the loan itself. 

Mr. Sruon. Did you do all of the legal work se the Warner- 
Kanter Co. and the Essex House ae with respect to building this 
building and getting the mortgage, and so “sat that was done 
locally / 

Mr. Bose. That was done locally. I was the only local alwyer they 
had. 

Mr. Simon. You were the only local lawyer in the State of Indiana 
they had? 

Mr. Boss. Yes, sir. 

The CoamMan. Did you attend a meeting on June 15 in Mr. Peters’ 
office Where some 6 or 8 other men attended 4 

Mr. Bose. I did not. 

The Cnairman. It has been alleged here by—I might say, wit- 
nesses before us in executive session, as well as this newspaper story, 
that Mr. Peters objected to this issuing of the commitment, and went 
so far as to say that he would give $1,000 of his own money if he 
didn't have to make it, and that the commitment was increased while he 
was sick and away from the eflice by $300,000. 

Do you have any knowledge whatsoever as the attorney for the 
Warner-Kanter Essex House people concerning that / 

Mr. Boss. No, sir: I do not. 

The Cuamman. You don’t know of anything of your own knowl- 
edge / 

Mr. Bosr. Not of my own knowledge. I never had any conferences 
with Mr. Peters, and was merely introduced to him one morning. 

The Cuarrman. And did you ever hear Mr. Peters state that he 
was opposed to this loan 4 

Mr. Boss. I never did, sir. 

The Cuaiman. But you say you did not see Mr. Peters very 
often? 

Mr. Bosr. I did not. 

The Cuarrman. But you did contact other members of the FHA 
office ? 

Mr. Bosr. I did, sir. 

The Cramman. Your duties in connection with this matter repre- 
senting these people was purely their local attorney 

Mr. Bose. That is correct, sir. 

The Ciramnman. Their ge ner al counsel was in Birmingham 4 

Mr. Bosr. That is correct, 

The Cuamman, Any nouns 

Mr. Simon. No, sir. 

The Cuarrman. Thank you very much, Mr. Bose. 

Our next witness will be Mr. Colvin, A. Leslie Colvin. 

Will you come forward, please, Mr. Colvin ¢ 

Mr. Colvin, will vou please be sworn: 

Do you solemnly swear the testimony you are about to give will be 


the truth, the whole truth, and nothing but the truth, so help you 
God ¢ 


Mr. Corvin. I do. 
The Cuatrman. Thank you, sir. 









2510 FHA INVESTIGATION 


TESTIMONY OF A. LESLIE COLVIN, ESSEX HOUSE, 
INDIANAPOLIS, IND. 


Mr. Simon. Would you give the reporter your full name and ad- 
dress, please ¢ 

Mr. Convex. A Leslie Colvin, 4140 Ruckel Street, Indianapolis. 

Mr. Simon. Mr. Colvin, you are a builder here in Indianapolis? 

Mr. Cotvin. Yes, sir. 

Mr. Simon. Ineariy 1950 did you have a number of conferences with 
Mr. Warner concerning the construction of the Essex House ¢ 

Mr. Couvin. I did. 

Mr. Simon. Lshow you a carbon copy of a letter dated June 7, 1950, 
and ask you if you sent the original of that to Warner-IXanter about 
that date? 

Mr. Coivin. 1 am not sure of that. 
I did. 

Mr. Simon. I show you a letter dated June 9, 1950, addressed to 
Warner-Kanter, and ask you whether you know whether you sent that 
to Warner-Kanter about that date? 

Mr. Contvin. Yes, sir. 

Mr. Simon. Are you certain about that one 4 

Mr. Convrn. Yes, sir. 

Mr. Simon. I show you 2 letter dated June 13, 1950, from you to 
Patrick J. Smith, your lawyer, and ask you if you wrote that letter 
to Mr. Smith on that date / 

Mr. Corvin. I did. 

Mr. Simon. T show you a copy of a letter dated June 9, 1950, from 
Mr. Smith to you, in which he expressed) some concern about the 
legality of this project. Did you receive that letter from Mr. Smith ? 

Mr. Corvin. Yes, sir. 

Mr. Staton. Was the preblem that disturbed you that you knew the 
law provided for mortgages not to exceed 90 percent of the estimated 
cost, and the figures you had showed that this mortgage would be more 
than 100 percent of the estimated cost 4 

Mr. Cotvin. Repeat the first part of the question. 

Mr. Simon. Was the thing that concerned you and caused you to go 
to your lawyer, that you Enew the law provided that the mortgage 

: 


I can’t swear to it. I think 


was not to exceed 90 percent of the estimated cost 

Mr. Corvin. Yes, that was the point. 

Mr. Suon. And the figures you had showed that this mortgage 
would be in excess of 100 percent of the cost ? 

Mr. Convey. That is correct. 

Mr. Simon. That disturbed you? 

Mr. Coivin. Yes. 

Mr. Sraron. Finally, did you call a meeting with Earl Peters, the 
State director ¢ 

Mr. Corvin. Yes, I did. 

Mr. Siaon. What was the date of that meeting, Mr. Colvin? 

Mr. Cotvrin. June 15, I think, 1950. 

Mr. Srron. After the meeting was over did you write him a letter 
confirming the conference in his office that day # 
Mr. Corvin. Yes, sir. 
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Mr. Srmon. I show you a copy of a letter dated June 15 and ask 
you if that is a copy of the letter you wrote Mr. Peters following the 
conference 4 

Mr. Corvin. Yes, sir; that is. 

Mr. Stmon. And in that letter, Mr. Colvin, you give the estimates 
of the breakdown of the cost of construction; is that right? 

Mr. Cotvin. Yes, sir. 

Mr. Suwon. Those estimates total less than the mortgage proceeds, 
and I ask you if those are liberal estimates or very conservative 
estimates 4 

Mr. Cotvin. They were intended to be liberal estimates. 

Mr. Sumon. Was there any reserve for contingencies included? 

Mr. Corvin. Yes. 

Mr. Stmon. How much was that? 

Mr. Cotvin. That is mentioned in the letter, wasn’t it? There is 
some of those letters that make mention of that. 

Mr. Simon. You say in one paragraph: 

This would indicate an excess loan amount to $330,182— 
is that right? 

Mr. Coivin. Read further. 

Mr. Stmon. The next sentence is: 

You explained to us, however, that the amount allocated for architects’ fees 
would be proper to use in this case, and this would deduct from the excess 
$56,000 leaving it at $274,000. I am leaving off the small change. 

If the $100,000 allowance for contingencies included in Essex House, Inc., 
in the trade payment breakdown is valid and approved, it would further reduce 
the excess amount of the loan by $100,000 and leave it at $174,000. 

Mr. Corvin. Which indicates that there was a contingency item 
of $100,000. 

Mr. Simon. Even with the contingency item of $100,000 there was 
still $174,000 surplus ¢ 

Mr. Cotvin. That is right. 

Mr. Simon. Did you tell all that to Mr. Peters at this June 15 
meeting ¢ 

The CHAirMAN. If you will yield 1 minute, I think we had better 
find out who was present at this meeting. 

Do you remember who was present? Let me say your letter states 
that it was yourself, Mr. Paul J. DeVault, Harry Fuller, Mr. Koethe, 
Merritt Harrison, Patrick J. Smith, yourself, and Mr. Peters; is that 
right ? 

Mr. Corvin. I can’t remember any others. 

Senator CareMart. ‘Those are the ones that are present at this meet- 
ing on June 15% 

Mr. Corvin. Yes. 

Mr. Simon. Did you tell Mr. Peters what is confirmed in that letter 
at this meeting ¢ 

Mr. Cotvin. Yes, sir; but perhaps not as effectively or in the same 
order or in the same detail. 

Mr. Simon. Mr. Colvin, as best you can recall it, would you tell 
us What was said at that meeting by as many of the parties there who 
said anything? 
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Mr. Corvin. I don’t remember that very well, except that I remem- 
ber that Mr. Peters stated that he would give $1,000 of his own 
money if that thing could be avoided. 

Mr. Simon. Are you certain, Mr. Colvin, whether that statement 
vas made by Mr. Peters at this meeting, or at some other time? 

Mr. Coivin. No, sir. 

Mr. Simon. But you are certain he made the statement to you? 

Mr. Corvin. I am absolutely certain of that. 

The Cuamman. You are certain he made the statement, but not cer- 
tain he made it at this meeting ? 

Mr. Corvin. I can’t remember that. 

Mr. Stuon. You also included with this letter that you wrote to Mr. 
Peters on June 15a copy of the letter you had written Warner-Kanter 
on June 9 giving this breakdown ? 

Mr. Cotvin. Yes. 

Mr. Simon. And did you ultimately decide not to go ahead with this 
project because you were disturbed about this legal problem ? 

Mr. Convix. T had been disturbed about the legal problem for a 
considerable period of time. T had the feeling that if FHA were ap- 
prised of the excess amount of the loan, and approved it, that we could 
safely go ahead, but as the matter developed Mr. Smith, I think, called 
Washington and asked the FILA officials, and we did not get a satis- 
a, reply. 

The Cnatmman. Did Mr. Smith report to you that he asked Mr. 
Powell in Washington, or some other high official, to give him an opin- 
ion in writing that it was legal ? 

Mr. Corvin. Tam not clear on that. 

Mr. Simon. Do you recall Mr. Peters said at this meeting that “it 
looks like everybody has something in here except the sponsors” ? 

Mr. Corvin. Yes, I can remember that one. 

Mr. Simon. Have you stated it as he said it, or is it somewhat differ- 
ent / 

Mr. Corvin. That is the sense of it. 

Mr. Strwon. Can you give me your recollection of the words he 
used ¢ 

Mr. Cotvin. That is as near as I can state it. 

Mr. Stuon. Was anything said at that meeting ? 

Mr. Cotvrx. Many things. I don’t remember those things. 

Mr. Struon. Do you remember anything else that was said? 

The CHirrman. Put it this way: Was Mr. Peters concerned about 
this commitment ? 

Mr. Corvin. He seemed to be very much concerned. 

The Cuatrman. Did he state to you at some time, either this meet- 
ing or at another time, that someone in his absence had increased the 
amount by $300,000 ¢ 

Mr. Cotvtn. No, he never said that to me. 

The CHarrmMan. But he did say to you that he would give $1,000 if 
he didn’t have to go through with it? 

Mr. Conivrn. Yes, sir. 

The Cuamman. Did he tell you who it was—keep in mind that he 
was the State director, and he had the right to turn this down or ap- 
prove it; I presume people in Washington could have said, “Either you 
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put it through or we will fire you and get rid of you.” He could have 
lost his job over it, but he had authority to either accept or reject: it. 
You have testified to others in executive session that he did not like it. 
Why didn’t he turn it down? Did he tell you. 

Mr. Corvin. No: he did not. 

His attitude indicated—I would have to be speculating—— 

The CuarrmMan. You tell us, vou have testified he said he would 
eive $1,000 if he didn’t have to approve the commitment. He must 
have had some good reason, 

Mr. Corvin. I deduced from that that he was under pressure from 
some source that perhaps could control his actions. 

The CrarrMan. Did you ever hear him or anyone else say from 
where that pressure came / 

Mr. Cotvin. No. 

The Cuarman. Was the pressure from Indiana or Washington, 
or both? 

Mr. Corvin. I don’t know where that came from. 

The CuatrmMan. Do you have the slightest idea who was putting 

this pressure 4 

Mr. Corvin. No: I do not. 

The Cramman. This newspaper article likewise states that— 
the Jaw firm in which the son of Senator Homer E. Capehart is affiliated was 
disclosed yesterday as the one which negotiated the loan to build the Essex 
llouse, 

Is that true? 

Mr. Couvin. No, sir 

Mr. Simon. Is it in any way true 

Mr. Corvin. Not in the vlinhtest. 

Mr. Srwon. Any basis for the statement ? 

Mr. Cotvixn. Well—— 

Mr. Suwon. Was there any part of it—— 

Mr. Cotvrn. I would say any basis of it was political prejudice. 

Mr. Stwon. Thank vou, sir. 

Mr. Corvin. And a desire to hurt the Senator. 

Mr. Simon. But no basis for it, in fact ? 

Mr. Cotvin. None in fact: no, sir. 

Mr. Simon. Thank you, sir. 

The Cuairman. You can’t remember, Mr. Colvin, the names of 
anyone whom you felt, or whom Mr. Peters felt, was putting pressure 
upon him’ This is a pretty serious allegation, of course, that he was 
forced to do this, because—— 

Mr. Corvin. Senator, I have ideas on the subject, but I don’t believe 
[am permitted to say that. I don’t have any facts. 

The Cuamman. In other words, vou would say you would feel—— 

Mr. Corvin. I do not have any facts. 

The CrairMan. In other words, you do not have any facts of your 
own knowledge? 

Mr. Convin. No. 

The Cuarrman. Thank you very much, unless there are some furthe1 
questions. 
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Thank you, Mr. Colvin. 

Mr. James Swan, formerly with the FHA Indianapolis office. 

Mr. Swan, will you be sworn, please 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help. you God? 


TESTIMONY OF JAMES F. SWAN, ESSEX HOUSE, INDIANAPOLIS, IND. 


Mr. Swan. Yes, sir. 

The CnatrMan. Thank you. 

Will you be seated and please give your name and address to the 
reporter ¢ 

Mr. Swan. James F. Swan, 3!77 East 42d Street. 

Mr. Simon. Mr. Swen, in January and February of 1950, were you 
the acting chief valuator ? 

Mr. Swan. No, sir. Iwas the acting valuator, not the acting chief 
valuator. 

Mr. Seon. Is there a chief valuator ? 

Mr. Swan. Yes, sir. 

Mr. Suwon. You were just acting valuator ? 

Mr. Swan. That is correct. 

Mr. Simon. As acting valuator did you approve the project analysis 
for the Essex House? 

Mr. Swan. As I recall, I did. 

Mr. Sruon. Well, I show you the original project analysis and ask 
you if that is your signature / 

Mr. Swan. Yes. 

Mr. Simon. I show you the amended project analysis, and ask if 
that is your signature / 

Mr. Swan. Yes, sir. 

Mr. Sion. You approved them both, then ? 

Mr. Swan. Yes, sir. 

Mr. Stmon. Was there any pressure put on you by anybody to 
approve them ? 

Mr. Swan. No, sir. 

Mr. Srwwon. Were you very close to Mr. Peters at that time? 

Mr. Swan. Reasonably so, as close as anyone would be in his employ. 

Mr. Srwon. Did he ever communicate to you a desire to have the 
project turned down? 

Mr. Swan. Yes, sir. 

Mr. Srmon. And when and how? 

Mr. Swan. I wouldn’t recall any exact or specific time. I did 
know that he opposed the project. 

Mr. Simon. Did he ever discuss the project with you? 

Mr. Swan. Yes, sir. 

Mr. Stwon. When? 

Mr. Swan. I don’t recall the time. 

Mr. Simon. Let me refresh your recollection by calling your atten- 
tion to the fact the application was filed January 19, 1950, and the 
original commitment was issued February 28, 1950. 

Mr. Swan. I would say it would be between that time. 

Mr. Simon. Of course, it would have to be. 

Mr. Swan. During the processing time: yes, sir. 

Mr. Simon. Could you fix it any closer than that 2 
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Mr. Swan. No, sir; I could not. 

Mr. Suwon. Was it in a conversation over the telephone or face to 
face ¢ 

Mr. Swan. No, sir; face to face. 

Mr. Sron. Where ? 

Mr. Swan. In his office. 

Mr. Sion. What, did he tell you ? 

Mr. Swan. I don’t recall exactly what his words were. I knew that 
he was bitter iy opposed to the project, did not want it to go through, 

Mr. Stmon. Did he tell you why he was opposed to it ? 

Mr. Swan. He told—in the first place, he thought in the first place 
we did not. need the units that Essex House would provide in the city 
of Indianapolis. 

Mr. Simon. Do you mean by that you didn’t need rental housing 
inits, or one-room furnished apartments ? 

Mr. Swan. We did not need efficiency apartments in the city of 
licianapolis, ‘That we had already approved several other projects 
vhich had efficiency apartments in them, and that we did not need any 
further. 

Mr. Sruon. Is there any other reason he gave you for being against 
te 

Mr. Swan. No, sir. 

Mr. Sion. ‘That was his only reason 

Mr. Swan. That was his primary reason, that T recall. 

Mr. Simon. Now, you, knowing he was against it, signed the project 
analysis ¢ 

Mr. Swan. Yes, sir. 

Mr. Simon. And he, whom you say was against it, signed the com- 
mnitment / 

Mr. Swan. Yes, sir. 

Mr. Stmuon. Do you know any reason why you both approved this 
in spite of the fact that the State director was against it? 

Mr. Swan. Sir, this is strictly hearsay. 

Mr. Simon. Tell us who told you? 

Mr. Swan. I don’t recall who would have made the statement to 
me, SIP. 

Mr. Siuon. Was it made in the office ? 

Mr. Swan. Yes, sir; | would say. 

Mr. Siwon. By one of the FHA employees? 

Mr. Swan. Yes, sir. 

Mr. Stwon. What was the reason given ? 

Mr. Swan. The reason given was that there was being pressure ap- 
plied from Washington on Mr. Peters. 

Mr. Simon. By whom in Washington ? 

Mr. Swan. It was rumored, sir—this is strictly rumor—Senator 
Sparkman. 

The Cuarrman. What? 

Mr. Swan. Senator Sparkman. 

Mr. Simon. Who told you that ? 

Mr. Swan. I don’t recall who it was. 

Mr. Simon. Was that common knowledge in the office ? 

Mr. Swan. I would say it was common knowledge in the office, 
among those who had anything to do with Essex House. 

Mr. Sruon. Who were the people who had something to do with it ? 
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Mr. a iw. Theassistant State director. 
Mr. Simon. Mr. Barnett 4 


Mr. Sw AN. Mr. Barnett; the chief underwriter, Mr. Joseph Bur- 
geur; the chief valuator; Mr. Lawrence Ashoff; and the chief architect, 


Mr. Sam Ruble. 

Mr. Simon. Well, now, were you subjected to that pressure / 

Mr. Swan. No,sir; inno way. 

Mr. Simon. Why did you sign the project analysis ? 

Mr. Swan. It was just a matter of our processing course, that is all. 

Mr. Sion. Didn't you exercise any discretion in signing the project 
analysis ¢ 

Mr. Swan. Sir, I exercised my discretion in another way. 

Mr. Stmon. How ? 

Mr. Swan. I don’t know whether it is in your file or not, but there 
is an architectural report which I signed, form No, 2411, which is the 
report to the review committee in which I stated my objections to the 
project. 

Mr. Sraon. What did you say were your objections / 

The CuHaimMan. Where can we secure that report? Do we have that 
report ¢ 

Mr. Stmon. No, sir. 

The Cuairman. Where can we secure that report ? 

Mr. Swan. I don’t know unless it is in the files. 

The CHatmrman. Would it be in the FHA files here ? 

Mr. Swan. I hope it would be. 

The Cuamman. I request that any FILA, local FHA officials, if 
they are here, Mr. Ww iliams, will you secure that letter and bring it 
here this afternoon / 

Mr. Simon. Could you give us the number of that form again ? 

Mr. Swan. 2411. 

Mr. WitutiuaMs. [f it is in the file I will get it. 

Mr. Srwon. Is it in the file, Mr. Williams? 

Mr. Wititams. I couldn't say. 

Mr. Sruon. He says it is form 2411, and it would be dated prior to 
the date of the project analysis ? 

Mr. Swan. Yes. 

Mr. Sruon. That. is February 20? 

Mr. Swan. Yes, sir. 

Mr. Simon. What did it say ? 

Mr. Swan. I don’t recall exactly what I did state. I do recall I had 
objections to the project and set them forth there. 

Mr. Srwon. What is the substance of the objections you gave ? 

Mr. Swan. They involved architectural matters, compliance with 
the minimum property requirements, compliance with the State code. 

Mr. Simon. Why would you approve a project analysis, Mr. Swan, 
if you hs _ objections to it ? 

Mr. Swan. I had set forth my approval as the acting valuator. I 
set forth my disapproval of the project, not exactly disapproval, but at 
least the objections to it, as the acting chief architect. 

The CHairman. In other words, you called attention to the author- 
ities your reasons for disapproving it ? 


Mr. Swan. That is correct. I did not disapprove it, Senator. I set 
forth my objections. 
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The Cuamman. You set forth objections as to why you thought it 
should not be approved. Then if they cared to approve it that was 


‘heir business, not yours; is that your position 4 


Mr. Swan. That is right. 

Mr. Suwon. Isn't the chief valuator the superior of the chief archi- 
tect ¢ 

Mr. Swan. No, sir: I don’t believe he is. 

Mr. Suwon. In your capacity as chief architeet-—— 

Mr. Swan. I was assistant chief. 

Mr. Simon. In your capacity as assistant chief architect you gave 
your objections ? 

Mr. Swan. Yes, sir. 

Mr. Sion. In your capacity as chief valuator you approved it / 

Mr. Swan. I was not chief valu: itor, acting valuator. 

Mr. Simon. In your capacity as acting valuator you approved it ? 

Mr. Swan. Yes. 

Mr. Suwon. Why would you in one capacity voice objections and in 
nother capacity approve it? 

Mr. Swan. Sir, in each capacity I had responsibilities to be gov- 
erned by. 

Mr. Stwon. ‘They were different ? 

Mr. Swan. Yes, sir. 

Mr. Simon. Was there any pressure on you in your capacity as 
acting valuator to 5 e this? 

Mr. Swan. No, sir: none whatsoever. 

Mr. Simon. Wasn't Mr. Peters in Florida a part of this time? 

Mr. Swan. I understand he was. I recall that he was 

Mr. Simon. At the time you spoke to him you were in his office? 

Mr. Swan. Yes, sir. 

Mr. Suwon. Now, there has been testimony here this morning by 
Mr. Barnett that Mr. Lippman carried a message from Florida from 
Mr. Peters to find a way to disapprove it. Did that word also come 
to you? 

Mr. Swan. I have no knowledge of that whatsoever. 

Mr. Simon. Did Mr. Lippman ever tell you that? 

Mr. Swan. No, sir. 

Mr. Smon. You are now employed by his company, aren’t you? 

Mr. Swan. That is correct. 

The Ciramman. Is it strictly 100 percent hearsay that Senator 
Sparkman had anything to do with this? 

Mr. Swan. As far as I know, Senator; yes, sir. 

The Carman. Where did you get the name? 

Mr. Swan. As I recall. Senator, it was just common rumor about 
the office. 

The CrrarrMan. It was common gossip around the office? 

Mr. Swan. Yes, sir. 

The Ciarrman. That the pressure was coming from Senator Spark- 
man ? 

Mr. Swan. Yes, sir. 

The Crratrman. You do not know that of your own accord? 

Mr. Swan. No, sir. 

Mr. Simon. Are you saying unequivocally there was no pressure on 
you? 

Mr. Swan. None whatsoever. 
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Mr. Simon. Did Mr. Glick have any interest in this project one way 
or the other ? 

Mr. Swan. Not to my knowledge. 

Mr. Sturon. You don’t know of it 7 

Mr. Swan. No. 

Mr. Simon. Thank you. 

Mr. Dinkins. I have a question. 

The Ciairman. You may proceed. 

Mr. Dixnxins. Mr. Swan, I understand the commitment was ap- 
proved in this case in February 1950; is that correct ? 

Mr. Swan. I do not know the exact date, sir 

Mr. Dinkins. Some time in the early part of 1950? 

Mr. Swan. Yes, sir. 

Mr. Dinkins. Then these rumors you are referring to involving 
Senator Sparkman, they are all in excess of 4 years old, are they ? 

Mr. Swan. Yes, sir. 

Mr. Dinkins. And none of that comes within your personal know] 
edge / 

Mr. Swan. None within my personal knowledge. 

Mr. Dinkins. Can you cite any one instance of your personal know!]- 
edge in which any influence or pressure was exercised by Senator 
Sparkman ? 

Mr. Swan. No, sir: I cannot. 

The Cratmman. If there are no more questions, thank you very 
much. Mr. Swan. 

Our next witness will be Mr. Robert Fleming, of Fort Wayne. 

Mr. Fleming, will you please come forward. 

Mr. Fleming, will you be sworn: 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God ¢ 


TESTIMONY OF ROBERT FLEMING, ESSEX HOUSE, 
INDIANAPOLIS, IND. 


Mr. Fiemine. I do. 

The Cnamman. Please be seated and give your name and address. 

Mr. Fueming. My name is Robert Fleming, 1520 Forest Park Boule- 
vard, Fort Wayne, Ind., attorney. 

Mr. Stuon. You are 1 son-in-law of the late R. Earl Peters? 

Mr. Fiemine. Yes, s 

Mr. Stmon. Do you a your wife have possession of his personal 
records? 

Mr. Fiemine. What personal records he has, ves. 

Mr. Simon. At the request of this committee have you searched those 
records in the last day or two to see whether there are any personal 
records of Mr. Peters indicating why he did or didn’t approve Essex 
House project ? 

Mr. Fiemine. We have searched the records: ves, sir. 

Mr. Stwon. Have you found any such records? 

Mr. Fieminc. We have not. 

Mr. Srwon. Did you have any discussions with Mr. Peters with re- 
spect to the Essex House project during the time the application 
was pending? 


Mr. Fremrne. Yes, I did. 


>» 
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Mr. Simon. Will you tell us what those discussions were, what he 
said to you? 

Mr. I'temina. As I recall back in the early part of 1950, Mr. Peters 
was recovering from a gall bladder oper ation, and he had gone to 
Florida to redeem his health. I was in Florida to visit him, along 
with my wife, and he was very much upset about the Essex House 
applications. 

Mr. Srmon. What did he say to you? 

Mr. Fieminc. Well, I don’t recall his words just exactly. 

Mr. Simon. Your best recollection of what he said, Mr. Fleming. 

Mr. Furmine. He said that there had been either two or three young 
fellows come in from the State of Alabama that were seeking to trade 
an FHA commitment; that they had been to see him, and that as far 
as he could determine from an investigation of their background that 
they had nothing at all to substantiate or make a feasible FILA 
operation. 

Mr. Simon. Anything else you can recall he said? 

Mr. Fremine. He further said that he would do anything that he 
possib lv could to prevent them obt: aining an FELA commitment in the 
state of Indiana. 

Mr. Stuon. Now, Mr. Fleming, he did, on February 28, 1950, sign 
this commitment. Do you — why he signed it if he was against it? 

Mr. Fiemine. I do not, si 

Mr. Simon. Was there any pressure put on him to sign it? 

Mr. Fiemine. I think that there was: ves. 

Mr. Stwon. Did he ever tell you where the pressure came from ? 

Mr. FLemina. He said it, came from the State of Alabama and from 
Washington, D.C. 

Mr. Simon. Did he tell vou who in Washington or who in Alabama 4 

Mr. Fremine. Not that I recall; no, sir. 

Mr. Simon. Anything else Mr. Peters ever said to vou about why 
he said he signed a commitment which he opposed ¢ 

Mr. Freminc. He never mentioned signing the commitment to me. 

Mr. Stmon. Do you know his signature ¢ 

Mr. Fiemina. No, sir. 

Mr. Suwon. I show you the original commitment and ask you if 
that is his signature ¢ 

Mr. Fiemine. It appears to be so; yes. 

The Cuamman. Do you feel he signed that commitment against 
his own best judgment and against his own best wishes, against his 
will? 

Mr. Fieminc. The only thing I can say, sir, from what he told me, 
I don’t think that he would have ever ua the commitment 

The CHairnman. I don’t think there is any question but what he did 
sign if. 

It. has been alleged by witnesses in executive session, and also alleged 
in the Saturday morning issue of the Indianapolis Star. that the ree 
ords of the late R. Earl Peters, FHA director of the State, are ex- 
pected to reveal many of the details on the Essex House, including 
the charge by Peters that somebody arbitrarily boosted the estimated 
cost $300,000 while he was sick and absent from his office, and that 
he would give $1,000 if he didn’t have to go through with this com 
mitment. 
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Have you been able to find anything in his records that would be 
proof, that would help us in this investigation / 

Mr. Fiemine. No, sir: Ihave not. 

The Cuairman. We have testimony here now that Mr. Peters op- 
posed this matter. Yet they went through \ ith rt. And the testimony 
has been that someone put the pressure on him and forced him to 
do it. Very frankly, we are trying to find out who that person or 
persons Was that forced Mr. Peters to sign this ap plication, 

Can you find anything in his personal records or personal belong- 
Ings that Inany way would help us in this matter ¢ 

Mr. Fiemine. _ No, sir: because all—as I recall when he was dis- 
charged and returned from W ashington to Indianapolis, that all the 
FHA files had sai n padloe ked. 

The CHAmMan, — been what? 

Mr. FLrmMina. eo ween padlocked. 

The Ciamman. And you feel there might be some files that you do 
not have 4 

Mr. Freming. Undoubtedly, some place. 

Mr. Stuon. Those would be the regular FILA files ? 

Mr. Fuemine. That is right, and some of his personal files; yes. 

The Cuamman. But Mr. Peters did tell you on one or more occa- 
sions that he was opposed to this commitment; that some young 
fellows came in hag eee Alabama, that he did not like their appearance, 
he didn’t like it, but he did not tell you who it was that eventually 
forced him to oe the commitment ¢ 

Mr. Fiemine. He not only told me but he told my wife and his wife. 

The Cuairman. Thank you very much, unless there are further 
questions. 

The next witness will be Mr. Paul DeVault, attorney with Busch- 
mann, Krieg, DeVault & Alexander. 

Mr. DeVault, will you be sworn: 

Do vou solemnly swear the testimony vou are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God ? 


TESTIMONY OF PAUL DeVAULT, ESSEX HOUSE, INDIANAPOLIS, IND. 
Mr. DeVatutr. Yes, sir. 


The Ciatrman. Please be seated. 

Mr. Srmon. Mr. DeVault, will you give your full name and address 
to the reporter / 

Mr. DeVauvr. My name is Paul J. DeVault. My business address 
is 900 Circle Tower, [ndianapolis, Dud. 

Mr. Siaon, Are you a partner in the law firm of Buschmann, Krieg, 
DeVault & Alexander / 

Mr. DeVauvr. I am, sir. 

Mr. Simon. Did you or that firm ever represent Warner-Kanter, 
Essex House, or anybody else, in negotiating for an FILA loan on 
this pro] ect ¢ 

Mr. DeVatir. No, sit 

Mr. Sion. Did vou or your firm ever have any connection with 
the project, this Essex House project, other than to represent the 
Indiana National Bank for a short time, and later the First National 
Bank of Boston ? 


Mr. DeVautr. None whatsoever. 


- 
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Mr. Simon. Was the concern of your two chents at any time any- 
hing other than seeing to it that the proper papers were signed 1 
order tor them to get back the moines they would advance 2 

Mr. DeVacurr. That was our only concern. Our firm wis employed 
to see that the loan was closed in accordance with the FHA commit- 
ment requirements. 

Mr. Siaonx. In order that your client could get back the money 
they were advancing ¢ 

Mir. DeVacur. That is correct, in order to ascertain that the loan 
was closed in strict compliance with the FILA requirements. 

Mr. Saison. Had the commitment been issued by FILA before you 
or your law firm got into the picture 

Mr. DEV AULT. Yes, SID. The connmnitment had been issued orig- 
inally on February 28, 1950. As [ recall, it was amended on March 
YT of that vear. [was called into the case in May of 195+ 

Mr. Simon. By whom 4 

Mr. DeVacrir. I was asked by William P. Flynn, who is now presi- 
dent of the Indiana National Bank, 1f IT would represent his bank, 
and certaim other banks who intended to participate, to represent 
them in the closing of their loan, according to the commitment. 

Mr. Simon. Did you in any way participate in any negotiations 
to vet the ee nt from FEA / 

Mr. DeVaurr. I did not. I didn’t even know it was being nego- 
tiated. 

Mr. Simon. Did Earl Capehart in any way have anything to do 
with this project ? 

Mr. DeVactr. No, sir: he did not at any time. 

Mr. Srwon. When did he join your law firm 4 

Mr. DeVatur. It is my recollection that Earl came to our office in 
about October of LOAS. 

Mr. Simon, What were his duties in the summer of 19504 

Mr. DeVavucr. In the summer of 1950 he was engaging in the gen- 
eral practice, un ule 1 the supervision of his seniors in the office. 

The Ciramman. Was he a partner / 

Mr. DeVavtr. No. At that time he was not a partner in the tech- 
nical sense. He was an emplovee. 

Mr. Simon. Did he have anything at all to do with this project 


Mr. DeVautr. No. He had nothing to do with it. 

The CirarrnMman. Mr. DeVault, did you attend a meeting on June 
15 in Mr. Peters’ office where some 4 or 5 other at? ‘men were pres- 
sent, including Mr. Smith, Mr. Koethe, attorney of Indianapolis— 
where Mr. Colvin was present, Mr. Harry Fuller of the Indiana Na- 
tional Bank, Mr. Merritt Harrison, an architect. Mr. Patrick J. 
Smith, an attorney, and Mr. Koethe, an attorney / 

Mr. D1 Vaurr. I not or nly attended it, Se nator: | insisted it be held. 

The Cuatrman. You insisted it be held 4 

Mr. DrVaucr. Yes, sir. 

The CuatmrmMan. And these gentlemen I just named were present 4 

Mr. DeVaurr. Yes. It is my sentido. that thev were. 

The CratrmMan. It has been alleged by the ne Wspaper that at that 
meeting Mr. Peters stated that someone, while he was sick and absent, 
had increased the commitment, the Essex House commitment, by some 


$300,000, Do you remember any suc ‘+h conversation / 


Mr. DeVauvr. I do not. 
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The CuatrMan. You do not remember any such conversation ? 

Mr. DeVavurir. He did not make any such statement. As a matter 
of fact. there had been ~ = hh inenssee. 

The CrarrmMan. It is further »lHeged that Mr. Peters at that meet- 
Ing stated that he would give $1,000 of his own money if he did not 
to go through with this deal. Do you remember any such conversa- 
tion ? 

Mr. DeVauir. He did not make any such statement in my 
presence, 

Mr. Simon. Did he indicate in your presence whether he was for 

, 


the deal or a@ainst it 7 


Mr. DeVauvr. He indicated definitely in my presence at some 
ime—I dont recall definitely whether it was at this meeting or 
another time in his office, but he did indicate to me that he had certain 
reservations as to the economic feasibility of the project in Indianap- 
olis. 

Mr. Simon. Did he ever say anything to indicate pressure had 
been put on him? 

Mr. DeVautr. No, he did not, not to me. 

Mr. Srwon. But he did say he had misgivings about it? 

Mr. DeVavtr. Yes. I recall he mentioned : specifically that he felt 
the building ought to have an additional elevator. He felt—I believe 
there are two elevators in the building. He felt that those were 
inadequate for the number of tenants that were contemplated. 

Mr. Simon. Mr. DeVault, you are familiar with the legal problem 
Mr. Smith raised as to the legality of the loan? 

Mr. DeVavur. Yes, I am. 

Mr. Sraon. In those discussions did you oppose his position or 
support his position, or maintain a neutr ality to find out what FHA 
was going to rule? 

Mr. DeVautr. My immediate reaction was that if he and Mr. Colvin 
had information indicating that the cost was below the estimated cost 
of FHA, those facts should be brought to the attention of Mr. Peters. 
As Mr. Colvin testified here this morning, if there was any loan made 
under this commitment we wanted it to be made with full knowledge 
on the part of FHA as to the misgivings of a builder of Mr. Colvin’s 
standing in the community. 

Mr. Simon. You didn’t oppose Mr. Smith’s position ? 

Mr. DeVavur. I took an open-minded position on it. T said that 
as far as I was concerned, I was employed to see that a valid FHA com- 
mitment existed, and that the loan was closed accordingly. 

I will say I am sympathetic with his position. I appreciate his 
standing as a lawyer here, and immediately—— 

The Cuatrman. Did you advise the Indiana National Bank not to 
participate or did they ask your opinion ? 

Mr. DeVautr. They asked my opinion, all the way through these 
developments. I must point out, Senator, that there were three dis- 
appointments in our working toward a closing of this loan, which 
prompted the ultimate decision of the Indiana National Bank. 

A closing had been asked by the sponsors, as I recall it, for June 16, 
1950, so we got our papers together, working day and night toward 
a closing at that time. Then Mr. Colvin and Mr. Smith brought these 
matters to our attention 2 or 3d: ivs prior to that date. Thereupon I 
told the bank that as long as there was any question as to the purchase 
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of the lands, furnishing of the equity money, we could not continue 
toward a closing, and when, on the 16th of June, these people did not 
ave the land purchased, and did not have their $53,000 working 

apital deposit on hand, I told the bank that under the cireumstances 
there could not be a closing. 

The Cuamman. You told the Indiana National Bank? 

Mr. DeVauuir. Yes, sir. 

Mr. Strmon. Did the First National Bank of Boston ever ask your 
: idvice as to whether they should go ahead with the project ? 
ye Mr. DeVauur. No. they did not. They were fully advised of every- 
thing that transpired here, and they took the position that if FILA, 
ith full knowledge of all these facts, would stand on ine commiit- 
nent, and would insure every advance, they would be willing to go 
long. 

Mr. Suwon. As I understand it, your firm represents the Indiana 
Bank in many matters; is that right? 

DeVautr. The Indiana National Bank ? 

Mr. Srmon. Yes. 

Mr. DeVavutr. I wouldn't say so. We are called upon from time to 
time to represent them. They have other counsel. 

Mr. Strwon. What I mean was that the First National Bank of 
Boston hired you solely in this ease? 

Mr. DeVautr. That is right. 

Mr. Simon. And so far as you know did they rely on Boston counsel 
to advise them ig ree they wanted to go ahead with this or not? 

Mr. DeVautr. I don’t know. They had some mighty good men in 
their department there, and they had considerable experience in sec- 
tion 608 loans. 

Mr. Simon. At any rate, they didn’t ask your advice whether they 
should go ahead or not? 

Mr. DeVauur. No, sir. They told me to see it was closed according 
to the commitment. which I did. 

The Cram an. If there are no further questions, thank you very 
much, Mr. DeVault. 
ly Our next witness will be Mr. Patrick J. Smith, attorney, of India- 
napolis. 

Mr. Smith, will you be sworn: 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so he Ip. you God ? 





TESTIMONY OF PATRICK J. SMITH, ESSEX HOUSE, 
INDIANAPOLIS, IND. 
‘ Mr. Shiri. I do. 
Mr. Staon. Mr. Smith, will you give the reporter your full name 
and address ¢ 

Mr. Siri. Patrick J. Smith, 5688 Central Avenue, Indianapolis, 
Ind., 1,000 Circle Tower, Indianapolis. 

Mr. Srwon. You are a partner in the firm of Thompson, O’Neal & 
Smith ¢ 

Mr. Siri. Yes, sir. 

Mr. Stwon. In 1950 you Sra ed Mr. Leshe Colvin in connec- 
tion witha proposed contract for the construction of the Essex House ? 

Mr. Smiru. Yes, sir. 
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Mr. Sivon. 1 show you a pt iotostiut COPY of a letter dated June 9 
1950, and ask you if you gave that opinion to Mir. Colvin 4 

Mr. Siri. Yes. i remember Yes, sir. 

Mr. Staton. Tiad he nents either orally or in writing advised 
you that his information was that the total cost of this } ohana would 
be less than the mortgage conunitment 4 

Mr. Sacirn. Yes, si 

Mr. Simon. And on that basis you reached the conclusion that ther 
was some doubt as to the legality of the project ¢ 

Mr. Suir. Yes. sir. On June 6 he brought me his whole file with 
all of his Compu it ie Hs, mchy Ging the rey roduction cost of the prop 
erty, all the fees that were anticipated to be paid, the cost of the 
land, and his upset price, his cost price, and upset price on the actual 
construction. 

Mr. Simon. By upset price, you mean 

Mr. Siri. Guaranteed price. 

Mr. Simon. The figure at which he guaranteed it wouldn't go 
beyond that price? 

Mr. er Yes, sir. 

Mr. Simon. As a result of your meetings, was there ultimately a 
meeting in the office of Earl Peters on the 15th day of June? 

Mr. Smirnu. Yes, sir ’ 

Mr. Simon. Will you tell us as best you can recall what was said at 
that meeting ¢ 

Mr. Smirit. I made some notes at the time of the meeting, in long- 
hand, which I have here with me now. 

Mr. Simon. You wrote those during the meeting? 

Mr. Smiru. [wrote those during the meeting at the time the meeting 
was in progress: 

The meeting convened at 3 p.m. on June 15, 1950, in the FHA office. Present 
at that meeting were Mr. Peters, Mr. DeVault, Mr. Colvin, I, Shubrick Koethe, 
a Mr. Harrison, and Mr. Fuller. 

Mr. Simon. Will you tell us as best you can what was said ? 

Mr. SMmiru. ‘The figures were given to Mr. Peters relative to the 
cost of the building and the working capital. 

Mr. Simon. Are those the figures that are contained in the letter 
which Mr. Colvin sent to Mr. Peters later that day and a copy of 
which I hand you? 

Mr. Smiru. Yes, sir. These figures were the figures that were dis- 
cussed. They were read from files in the possession of Mr. Colvin 
at the meeting, and the letter, I might say, which is dated June 15, 
1950, was written that afternoon after the meeting had adjourned, and 
it was a mere confirmatory letter to fix the fact that these figures 
had been disclosed in respect of the meeting, and I might add that 
supplementing Mr. DeVault’s testimony he and I had t: alked the night 
before, and he said, “Well, if you have such figures I think the thing 
to do is to disclose them and I am for a meeting.” 

I notified Mr. Colvin, and if I remember correctly it was Mr. Colvin 
who insisted the meeting be held, and we had some difliculty getting 
it until 3 that afternoon. 

The CHaAirnman. In other words, you and Mr. Colvin and Mr. 
DeVault were anxious that Mr. Peters know these figures ? 
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Mr. Smiru. Not only anxious Senator, but we were insisting they 
know those figures, and we were not going to move until those figures 
were disclosed. 

The Cuairman. You did have the meeting, you did give him the 
figures ¢ 
Mr. Smirnu. We did give him the figures. 

At that same meeting, at the outset, the letter of Mr. Colvin, dated 
June 9, 1950, addressed to either Warner-Kanter or Mr. Warner 

Mr. Sruon. I show you a copy of a letter and ask you if that is the 

ie you refer to? 

Mr. Smirn. This is it. 

Mir. Simon. And the record is that that was sent to Washington 

y Mr. Peters on June 19, 1950, in the letter that he wrote to the zone 
ommissioner ¢ 

Mr. Smiru. That letter was handed to Mr. Peters. At that time 
Mr. Peters said—it was given to him and he sat at his desk and read 

e letter. I have this note: 

Mr. Peters wants to take letter home. Veters said he was in Washington 
ast week and this deal was discussed. Also said he wanted to talk to Wash- 

gton about - Peters told that Warner-Kanter had only $11,000 plus in the 

nd. Mr. Colvin said that the trade payment breakdown— 
the brea mo was then brought in, Mr. Peters pushed a button and 
lady by the name of either Miss Me ‘Carthy or Miss McCarty came 
nto the room and was asked for the file. The breakdown figures were 
brought in. At that discussion it was pointed out that the breakdown 
5 8100,000 above the actual cost, making all assumptions for all con- 
ngencies, including a contingency which I believe was $100,000 or 
$125,000 for labor, work stoppage, Government priority on material, 
or any other such contingency, which I believe was to be added to the 
upset price of $3,045,000. That was the only leeway. 

Mr. Peters then said, and I have this marked in a direct quote in 
mv notes: 

We have to be sure there is a full 10 percent equity in sponsors. 

The Cuaimman. Meaning by that they put 10 percent of their own 
money in 

Mr. Smrri. Yes, sir; that is the sponsors have to have 10 percent 
under section 608. 

Mr. Simon. That was because the law said the mortgage couldn't 
be more than 90 percent of the estimated cost ? 

Mr. Smrvriu. The law under which the commitment was made; yes, 
ir; said FHA could guarantee up to 90 percent, and at the Congress 
preceding that it had been amended to limit it to 80 percent. 

Mr. Simon. That 80 percent limitation didn’t apply after March 1. 

Mr. Smiru. It did not. That is why the pressure was on everybody 
to get this thine done. 

Mr. Stwon. It had to be approved by February 28 or the higher 
equity limitations would have applied. 

Mr. Saari. As I understand it; yes, sir. 

Then Mr. Peters made this statement. I do not have this in quota- 
tions, but I will read it just as I have it: 


Cost of this project was raised arbitrarily $300,000 during time Peters was 
ill—he stated this. 


I do not have it in quotes. 
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Mr. Siaonx. Do you know whether that is so, whether there ever was 
an increase in cost / 

Mr. Suri. T know only what he said, s 

Mr. Simon. The only thing the file show dl} is a $94,000 increase. 

Mr. Smiru. I know nothing about it. All I know is what he said. 

Then he said, and this Talso have in direct quotes: 


It looks like everybody has something in this project except the Sponsor. 


This was further discussed, and then he made this statement which 
I also have in direct quotes: 

I would give 51,000 of my own money if this deal didn’t have to be completed 

Then, I believe it was Mr. Peters who made this statement: 


Washington expresses great surprise that “these yvoung boys can interest 
people of the caliber of mien involved.” 


Mr. Sim What do you mean by men involved ? 


Mr. Dacsine. He was talking about people sponsoring this project, 


and during the course of this discussion, and duri ing the course of the 
meeting, it was stated to Mr. Peters, as 1 recollect. the manner in which 
this land was to be acquired, and the people who were interested in 
constructing the contract, either as general contractors or subs, were 
going to advance the funds; this was related to me, advance the funds 
to purchase the lands, which, as I recollect, was to cost one-hundred- 
sixtv-six-thousand-some-hundred dollars. 

The Cuairman. The contractors were going to advance the money 
to purchase the land 7 

Mr. Smirir. Yes, sir. 

The Ciatrmman. Mr. Colvin, was he going to be one of them ? 

Mr. Suivi. Yes, sir. As I recollect, it was brought out in the dis- 
cussion that, if I remember correctly, that Mr. Colvin was to put up 

30.00 and I think Mr. Harrison was to put up $9,000, 

The CuatrmMan. That is the architects / 

Mr. Smiru. Yes, sir. 

Mr. Simon. Do you recall a letter of June 5, 1950, from James L. 
Permutt, to Leslie Colvin, talking about the land, in which he said: 

You could then enter into a trust arrangement with the architect, Hays Bros., 
and Klein & Kuhn, together with your own organization, providing the architect 
would contribute the sum of $20,000, Klein & Kuhn the sum of $8,000, and your 
own organization and Hays Bros. some appropriate figure, naming you as trustee, 
with the understanding— 
and so forth, that that was to purchase the land ? 

Mr. Smiru. I have no independent recollection. 

The Cruatrman. The letter was addressed to Mr. Leslie Colvin, 
Indianapolis, written on June 5, 1950,in which Mr. Warner’s attorney, 
Mr. Permutt, wrote a letter, and we will place this in the record in a 
moment, in which he talks about such arrangement as you just de- 
scribed, as to where the contractors and subcontractors would put up 
the money to buy the land. 

Have you ever seen that letter ? 

Mr. Smiru. I have no independent. recollection at the moment, but 
I am reasonably sure I did, because Mr. Colvin brought to me his com- 
plete file. I remember there having been a complete disclosure in 
respect to the acquisition of the land, and where the money was coming 
from, and how it was to be repaid. 
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The Ciramman. Continue with your testimony, please, 

You say Mr. Peters was ¢ joncannee that these gentlemen could come 
up here and interest Mr. Colvin and Mr, Hayes and the other gentle 
nen Whose hames you me eer 

Mr. Surru. That is correct, 

The Cuarman. You may en oF then. 

Mr. Smiru. I then made this statement, that, based upon the present 
figures, when the project is completed, the sponsors will have $56,000, 
plus working ¢ sain al of $52,124, plus all of the common stock, with 
little or nothing invested. 

Then. as I remember, and Tam not sure that it was Mr. Peters who 
ninde this statement, but in the discussion, and according to the note 
that I have here, it was stated that Mr. Warner had asked Mr. Peters 
to let the Warner-Kanter interest withdraw S52,124, and the reason 
assigned was that that would have been the norma! financing ree that 
would have been charged by the Indiana Natio ay Bank for its par 
ticipation, but 1 was mi aking no such charge, and. therefore, nothing 
wis out. 

Mir. Peters said: 

What we should do is rework the case. 


| have that in direct. quotations. 

Then the conversation veered off to the question of whether or not 
the earnings would permit an amortization of the project. Mr. Peters 
seemed to be concerned because under the HA, as he explained, there 
was a limitation, a ceiling upon the rental that could be charged. 

The Cuamman. Based on 614 percent of the estimated cost, plus 7 
percent. vacancy, plus operating expenses. 

Mr. Surrn. Then there was some discussion as to the type of units, 
and my note shows that we discussed something about the units, be- 
ing efficiency apar ‘tme nts. Then Mr. Peters suggested that we all meet 
on Friday, June 16,1950, at 11 a.m. at the FHA office. 

That is about all there was on the Essex House. 

The CuarrmMan. Mr. Smith, you have testified that Mr. Peters told 
you those things, showed concern. 

Now, my question is, what was it that forced him to go through with 
it? Where did the pressure come from 4 

Mr. Suiru. I don’t know, sir. 

The CHairman. Did Mr. Peters ever tell you who forced him to go 
through with it against his own wishes? 

Mr. Smiru. No, sir. 

Mr. Stuon. Did anybody else ever tell you 4 

Mr. Smrru. Well, nobody ever put it in those words. 

Mr. Srwon. Did anybody ever tell you anything that might lead to 
that conclusion ? 

Mr. Sarru. Well, ves. 

Mr. Stuon. Who and what was it ? 

Mr. Surrn. There was a considerable amount of pressure to get this 
job done before a certain dateline, and we worked very rapidly, night 
and day. As I recollect, this was a meeting that took up at 12 o’clock 
noon over the lunch hour in Mr. Colvin’s office. Present at that meet- 
ing were Mr. Colvin, Mr. Warner, and I think Mr. Permutt was there, 
who was the attorney at that time for Mr. Warner, and we were dis- 
cussing the figures in the case. And I came out with a very flat-footed 
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statement that I could not find a 10-percent € pee and, therefore, I 
did not believe that the loan as contemplated, based on the figures 
which I had, was in compliance with section 608 as it was then written. 

In the course of the discussion Mr. Warner said that Mr. Spark— 
Senator Sparkman of Alabama—— 

The Cuamman. Who said that? 

Mr. Surrn. Mr. Warner said to me, that Senator Sparkman of Ala- 
bama, he said “he is either interested in the deal or is backing us.” And 
I have searched my recollection but can’t distinguish between those. 

The Cuatmman. Do you think he meant he was interested beyond his 
responsibility and ¢ luty asa Senator to a constituent ? 

Mr. Smrru. As I remember the conversation, Senator, the point that 
was being made was that they were trying to argue me out of my posi- 
tion, and, as I recollect the further discussion, the question was asked 
of me, did I believe that Senator Sparkman of Alabama would be in a 
deal of this character, and I am not trying to quote the exact language, 
if there were anything invalid about it, and I said “Well, I do not know 
Senator Sparkinan from Alabama,” and “Furthermore, I do not know 
that Senator Sparkman has ever seen these figures, but if Senator 
Sparkman were shown the figures and then approved the loan, and 
give me some reason, I would take a further look.’ 

Mr. Simon. What was your best recollection, Mr. Smith, as to when 
this conversation took place ¢ 

Mr. Smirn. I think the conversation probably took place some- 
where subsequent to June 15, after the meeting in Mr. Peter’s oflice. 

Mr. Simon. And prior to when ¢ 

Mr. Smirx. I think it would have been prior probably to—— 

Mr. Simon. It would have to be prior to the time your client gave 
up the deal; wouldn't it 4 

Mr. Suiru. I was going to say prior probably to the 19th or 20th of 
June. Allin 1950. 

The CuHairman. Were you present when Mr. Warner testified this 
morning, sitting where you are, that he had never discussed this 
matter with Senator Sparkman / 

Mr. Smirn. I was: yes, sir. 

The Cuairman. Our problem on this committee is to find out who 
it was that forced Mr. Peters to do something he didn’t want to do, 
as alleged by witnesses and alleged by the article in the newspaper. 

Ve are going to stay at it until we find out if we possibly can. 

Mr. Simon. Mr. Smith, you mentioned that you talked to Mr. 
DeVault about this problem, and you and he both wanted to go to 
Peters to giv e him the facts. 

Mr. Smirn. Yes, sir. 

Mr. Suwon. Did Mr. DeVault or his law firm have anything to do 
with negotiating this FIA commitment / 

Mr. Smiru. Not to my knowledge. Mr. DeVault’s problem and 
mine was largely the question of an indemnity agreement of $350,000 
which T understand the FHA requires on an FHA form. 

Mr. Simon. That, of course, was to protect the bank 4 

Mr. Smirn. Mere security. 

Mr. Simon. For the bank ? 

Mr. SmirxH. Mere security. 

Mr. Simon. Did he have anything to do as far as you know with 
negotiating the FHA commitment ? 
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Mr. SmitH. No, sir. 

Mr. Stmon. There is a statement in the newspaper here of last 
Saturday which says: 

. The law firm with which the son of Senator Homer E. Capehart was affiliated 

was disclosed yesterday as the one which negotiated the loan to build the Essex 
House. 
Is there any truth in that ? 

Mr. Suiru. I don’t think they had a thing to do in the negotiation. 
I think they were representing the banks in connection with the loan 

'* and security, 

Mr. Sion. As I understand it from you, in what you told me pre- 
viously, most of the information in this article you gave to Lester 
Hunt who wrote the article? 

Mr. Smiru. Yes, sir. He asked me why we withdrew from the deal. 
I told him. He ws anted to know if I ever took it up with any FHA 
officials, and I said “Yes. 

Mr. Siuon. Many of these things you told him but did you tell him 

nvthing from which you could draw the inference that Buschmann, 
DEV ault, Krieg & Alexander had negotiated the loan with which to 
build the Essex House ? 

Mr. Smirn. No, sir. 

The CHatrman. Mr. Dinkins? 

Mr. Dinkrns. Did you know of your own knowledge of any single 
act of participation by Senator Sparkman in this transaction 2 

Mr. Smiru. No, sir. I only know the statement made to me, I 
think on two separate transactions, as I recollect. I recollect the 
one. 

Mr. Drnxrns. All of these statements to which you refer were made 
in 1950 % 

Mr. Smiru. Yes, sir. 

The CuHatrman. You do not know whether Senator Sparkman’s 
help went beyond his responsibility to his constituent ¢ 

Mr. Suir. I have no such idea. I had a conversation with Mr. 
Powell, but I have no idea as to whether Senator Sparkman did or 
ns did not. 

Mr. Simon. Is this Clyde Powell? 

Mr. Suirn. As I understood, it was; yes. It was a telephone 
conversation. 

Mr. Simon. Did he insist this deal be put through ? 

Mr. Suirn. No, sir; he told me that the deal was a valid deal, and 
did comply 

Mr. Suwon. If we can go back a minute, I am sorry I did not ask 
you earlier: Who initiated this telephone call? 

Mr. Smrru. Mr. Warner called me at my office, in the afternoon. 

Mr. Stuon. Where was he when he called ? 

Mr. Smiru. I am not sure that he stated where he was, but 

Mr. Stuon. What city? 

Mr. Smrru. Washington, D. C. 

Mr. Sion. He called you from Washington ? 

Mr. Smirn. Yes, sir. 

Mr. Stuon. What did he say ¢ 

Mr. Smiru. He said that “This is Marvin Warner,” and we had an 
exchange of pleasantries, and he said, “I want to put Mr. Powell on 
the phone.” 
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Mr. Srwon. Did he tell you which Mr. Powell? 

Mr. Smiru. I have no positive recollection except as the conversa- 
tion developed I certainly got the impression that it was the topman 
who was running the FILA in Washington. 

Mr. Sion. That would be Clyde Powell; you know that? 

Mr. Smiru. Yes, sir; I know who Clyde Powell is. 

Mr. Suwon. There was a lawyer there named Samuel Powell. 

Mr. Smiru. I don’t think it was Samuel Powell, for the reason that 
the man asked me for the number of units that were involved in this 
project, and seemed to be concerned about the loan amortizing itself. 

Mr. Stmwon. What did the man tell you, whether it was Clyde or 
Samuel Powell ? 

Mr. Smirn. We discussed the figures which he saw I had there, and 
if my recollection is right he had a letter, and I am not sure whether 
he was talking about the June 15 letter or some other letter. 

Mr. Srwon. The man you were talking to had a letter? 

Mr. Smirn. Yes, sir. 

Mr. Simon. Do you know whose letter it was? 

Mr. Smiru. I cannot recollect, but he had certain figures. 

Mr. Simon. Was this conversation after June 15? 

Mr. Smiru. Yes. I am sure it was. 

Mr. Srwon. Following this June 15 meeting you talked about ? 

Mr. Smiru. Yes, sir; and he assured me that the loan did comply 
with section 608. My position was — was 10 ——- equity in 
these figures, and he said, as I recollect it, that FHA is not concerned 
with whether the sponsors and the ale can do a better job than 
the FHA estimators estimate it will cost, and I said to him, “Would 
you please give me an opinion in writing which will show on its face 
the figures of the costs—that is, the upset figure—and say to me that 
under section 608 this is a valid and subsisting loan?” and he said 
“We have no power to give written opinions to individuals, but this 
loan must ultimately be approved.” 

Mr. Simon. Did he say anything to indicate whether he knew that 
the law provided that the estimates were to be based on the actual 
costs of efficient builders ¢ 

Mr. Smrru. I can't recollect that; no, sir. 

Mr. Simon. I show you a copy of a letter dated June 19, 1950, from 
Samuel Powell to Warner-Kanter Co., and ask you if you have ever 
seen that letter before ¢ 

Mr. Smirn. I don’t have any recollection about it. 

Mr. Stuon. If Mr. Warner was in Washington on June 19, would 
that be the approximate date that he called you ? 

Mr. Smirnu. It could be. It is very difficult for me to recollect the 
chronology, there was so much happening, and so many meetings. 
Ouly those in connection with which I made notes are really fixed 
in my mind. 

Mr. Staon. Does the fact this opinion was given him on June 19 by 
Samuel Powell raise any greater likelihood in your mind that it was 
Samuel Powell you talked to and not Clyde? 

Mr. Smirn. I don’t know. The impression I have, sir, is that— 
I feel strongly én at the man was not a lawyer. I also, my recollec- 
tion is, and it could be very faulty, that the man identified himself 
as being in a top position down there. 

Mr. Simon. Thank you, sir. 
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The CuarrMan. Thank you. 

Are there any questions? 

Mr. Dinkins. I was going to ask, did all this conversation you just 
related take place in 19504 

Mr. Smiru. Yes, sir. 

The CuarrMan. Thank you very much, Mr. Smith. 

I want to say this: That we have, it looks like, 35 witnesses, and 
there is a possibility that we are going to have to hold a night session, 
from 8 to 10 tonight. TI just want to ] put everybody on notice, all the 
witnesses, that we are going to recess now until 2 o’cloe ‘+k, and we will 
come back until about 5, and it may well be we will have a session to- 
night from 8 to 10, and then from 10 o’clock tomorrow until we 
finish, 

We will recess now until 2 o’clock this afternoon. 

(Whereupon, at 12:50 p. m., a recess was taken until 2 p. m. of 
the same day.) 

AFTERNOON SESSION 


The Cratrman. The committee will please come to order. 

I wish at this time to make an announcement, inasmuch as I in- 
formed the press yesterday that we would not call Mr. Littman of 
the firm of L. & L. Construction Co. 

I now find that we will call Mr. Littman, possibly at 10 o’clock 
tomorrow morning, in respect to 14 section 608 projects he has at 
Indianapolis, and 3 at Fort, Wayne. 

Is Mr. Harrison present ? 

Mr. Harrison. Yes, sir. 

The Cuarrman. Will you come forward, please, Mr. Harrison ? 

Will you be sworn please ? 

Do you solemnly swear the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth, so help } you 
God ¢ 


TESTIMONY OF MERRITT HARRISON, ESSEX HOUSE, 
INDIANAPOLIS, IND. 


Mr. Harrison. Yes, sir. 
The Cuairman,. Please be seated. 
Mr. Staon. Will you give the reporter your full name and address, 
please ¢ 

Mr. Harrison. Merritt Harrison, 48 Downy Avenue, 1001 Archi- 
tects Building. 

Mr. Stmon. You are a partner in the architectural firm of Russ & 
Harrison ? 

Mr. Harrison. Former architectural firm of Russ & Harrison. My 
partner died. 

Mr. Srmon. You are the surviving partner ?/ 

Mr. Harrison. Yes, sir. 

Mr. Suwon. You were in on the construction of Essex House from 
the beginning é 

Mr. Harrison. I was called in as the architect. 

Mr. Stmon. At the very beginning of the architectural work ¢ 

Mr. Harrison. That is right. 

Mr. Simon. Were you here this morning, Mr. Harrison ? 
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Mr. Harrison. Yes, sir. 

Mr. Simon. You heard the testimony of the witnesses about the 
meetings and discussions / 

Mr. Harrison. Yes, sir. 

Mr. Srvon. Do you have anything to add to or contradict in the 
testimony this morning ? 

Mr. Harrison. No; I haven't. 

Mr. Stwon. Do you know whether in any negotiations for the FHA 
loan the law firm of Buschmann, Krieg, DeVault & Alexander repre- 
sented anybody in connection with the FHA loan or negotiating the 
FHA commitment 4 

Mr. Harrison. I don’t know of any negotiations at all. 

Mr. Stmon. You know nothing about the negotiations? 

Mr. Harrison. I don’t know that they had anything to do with the 
negotiations, 

Mr. Simons. Is there anything you can add to or subtract from the 
testimony this morning ? 

Mr. Harrison. No, sir. 

The Cuairman. You were present at this meeting on June 15, where 
6 or 8 people were present 4 

Mr. Harrison. Yes, Senator. 

The Ciatrman. Do you remember Mr. Peters complaining that he 
wished he did not have to put this case through 4 

Mr. Harrison. I don’t remember those exact conditions, Senator, 

Mr. Simon. Do you remember him saying that somebody increased 
it by $300,000 2 

Mr. Harrison. No, sir. 

The CHarrmMan. You do not? 

Mr. Harrison. No. 

The Cruarmman. Do you remember him saying he would give $1,000 
of hisown money if he didn’t have to go through with it? 

Mr. H. arrtTsoN. I did not hear that at all. 

The Ciamman. Did you hear any complaining about not having 
to put through the deal? 

Mr. Harrison. I got the impression that he was reluctant to go 
ahead with the deal. 

Mr. Srwon. You were under the impression he was reluctant to do 
so but you did not hear anything about $ $300,000 or $1,000 2 

Mr. ee. No, sir. 

The Cramman. Your only interest in it was that of the architect ? 

Mr. Hs irrison. Architect and employers, we employed Mr. Ammer- 
mon, Davis, and Stout, as our mechanical engineers, and Fink & 
Roberts as structural engineers. 

The Cuairman. You knew nothing about the financial arrange- 
ments or the loans? 

Mr. Harrison. No, sir. 

The Cirarrman. Do you have any questions? 

Mr. Dinxrns. No, sir. 

The Cuairman. Now we will call Mr. Kothe, if you please. 

Mr. Kothe, will you be sworn: 

Do you solemnly swear the testimony vou are about to give will 
be the truth, the whole truth, and nothing but the truth, so help you 
(rod ¢ 

Mr. Korner. Yes, sir. 
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TESTIMONY OF SHUBRICK KOTHE, ESSEX HOUSE, 
INDIANAPOLIS, IND. 


The CuarrmMan. Please be seated and give your name to the re- 
orter. 

Mr. Korner. Shubrick Kothe. 

The CuamrmMan. You are an attorney in Indianapolis? 

Mr. Korner. Yes, sir. 

The Cuarrman. You are the attorney for Mr. Harrison, the gen- 
tleman that just testified ¢ 

Mr. Korner. Our firm represented them. 

The Cramman. As the architects for the Essex House? 

Mr. Korn. Yes, sir. 

The Cramman. Were you present at a meeting on June 15, 1950, 

: Mr. Peters’ office # 

Mr. Korner. Yes, sir. 

The Crairman. You have heard the testimony here this morning. 
Do you remember Mr. Peters making the statements that have been 
attributed to him ? 

Mr. Korur. I remember some of the statements, sir. 

The Cuainman. Which ones do you remember ? 

Mr. Korue. To the effect, one, that everyone had something in this 
except the promoters. I remember that, sir. 

The CuatrmMan. What do you think he meant by that? 

Mr. Korne. [t was a part of a general unhappy feeling that I 
gathered Mr. Peters had about the whole affair. What exactly he 
meant, of course, going back that far, I cannot be absolutely certain, 
hut it is in keeping with the general tenor of the meeting. 

The Cuamman. Why do you think if he was so ‘opposed to it 
that he finally signed it, agreed to it, and put it through ? 

Mr. Korner. I have no idea, Senator. I don’t know. By that meet- 
ing, of course, he had signed it, prior thereto. 

The CHAIRM - He had signed it prior to this meeting 4 

Mr. Korner. I don’t know. Am I not right, the commitment was 
signed sometime in March or February ? 

Mr. Simon. February 28. 

Mr. Korner. Yes. This meeting was in June. 

The CrarrmMan. Mr. Peters had already agreed to it when this 
meeting took place ¢ 

Mr. Korner. If what I heard this morning is correct, he had. 

The Cuarmman. You had already signed the commitment ? 

Mr. Korne. That was my underst: — sir. 

The Cirairmman. He already had signed it. Why was he objecting 
to it now ¢ 

Mr. Korner. As I say, it was a feeling of unhappiness about the 
whole thing. Whether he was actually going so far as to refuse to go 
on with it, I don’t think he said anything to that effect that I remember. 

The Craman. Have you anything to add that might help us in 
finding out who it was that forced Mr. Peters to go through with the 
deal that he did not like ¢ 

Mr. Korue. [ know nothing about that, Senator. 

The Ciramrman. You do not feel you could give us any help ? 

Mr. Korner. Nothing at all, sir. 

The Ciratrman. Thank you very much. 
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Unless there are further questions? 

Mr. Stmon. No, sir. 

The Cuairman. Our next witness will be Mr. Lester Hunt, of the 
Indianapolis Star. 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Hunrv. I do. 


TESTIMONY OF LESTER M. HUNT, INDIANAPOLIS STAR, 
INDIANAPOLIS, IND. 


Mr. Simon. Mr. Hunt, would you give the reporter your full name 
and address ¢ 

Mr. Hunr. Lester M. Hunt, Indianapolis Star. 

Mr. Stwon. Your address ? 

Mr. Hunvr. Personal, 5243 Indianapolis Street. 

Mr. Simon. You are a reporter for the Star? 

Mr. Hunr. I am. 

Mr. Simon. Mr. Hunt, do you have any further evidence or in- 
formation with respect to who exerted pressure on Earl Peters to 
approve the section 608 commitment for Essex House / 

Mr. Hunr. No; only what I have told about it. 

Mr. Simon. Do you have any information that was not made a part 
of this record this morning as to who might have put pressure on Mr. 
Peters to approve that application ? 

Mr. Henr. No. The only thing I know is that some time ago 
Westbrook Pegler asked us to look into the allegation that Senator 
Sparkman was interested in the deal in some way. 

Mr. Stow. What did you do, if anything, with respect to that 
request ¢ 

Mr. Hunt. Well, it was obviously a very difficult thing to substan- 
tiate here. I made some inquiry, and then we reported that it was 
impossible to substantiate it locally. 

Mr. Srmon. You have no evidence on that subject other than what 
has been testified to here this morning ? 

Mr. Hunt. No, I haven't. 

Mr. Srvon. You were here all morning, were you? 

Mr. Hunt. Yes, sir. 

Mr. Simon. You heard the testimony of all the witnesses? 

Mr. Hunr. I did. 

Mr. Srmon. Are you satisfied from that testimony that the law firm 
of Buschmann, Krieg, DeVault & Alexander did not negotiate this 
FHA loan? 

Mr. Hunt. That is a question of interpretation, Mr. Simon. 

Mr. Srron. Interpretation of what? 

Mr. Hunt. The word “negotiate.” 

Mr. Stuon. What is your interpretation of the word “negotiate”? 

Mr. Hunt. My interpr etation of the word “negotiate” is to partici- 
pate in ac tivities concer ning any problem or deal. 

Mr. Srwon. Is it your understanding that they participated in any 
of the activities or problems with respect to getting the FHA commit- 
ment ? 

Mr. Honr. Originally, no. 
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Mr. Sumon. Is it your understanding that they at any time partici- 
pated in any way in any manner with 1 respect to obtaining a commit- 
ment from FHA? 

Mr. Hunvr. Well, the testimony this morning indicated that in 
1950, with Mr. Peters, they were still negotiating as to whether the 
deal went through or whether it didn’t. 

Mr. Stuon. The testimony certainly was that they represented 
initially the Indiana National Bank, and subsequently the First Na- 
tional Bank of Boston, in connection with the paying out the proceeds 
of the loan. 

Mr. Hun. That is right. 

Mr. Srwon. I recall no testimony that they negotiated with FHA 
for a loan, 

Mr. Hunt. That is correct. 

Mr. Srmon. Let me ask you this: Do you have any evidence on 
that subject other than, or different from the evidence which was 
produced here this morning ? 

Mr. Hunt. No; I have not. 

Mr. Suwon. Thank you, sir. 

The CuarrmMan. Any questions? 

Mr. Dinkins. I would like to ask Mr. Hunt one question. 

The only thing you know about Senator Sparkman being in this 
picture was just this inquiry you received from Westbrook Pegler 
to check into it? 

Mr. Hunr. That is right. 

The Cuarrman. What was that? 

Mr. Dryxins. In his previous testimony he said he had an inquiry 
from Westbrook Pegler to find out if Senator Sparkman had any 
participation in this case. IT asked him if that was the only part he 
played in the picture, and if he knew anything beyond that, and 
he said “No,” 

The Cirarrman. It is very important we find out, if we possibly 
can, Who it was that put pressure upon Mr. Peters to put this deal 
th hrough, and for that reason we are anxious to get all the help from 

very source we possibly can in respect to that matter. By virtue 
of the same thing, we do not want to accuse somebody without sufli- 
cient evidence to prove that they were guilty of participating in 
pressure. 

Thank you very much, Mr. Hunt. 

Is Mr. Pulliam present ? 

We ask Mr. Hunt to suggest to Mr. Pulliam if he cared to come and 
testify we would be glad to have him do so because we thought he 
might be able to help us on this matter of who put the pressure on. 

Mr. Hunt. Mr. Pulliam is in Arizona. 

The CHamman. It wasn’t necessary, excepting we thought he might 
be helpful to us in finding out who it was that put on the pressure. 

I might say this, at this point: That we are finished with the 
Essex House, as far as Mr. Peters is concerned, and the so-called 
pressure. It has taken all morning. We worked all during the week- 
end holding executive hearings to talk to all our witnesses before we 
put them on publicly today, to make certain that we did not embarrass 
any of them. 

I have been working on this matter now for 4 or 5 months—this 
investigation, about 4 months. The President of the United States is 
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the one that started it. As chairman of the Senate Banking and 
Currency Committee, which committee handles all housing legislation. 
Under the Reorganization Act the committee has complete authority 

over housing, and responsibility for the operation of it, and I happen 

to be chairman of it. Therefore, it became my lot to investigate this 
whole matter. 

We have been trying to do a fair and honest job. We have been 
trying to permit the chips to fall where they may. We haven’t pro- 
tected anyone. We are not going to. We have been absolutely fair 
and honest, and I might say fearless. There has been a lot of pressure 
put upon us, not to call this man as a witness, not to do this, not to 
do that, not to do the other thing. We have refused to do it, and 
tried to be fair and honest. 

Frankly, I do not like the article appearing in this local paper here, 
trying to ‘intimidate myself and connecting my son wp with something 
that is absolutely untrue. I think we this morning have proven it to 
be untrue—that he had absolutely nothing to do with it. 

I have given up my vacation, I have given my time to do what I 
thought was my duty, my responsibility, and then to have in my own 
State, possibly the largest newspaper, take the position that they did 
on last Staurday, makes one wonder whether or not there is any fair- 
ness in this world. 

I expect to be attacked as a politician, or as a public officer, but I 
never thought I would live to see the day they would try to get at 
me through my son. 

Our next witness will be Mr. Schrader, of the contracting firm of 
J.L. Simmons. 

Mr. Schrader, will you be sworn ? 

Do you solemnly swear the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth, so help: you f 
God? 


TESTIMONY OF C. W. H. SCHRADER, ESSEX HOUSE, 
INDIANAPOLIS, IND. 


Mr. Scuraper. I do. 

The CHAIRMAN . Please give the reporter your name. 

Mr. Scuraper. C. W. H. Schrader, 12th floor, Inland Building, 
Indianapolis, Ind. 

Mr. Suwon. You are connected with the J. L. Simmons Co.? 

Mr. Sciraper. That is correct. 

Mr. Stmon. Are you a vice president, I believe ? 

Mr. Scuraver. General manager, vice president; yes, sir. 

Mr. Sruon. J. La. Simmons Co. built the Essex House? 

Mr. Scrraper. That is correct. 

Mr. Simon. Did you have a contract with the Essex House Co. for 
the construction of that building? 

Mr. Scuraper. That is correct. 

Mr. Simon. Did that contract provide that you were to be reim- 
bursed, your actual costs, plus a fee of $150,000, but that in no event 
would the total cost, including the fee, be more than a fixed sum? 

Mr. Scrraper. That is correct. 

Mr. Stwon. And what was the fixed sum ? 

Mr. Scuraper. $2,913,000. 
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Mr. Simon. And when the building was completed what was the 
amount that you were actually paid 4 

Mr. Scuraver. $2,905,515.15. 

Mr. Simon. About $8,000 less than the guaranteed ceiling ? 

Mr. Scuraper. That is correct. 

Mr. Stuon. But no matter how much your cost had been you 
couldn’t have charged them more than the $2,913,000? 

Mr. Scrrapver. That is correct. 

Mr. Stmon. Thank you, sir. 

The Carman. Any questions? 

Mr. Dinkins. No. 

The Cuatrman. Thank you very much. 

We will now call Mr. Warner back as a witness, please, in order 
that we might go into the 13 projects that he handled throughout 
the United States. 

You have already been sworn, Mr. Warner, so it will not be neces- 
siry to swear you again. 


TESTIMONY OF MARVIN WARNER, ESSEX HOUSE, 
INDIANAPOLIS, IND.—Resumed 


The CHarrman. I think we didn’t identify this gentleman this 
morning. 

Mr. Simon. Mr. Langford, of Washington, Senator. 

Mr. Warner, when was the first section 608 project that you built? 

Mr. Warner. Sir, may I ask one thing? 

The Cuarmman. Yes; you may. 

Mr. Warner. Would I be given an opportunity to expand on the 
items Which were discussed after my testimony this morning? 

The Cuatrman. What? 

Mr. Warner. Would I be given time to expand on the testimony 
which develope ‘d after I was on this morning ? 

The Cuamrman. Yes. If you could be helpful to us we want you to. 

Mr. Srmaon. What we plan to do, Mr. Warner, is to start at the 
beginning and come up and take all these things in sequence. When 
we get back to Essex House we intend to ask you some questions 
about it, and you can make any supplemental statement you want. 

The Cuatmrman. Does what you want to say at this time have any 
bearing on the testimony this morning? 

Mr. Warner. Yes, sir; it does. 

I would like very much to do that, Senator, if it is all right with you. 

The Cramman. It has to do with the Essex House? 

Mr. Warner. Yes, sir. 

The Crrarrman. When we get to the Essex House let. us do it then, 
if you will please. Is that all right? 

Mr. Warner. As you wish, sir, but it is so pertinent to what has 
been said 

The Cuatrman. All right. We will permit vou to do it now. We 
want to be absolutely fair and get the facts. That is all we are inter- 
ested in, are the facts. 

Mr. Warner. I appreciate that, sir. It will take me just a few 
minutes. 

The Cuamman. You may proceed. 
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Mr. Warner. I came into Indianapolis the latter part of 1949. I 
knew no one here. I went by the FHA office, asking to meet the di- 
rector. I was told the director was ill, so I asked for the next in 
charge. I was introduced to Mr. Barnett, who is the assistant direc- 
tor. I asked what the housing situation was in Indianapolis, and if 
there was any need for various types of rental housing. I was told 
that the best thing to do was to survey the situation myself, and in 
the event I saw something which could be of benefit to report to them 
or make the application. 

I immediately left that office, and I made inquiry as to the leading 
real estate firm in town, and Mr. Paul Starrett, of Klein & Kuhn, and 
I, rode around Indianapolis all day long looking for different things. 
I noted there was a great amount of various types of rental housing 
in the outlying sections. I also understood that there were some efe- 
vator apartments which were contemplated some distance out of the 
main part of the city. 

I then became interested in trying to build something and make it 
available—that is, what was not presently here, and I located this lot 
at the corner of Vermont and Pennsylvania. There was also a site I 
was very much interested in which was one block north of Meridian 
Avenue. 

I acquainted Mr. Starrett with the fact that I wanted to build an 
elevator apartment, and either at that visit or subsequent visits, in 
going to the FHA, I asked if a downtown elevator apartment build- 
ing would be desirable. 

Mr. Srron. When was this, Mr. Warner? 

Mr. Warner. This was in 1949, the end of 1949. 

Mr. Stuon. Do you know what month? 

Mr. Warner. It was either the latter part of November or the be- 
ginning of December. 

I asked if any plans were underway, and I was told they were not. 
I was also told, sir, that in the event that I submitted my application 
it would be considered in the normal course of business by the under- 
writing and other departments. Mr. Starrett then proceeded to secure 
cptions on the piece of ground on the corner of Vermont and Penn- 
sylvania, and I filed applic: ition for that tract of ground. 

I wanted to be particularly sure that with this project, which we 
could visualize, which would be the only elevator residential type 
building in downtown Indianapolis in 35 years, that we would like to 
associate with businessmen of unimpeachable ability and public rela- 
tionships would be an asset in the development of that building. 

Mr. Starrett, as I recall, mentioned the names of several architects 
who were outstanding in the city, and we subsequently employ ed the 
firm of Russ & Harrison, who had not too much previous experience 
with the section 608’s, but who had an enviable reputation in the gen- 
eral construction field. 

I then filed the application. I was notified by FHA that the appli- 
cation at a later date was favorably considered and in due course the 
commitments, and so forth, were issued. 

Approximately in the spring of 1950 I was told—this was approxi- 
mately—this was over 4 years -ago— was told that the Essex House 
would have a pretty rough time in the event that the financing wasn’t 
handled by a firm headed by Mr. Glueck. 

Mr. Srmon. Who told you that? 
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Mr. WARNER. I don’t recall, sir. 

The CHAarrMAN. Say that again, please. 

Mr. Warner. I say I was told that the Essex House would have 
a difficult time in proceeding in the event that the financing was not 
handled by a firm headed by Mr. Glueck. 

The CHairMAN. In other words, you were told that if you did not 
permit Mr. Glueck to handle your financing that the Essex House 
would have a hard time? 

Mr. WARNER. Yes, sir. 

The CuarrMan. Who told you that, please? 

Mr. Warner. I don’t recall, sir. It might have been Mr. Barnett. 

As I say, it was many years s ago, and in our business we paid atten- 
tion to all the rumors we get. Or we would never build a job. 

Mr. Stmon. That is Mid- City Investments you are talking about? 

The CHarrman. Why didn’t you take your financing to Mid. City 
Investments or Mr. Glueck? 

Mr. Warner. We had no interest in Mr. Glueck’s firm. We had 
commenced making financial commitments elsewhere, and we pro- 
ceeded to make our plans for the development of the pro ject. It 
wasn’t until the first part of May, as I recall it, that Mr. Colvin and 

I, and Mr. Colvin, who incidentally I met through Mr. Harrison, and 
Ww a was recommended to be one of the outstanding builders in Indian- 
apolis, and I respect him for it, had some questions about section 608 
procedures, and so forth, and I ‘suggested, or he suggested, or we both 
agreed to go up to the FHA office and discuss the matter with Mr. 
Peters, and place all information, facts, and so forth, before him. 

Mr. Srmon. When was this, now? 

Mr. Warner. This was on May 4, 1950. 

I would like to read the memorandum of that meeting which Mr. 
Colvin gave me: 

In response to your request that I write up the salient points in connection 
with the conference we had with Mr. Earl Peters on the afternoon of May 4, 
1950, I write as follows: “Mr. Peters stated he had a question about the ade- 
quacy of the elevators provided in the building, and he would have to be satis- 
tied on that point. An analysis was furnished to him from the elevator manu- 
facturers, which he stated would be carefully examined by him on the next 
morning. He also stated that two smoke towers of enclosed stairways were 
provided for the building which were not up to the minimum requirements of 
FHA as he understood it, and that he would want assurance that the plans 
passed the building inspection of Indianapolis and complied with the building 


code of Indianapolis. It was explained to him, then, that the architect had gone 
into this matter quite carefully, and he? confirmed with those interested in 


it. This was then confirmed by a t ye call to the architects in Mr. 
Peters’ presence. Mr. Peters then state ‘aat he was not going to let two 


boys come up here from Alabama and put something over regardless of any 
friendship Senator Sparkman might have for them,” 

The CHatrman. Who said that? 

Mr. Warner. Mr. Peters. 

The CHamman. Said what? 

Mr. Warner. Mr. Peters then stated he was not going to let two boys 
come up here from Alabama and put something over regardless of any 
friendship Senator Sparkman might have for them. 

The Cuarman. Who did he say that to? 

Mr. Warner. Myself and Mr. Colvin. 

The Cuarrman. To yourself and Mr. Colvin, Mr. Peters said that ? 

Mr. Warner. Yes. This isaconfirmation. Should I finish it ? 
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The Crairman. Yes. The letter was written to whom ? 

Mr. Warner. This is a confirmation of our meeting written by Mr. 
Colvin. 

The CHatrman,. Is it a memorandum or letter ? 

Mr. Warner. A memorandum. 

The CHamman. To yourself ? 

Mr. Warner. Yes, by Mr. Colvin, confirming 

The CHamman. Did Mr. Colvin write that memorandum ? 

Mr. Warner. Yes, sir; he did. 

He stated that he could delay this project by refusing to endorse the note so 
that it would have to be built in 2 winters and 1 summer instead of 2 summers 
and 1 winter. No mention of Senator Sparkman’s name was made by anyone 
except Mr. Peters. Mr. Peters also stated that FITA was in a position to make 
the project cost more money if they saw fit to do it, even after closing. When 
specifically asked by you to summarize— 





by “you,” means me— 

to summarize the points which he desired to clarify so the project could proceed, 
he stated he was concerned with three things: Sufficiency of elevators, how the 
land was to be procured, the source of the working capital. The above statements 
are the important things, he said, but the impression he created in my mind was 
that he desired to discourage and frighten the sponsors with a view of having 
them drop the project instead of having it stopped by his intervention. 

The Charman. Who was that who wanted to scare you ? 

Mr. Warner. Mr. Peters. This letter is signed “Yours very truly, 
Leslie Colvin.” 

Mr. Simon. I see you are reading from acarbon. Is that a carbon ? 

Mr. Warner. I think that is our file carbon, sir. 

Mr. Stuon. Why would you have the file carbon if he wrote the 
letter ¢ 

Mr. Warner. This was written in his office. 

Mr. Sron. If it wasto you wouldn't vou have the original? 

Mr. Warner. I think perhaps I do have the original. 

The CHarrMan. Let me see it. 

Mr. Drvxins. Was that the Mr. Colvin who testified this morning? 

Mr. Warner. Yes, sir. 

I became very much alarmed after that discussion, and subsequent 
to it I asked Edd Hyde, I said—I would like to modify the statement 
inthisway. I wantto recall an additional meeting. 

Soon thereafter, when I went back to Mr. Peters’ office to discuss 
other matters in connection with this project, I said, “Mr. Peters, this 
development, I think, should and can proceed. I believe Indianapo- 
liscan use it. Ithink it can be promptly rented.” 

He stated that he didn’t have sufficient time, or would suggest that 
we discuss this matter at some other date. T said, “Well, at your con- 
venience.” I said, “When would that be?” He said, “If you will 
meet me tonight at Club 52 and ask for my table we can discuss the 
matter further.” 

So on that occasion, myself and two others went out to Club 52. 

Mr. Simon. Who were the other two? 

Mr. Warner. My partner and our attorney, James L. Permutt, and 
we were asked to Mr. Peters’ table. 

We were shown to a table and a Mr. Glueck and some other gentle- 
man was there present. 

Mr. Simon. Who was the other gentleman ? 

Mr. Warner. I don’t know, sir. 
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Mr. Simon. Was his name Littman, by any chance ? 
Mr. Mr. Warner. I don’t recall the name. 
Mr. Stmon. Do you know Mr. Littman ? 
Mr. Warner. No, sir; I don’t. 
og Mr. Stmon. Did you hear the testimony this morning that he car 
ried back a message from F - ida to Mr. Barnett from Mr. Peters / 
Mr. WaRNER. Y es, sir: I did. 
Mr. Stmon. You don’t know whether that was the same man / 
Mr. Warner. I don’t know Mr. Littman. 





' In any event, we waited or sat there from about 8 o'clock to until 
be about 11 or 12 o’clock, and soon Mr. Peters appeared. The discussion 
aie while Mr. Peters had not as yet appeared, centered around financing 
nake and what could be done, and what should be done, and how difficult 
hen situations could be taken care of. 

Soon after Mr. Peters did arrive we returned to our hotel. I was 
very much concerned about this situation, and resolved that in the 
ey event that the matter had to be handled in such a way I wanted to 
’ the have nothing further to do with it. 
rents In a subsequent conversation with Mr. Peters, in discussing the loan, 
a I did state very firmly that there was an outstanding commitment is- 
5 sued. We felt it was proper. We felt that on the basis of the merits 
of that case it either should drop or fall, and the Essex House was ulti- 
gti inately closed. 
ulys In the discussion this morning 
oT The CHAIRMAN, You mean it was ultimately built ¢ 
; Mr. Warner. The loan was ultimately closed, and the building was 
Nile built. 
Pe In the discussion this morning, I can’t understand Mr. Smith’s tes- 
timony except that I know that there was some hard feelings devel- 
f oped between him and my attorney, I think, in Mr. Smith’s office a 
/ fieht almost developed, but basically it seems, Senator C apehart, that 
maybe with the stories being written that people are trying to run 
_ away from this development, we are very proud of it, and Just as Mr. 
= Peters must have said in that meeting on June 15, which has been 
t well discussed, there were, and we tried to associate with the best 
See people in town in connection with it, and we think that anybody who 
had any part in it should be justly proud. 
Mr. Stuon. Did you tell Mr. Smith that Senator Sparkman was 
— interested in this project ? 
, this Mr. Warner. No, sir; he did not. 
apo Mr. Stuon. Did you mention the name of Senator Sparkman to 
Mr. Smith ? 
that Mr. Warner. Mr. Simon, I think that I should be given credit for 
ase having a certain amount of commonsense, and—— 
| will Mr. Sruon. We weren’t there, Mr. Warner. All we can do is ask 
ss the you what happened. 
| Mr. Warner. No, sir; I did not mention Senator Sparkman’s name. 
2. Mr. Simon. Did you ever discuss this project with Senator Spark- 
| man ¢ 
ry and Mr. Warner. No, sir; I didn't. 


Mr. Suwon. Did he know that there was such a project as Exsex 

entle- House ? 
Mr. Warner. I feel confident he didn’t. The one instance which 
did arise in connection with it. as I recall it, sir, was when I did get 
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concerned about the matter. IT asked his secretary, Mr. Hyde, to make 
an appointment for me. I went to see George Brehmer, and I told 
him what I was up against, and asked him what should be done, and 
although he didn’t come out and say, “I know all about it,” it seemed 
to me that he more or less understood the situation as well as I did. 

Mr. Sraon. Is the situation you are referring to solely the question 
of financing ? 

Mr. Warner. Yes, sir. 

Mr. Simon. Was there any question about maybe this building 
would compete with buildings being built by local people? 

Mr. Warner. I have no knowledge of that, sir. We were concerned 
with building that building, and that was our only concern. We paid 
no attention torumors. We are not interested in them. 

The Cuamman. It would be very helpful if you could remember 
the names of the two people who told you it would be very advan- 
tageous to you, if that was your statement, to do business with Mr. 
Glueck in the financing. Do you remember who those two gentlemen 
were ¢ 

Mr. Warner. Sir, no one mentioned it—if I get the sense of your 
statement—no one approached me in the sense of having me proselyte 
myself in that respect, but I think as a friendly tip I was told that I 
was going to have a pretty tough row to hoe. 

The Cuatrman. Who told you that ¢ 

Mr. Warner. I don’t know. My best thinking on that is that it 
was someone who was familiar with the project in and around FHA. 
lt might have been Mr. Barnett. That was four and a half years ago. 

Mr. Simon. Did you ever meet Mr. Glueck except that one night? 

Mr. Warner. No, sir. 

Mr. Stmon. Is that Mr. Glueck sitting behind you in the second 
row ? 

Would you stand up, Mr. Glueck, please ? 

Mr. Warner. Yes,sir. I think that is Mr. Glueck. 

Mr. Stmon. Yousay youthink. Are you sure? 

Mr. Warner. I am pretty sure. As I say, I think I have seen him 
once in my life. 

The CuarMan. What did Mr. Glueck say to you that night that 
vou met him at the 52 Club? You did meet him at the 52 C lub? 

Mr. Warner. Yes, sir. 

The Cuarrman. What did he say to you? 

Mr. Warner. His statements were concerned with his ability to 
finance projects 

The CHatrmMan. He said what? 

Mr. Warner. His statements were concerned with his ability to 
finance projects, the volume that his firm was doing, and the ease with 
which difficult and complicated matters could be handled. 

The CHarmMan. Who made the appointment for you to see Mr. 
Glueck at the 52 Club? 

Mr. Warner. No one. 

The Cnamman. You made an appointment to meet Mr. Peters 
there, and it just happened that Mr. Glueck was there ? 

Mr. Warner. I asked for Mr. Peters’ table, and I was shown to 
Mr. Peters’ table. 

Mr. Sruon. How long was it after Mr. Peters arrived you were 
shown to Mr. Glueck’s table ? 
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Mr. Warner. Three or four hours. 

The Cuarrman. What did you discuss for 3 or 4 hours, being 
strangers ? 

Mr. Warner. There were 3 of us, and I think 2 of them, and 
}« The CHarrMAN. You made an appointment or Mr. Peters told you 
: to meet him at the 52 Club? 

Mr. Warner. Yes, sir. 

The CuHarRMAN. At what time? 

Mr. Warner. He made an appointment at 8 o'clock. 

‘ ‘The CHairMAN. For you to meet him at 8 o’clock ? 

Mr. Warner. Yes, sir. 

The CaamrMan. You arrived at the 52 Club at 8 o’clock? 

Mr. Warner. Yes, sir. 

The CHarrman. You were shown to Mr. Glueck’s table rather than 
to Mr. Peters? 

Mr. Warner. I asked for Mr. Peters’ table, and I was shown to a 
table at which Mr. Glueck and an associate were sitting. 

The CiAtmrMan. One other question. 

Mr. Warner. Yes. 

The CiAtirMan, Mr. Peters did not show up for 2 or 3 hours? 

Mr. Warner. That is rigitt. 

The CHarrMan, During the interim Mr. Glueck tried to interest 
you in permitting him to finance your project; is that your testimony ¢ 

Mr. Warner. My testimony is that Mr. Glueck impressed upon 
me the volume of business which his firm was doing, and what could 
be done by way of easing some of our problems. 

The Crarrman. Do you think it is coincidental that you would meet 
Mr. Glueck at Mr. Peters’ table, and Mr. Peters stay away for 3 or 
4 hours, while he, Mr. Glueck, could sell you on the idea of using his 
services rather than somebody else? 

Mr. Warner. No, sir; I don’t. 

The Caiman. You don’t think it was coincidence? 

Mr. Warner. No, sir. 

The CaHarrmMaAn. Do you think it was prearranged ? 

Mr. Warner. Yes, sir. 

Mr. Simon. What was the conversation when Mr. Peters did get 
there ¢ 

Mr. Warner. It was, as I recall it, more or less casual. 

Mr. Simon. Did he introduce you to Mr. Glueck, make any comment ? 

Mr. WARNER. Sir, this was 5 years ago. 

The Cuamman. I gather you would think that was a pretty impor- 
tant evening; wasn’t it 

Mr. Warner. It was a very important evening. 

The Cuamman. What excuse did Mr. Peters give for being late? 

Mr. Warner. There was no excuses asked and no excuses given. 

Mr. Stuon. Did Mr. Glueck tell you that night what a good friend 
of Mr. Peters he was? 

Mr. Warner. Yes, sir. We were told that they had gone on trips 
together, or something of that sort. I think that was amply impressed 
on their closeness. 

The Cuamman. Do you think Mr. Peters may have had other rea- 
sons for being opposed to this project other than the fact the pressure 
was put on him from Washington, as has been allegedly testified to 
here ? 
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Mr. Warner. Sir, this morning, the people who worked this case 
were called upon to testify. All of them, without exception, testified 
there was no pressure. ‘There was no pressure except there were a 
few men, including some of the landowners, who felt we would repay 
them onaloan. They had the faith that that job should be and could }® 
be built. 

Mr. Srmon. Mr. Warner, let me ask you this: On the other hand, 
you filed this application January 19, 1950; is that right? 

Mr. Warner. Yes, sir. 

Mr. Strwron. The law expired February 28, 1950; is that right? ‘ 

Mr. Warner. Mr. Simon—— 

Mr. Simon. Is that right / 

Mr. Warner. I don’t know. 

Mr. Sr1on. You don’t know? 

Mr. Warner. I know the funds expired. Whether the law expired, 

I don’t know, but 

Mr. Stuon. When you filed this applic ation on January 19, did you 
know if it wasn’t approved within 5 or 6 weeks, the law would expire? 

Mr. Warner. I don’t recall that; no, sir. 

Mr. Stuon. You didn’t know that ? 

Mr. Warner. I did ask the processing time, the regular processing 
time of the Indianapolis office and if I recall correc tly, I was told the 
processing time was approximately 30, maybe 60 days. 

Mr. Stmon. If it was 60 days your application would have died, 
wouldn't it / 

Mr. Warner. I think if the average processing time of other cases 
as against ours, if you were to check, you would find ours was given no 
special treatment. 

The CiatrMan. You said you wished to make a statement. We have 
granted you that privilege. Are you finished with that now that we 
might go on with our questioning ? 

Mr. Warner. Yes, sir. 

The CHamman. Thank you. You may proceed, Mr. Simon. 

Mr. Simon. J asked you this morning if you were aware of the 
statute which IT have before me, the act of December 27, 1947, one 
sentence from which reads as follows: 





In estimating necessary current cost for the purpose of said title 
and “said title” is title VI of the Housing Act— 
the Federal Housing Commission shall therefore use every feasible means to 
assure that such estimates will approximate as closely as possible the actual 
costs of efficient building operations. 

Did you know that that provision was in the statute? 

Mr. Warner. No, sir, I didn’t. 

Mr. Suwon. Referring to your application which you filed with 
FHA here in 1950, on the 19th of January, it says that— 
A builder's fee of $216,400 is to be put in as equity. 
Is that right ? 

Mr. Warner. Right. 

Mr. Simon. Actually, you paid a fee of $150,000 to the Simmons Co., 
in cash, which was not equity, is that right? 

Mr. Warner. I am trying to find that. Would you repeat the 
question, please, Mr. Simon ? 
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Mr. Stmon. The question was whether or not in actuality you did 

not pay a $150,000 fee as a builders fee to the Simmons Co. in cash. 

Mr. Warner. Essex House did; yes, sir. 

Mr. Stwon. Did you ever have ‘any arrangement with any builder 
for him to take his fee in equity in the company ? 

Mr. Warner. No, sir; not to my knowledge. 

Mr. Staon. The next application says that Russ & Harrison are 
the architects and the architect’s fee of $165,400 is to be put in as 
equity: is that right ? 

Mr, Warner. That is right, 

Mr. Simon. The architects were in fact Russ & Harrison, but they 
were paid $90,000 in cash, and not in equity; is that right 4 

Mr. Warner. That is right. : 

Mr. Simon. Did you ever have any discussions or arrangements 
with Russ & Harrison under which they were to take their architect's 
fee in an equity position in the company ? 

Mr. Warner. No, sir, except with the possible assistance in the 
financing of the land transactions. 

Mr. Simon. You mean they were to put up some more money for 
the land and get paid back later? 

Mr. Warner. Something like that; yes, sir. 

Mr. Simon. But no part of their architect's fee was ever discussed 
as being a part of the equity ; was it ? 

Mr. Warner. No, sir. 

Mr. Simon, Next you have in here the land at $200,000, as being a 
part of the equity. In fact, the land was put in for $175,000 of pre- 
ferred stock and which was redeemed out of the mortgage proceeds ¢ 

Mr. Warner. That is right. 

Mr. Simon. Now, going back to the beginning, when was the first 
section 608 project you ever built? 

Mr. Warner. The first one I ever built was 10 units in Birmingham. 

Mr. Sraron. What was the name of the project? 

Mr. Warner. Saipan. 

Mr. Stuon. When did you build that ? 

Mr. Warner. I built it in 1947. 

Mr. Stuon. What was the amount of the mortgage ? 

Mr. Warner. It was approximately $56,000. 

Mr. Simon. You built that not in partnership with Mr. Kanter; is 
that right ? 

Mr. Warner. That is right. 

Mr. Simon. What was the first one that Mr. Kanter ever built ? 

Mr. Warner. Ie built one called Spartan, about a year later. 

Mr. Simon. What was the amount of that mortgage, roughly ? 

Mr. Warner. I think around $45,000. 

Mr. Simon. He built that about 1948? 

Mr. Warner. About 1947, maybe 1948. 

Mr. Stmon. Subsequently the two of you went together and built 
15 projects; is that right? 

Mr. Warner. That is right. 

Mr. Simon. At the time you started your Saipan project in 1947, 
what was your net worth ? 

Mr. Warner. I don’t recall that. Do you have a copy of our 
financial statement ¢ 


50690—54—pt. 3——50 








2546 FHA INVESTIGATION 


Mr. Sraron. No. 

Mr. Warner. | don’t recall our financial worth. 

Mr. Stmon. Were you worth $10,000, 850,000 ? 

Mr. Warner. We were 

Mr. Simon, I am talking about you now, in 1947, when you built 
this Saipan section 608, 

Mr. Warner. I can’t tell you, Mr. Simon, unless you can let me 
have one of my applications. The FHA files have been denied to us. 

Mr. Srwon. How much money did you have in 1947 before you 
built the Saipan project ? 

Mr. Warner. A modest amount, sir; [ would say possibly twenty, 
twenty-five thousand dollars. 

Mr. Simon. What was that twenty-five or twenty thousand? What 
did it consist of ¢ 

Mr. Warner. I had savings in bonds and things of that sort. 

Mr. Simon. How much did you have in bonds? 

Mr. Warner. I would say approximately eight to ten thousand 
dollars. 

Mr. Smwon. Government bonds? 

Mr. Warner. Yes. 

Mr. Smmon. Registered in your name? 

Mr. Warner. Either my name or my mother’s name. 

Mr. Srwon. And how much did you have in cash ? 

Mr. Warner. I think—lI dont’ recall exactly how much cash I had. 
I would say approximately five or six thousand dollars. 

Mr. Simon. What else did you have? 

Mr. Warner. I had personal property. 

Mr. Stmon. What did that consist of ¢ 

Mr. Warner. Household furnishings, automobile, and so forth. 

Mr. Simon. What else ¢ 

Mr. Warner. I don’t recall, Mr. Simon. That is 7 years ago. Could 
I see a copy of my financial statement ? 

Mr. Simon. You can see anything I have got, but I don’t have your 
financial statement, Mr. Warner. What you have given me would be 
thirteen to sixteen thousand dolars, not including your automobile 
and your household furnishings. 

Mr. Warner. I think I had a few stocks. 

Mr. Srwon. What were the stocks ? 

Mr. Warner. A nominal amount, in American Linen, Avondale 
Mills. 

Mr. Sruon. What were they worth? 

Mr. Warner. I would say they were possibly worth a couple of 
thousand dollars. 

Mr. Stuon. Anything else? 

Mr. Warner. Yes, sir. I was owner of—these dates may vary from 
x few months into an additional year, but I was owner of approxi- 
mately 40 to 49 percent of Warner Realty & Insurance Co. 

Mr. Srmon. Was that started before you built a section 608 ? 

Mr. Warner. Yes, sir, that was started some 20 or 25 years ago. 

The CuatrmMan. You testified your net worth was something around 
$25,000. 

Mr. WarNER. } would estimate, sir, roughly. 

The Cuairman. Of everything? 

Mr. Warner. Yes, sir. 
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The CuarrMan. I think that is close enough. 

Mr. Warner. Without close examination of my statement. 

Mr. Stmon. What was Mr. Kanter’s net worth ? 

Mr. Warner. I don’t recall, sir. His father died, and he had an un- 


divided interest in his father’s estate. 


Mr. Srmon. What was that worth? 

ir. Warner. I don’t recall, Mr. Simon. 

Mr. Simon. Was he worth any more than you were or less than 
vou were 4 
| Mr. Warner. I would say probably he was worth more than I was. 

Mr. Stwon. How much more? 

Mr. Warner. I don’t know, sir. 

Mr. Simon. I[s it a great deal more or slightly more? 

Mr. Warner. I wouldn't think it would be a great deal more: no. 

Mr. Stwon. Now, the first project you built together was Washing- 
ton Park, Inc.; is that right ? 

Mr. Warner. That is right. 

Mr. Stuon. Was the amount of the mortgage proceeds there 3355,- 
O00 7 

Mr. Warner. That is correct. 

Mr. Simon. And was the total cost of that project $325,328 ? 

Mr. Warner. Let me get my figures here. 

The Ciamman. You may get your figures. We would like to have 
the total cost of the 13 projects and total amount of the mortgage 
proceeds of the 13 projects so that we can see whether or not the 
proceeds of the mortgage was greater than the total costs. 

Mr. Warner. This is Washington Park, Senator. 

Mr. Simon. Do you have your figures for the Alabama project 
together ? 

Mr. Warner. No; I don't. We can easily work them up for you. 

Mr. Simon. Washington Park, Inc., the proceeds of the mortgage 
was $355,000 ? 

Mr. Warner. That is correct. 

Mr. Stmon. Was the total cost of the project $325,328 ? 

Mr. Warner. That is correct—326.98. 

Mr. Simon. You say 3267 

Mr. WARNER. $325326.89. 

Mr. Simon. Next is Jan-Mar Apartments, mortgage proceeds $100,- 
OOO there. 

Mr. Warner. Pardon me 1 second, 100. 

Mr. Stmon. Total cost of project, $99.73 

Mr. Warner. That is correct. 

Mr. Simon. Next one, Park Manor, was the mortgage $462,620 / 

Mr. Warner. That is correct. 

Mr. Sruon. Total cost, $477,040 ? 

Mr. Warner. That is correct. sir. But our net cost shows S$450.- 
007.38 because I think your accountants asked us to show only our net 
cost; our construction company or partnership had a partis al contract 
for furnishing some of the equipment. 

Mr. Simon. So the actual net cost there was $27,000 less than the 
figure I have given you? 

Mr. Warner. Our figures on a net basis, not paying any attention 
to corporation, mortgage S462.200, cost SSO.007.28. a di flere} nee, 12. 
92.62 
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Mr. Simon. The next one, South Park, mortgage proceeds $935,300 

Mr. Warner. That is correct. 

Mr. Simon. Is the net cost $902,207 ? 

Mr. Warner. That is correct: but there again our construction com- 
pany had a contract there. 

Mr. Stuon. What was the net cost 4 

Mr. Warner. Our net cost, through the partnership, construction, 
was $870,145.69, making a difference of $65,154.83 

Mr. Simon. Were the figures that we had for Washington Park and 
Jan-Mar net figures, or is there another figure, another profit, in ‘ 
there, too? 

Mr. Warner. Net figures. 

Mr. Stuon. Going to Essex House, Inc., in Birmingham, was the 
amount of the mortgage $1,209,500 ¢ 

Mr. Warner. Right. 

Mr. Simon. Was there a premium of $12,095 on the mortgage? 

Mr. Warner. Correct. 

Mr. Simon. What was your net cost there? 

Mr. Warner. Net cost was $1,224,972.53, which is an amount in 
excess of the mortgage by $14,672.53 

Mr. Stuon. That is not in excess of the mortgage proceeds by that 
amount. You forgot the premium. 

Mr. Warner. The premium on the mortgage is treated and reported 
as income. It has nothing to do with the mortgage amount. 

Mr. Simon. The figures you have given me here are not the figures 
as you treated them on your books for income-tax purposes, are 
they ¢ 

Mr. Warner. Yes, sir. 

Mr. Stuon. You are sure of that 4 

Mr. Warner. Let me see if I understand your question. We treated 
the premium as income. 

Mr. Simon. Yes: but you treated a lot of other things as expenses 
against income which here you are treating as construction costs. 

Mr. Warner. Mr. Simon, you know there are many items such as 
construction interest where the taxpayer has an optional charge. 

Mr. Simon. Of course. All I am saying is you ought to take one 
position or the other, but you shouldn’t take the position when it is 
to your side on some items, and then reverse them when it is on the 
other. 

Mr. Warner. I haven't, sir. You announced figures where the 
difference was less, as between the mortgaging cost. I have corrected 
you on that. 

Mr. Simon. The premium is part of the mortgage proceeds, isn’t it ? 

Mr. Warner. No, sir. 

Mr. Simon. Isn’t that what you get when you sell the mortgage? 

Mr. Warner. It is income after the construction is complete. Tt 
hasn’t anything to do with cost. 

Mr. Simon. It has a lot to do with the mortgage, doesn’t it? 

Mr. Warner. In what way 4 

Mr. Simon. Did you ever get a premium on a mortgage except i 

connection with the sale of the mortgage ? 

Mr. Warner. I don’t quite understand. 

ae CuHamrman. You can’t get a premium on a mortgage unless you 
sell it. 
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DOO Mr. Warner. That is right. 
Mr. Simon. And all the premium is a part of the proceeds of the sale 
of the mortgage. 
h com- Mr. Warner. If it is a sale of the mortgage, it is income, that is 
correct. 
Mr. Stwon. In Sheridan Apartments, what was the amount of the 
ction, mortgage ¢ 
Mr. Warner. $264,600, 
rk and Mr. Srmon. And the next cost ? 
fit. in 4 Mr. WarRNER. $261,029.91. 
Mr. Srwon. Marlin Court Apartments: What was the amount of 
the mortgage ¢ 
‘as the : Mr. Warner. I don’t have that. 
Mr. Srmon. Do you have any idea what it was? 
Mr. Warner. Yes, sir; I do. 
e? Mr. Srmwon. What was it? 
Mr. Warner. I think the mortgage was about $128,000 and the 
costs were approximately the same. 


unt in Mr. Srwon. On the 6 projects in which you have figures, the total 
mortgage proceeds were $3,338,695, is that right ? 
yy that Mr. W ARNER. I don’t have that addition. 
Mr. Srwon. All right. 
ported The CHarrMan. Will you add it? 
Mr. Simon. We have our auditors here, Senator. 
fieures Now, going to Cincinnati, did you build three projects there? 
os. are Mr. Warner. That is right. 


Mr. Stwon. Canterbury Gardens, Ine.: What was the amount of 
the mortgage ¢ 
Mr. Warner. $2,808,400. 








-reated Mr. Stmon. The premium was $72,782 ? 
° Mr. Warner. That is right. 
penses Mr. Stmon. Stratford Manor, No. 1, the mortgage ? 
ts. Mr. Warner. $4,280,400. 
uch as Mr. Stmon. No premium there? 
Mr. Warner. That is correct. 
ke one Mr. Srmon. Stratford Manor, No. 2, the amount of the mortgage? 
nit is Mr. Warner. $2,964,500. 
on the Mr. Srwon. No premium ? 
Mr. Warner. That is correct. 
re the Mr. Stmon. The total cost of Canterbury Gardens, Inc. ? 
rrected Mr. Warner. Our net cost with no overhead or profit was 
Mr. Stmon. I want the total amount that you paid every living soul 
sm’t it? for everything anybody did, all of the actu: il costs that you paid any- 
body for land, building, interest, filing fees, everything. 
toage ? Mr. Warner. Total cost, without any charge for overhead or 
te. It profit 


Mr. Stmon. Did you pay anybody for overhead ? 

Mr. Warner. No, sir. 

Mr. Srmon. Did you pay anybody any profit ? 
cept in Mr. Warner. No, sir. 

The CuatrMan. Why should you consider it ? 

Mr. Warner. Sir, I just wanted to show that this is naked bare 
ess you costs. 
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The Crarman. I think we ought to say this: ‘That you certainly 
can't have a profit on something that you continue to own. For 
example, you built this for your own purpose. You still own it. It 
is your property, you see. You can’t make a profit on it because you 
still own it. You can only make a profit when you dispose of some- 
thing or make a profit for the use of it. For example, you built these 
pr ojects to make your money from the rentals. If you got a mortgage 
for more than the total cost, which you did—of course, you owed for 
that amount. 

Mr. Warner. But, Senator, I would like to say one thing, sir: In 
the event we employ me on the Cincinnati projects an outside ¢ ontractor 
to build it, we would have paid a construction profit to those con- 
tractors. 

The CratrmMan. But you didn’t and it is your project and you own 
it and you continue to own it. 

Mr. Warner. Yes, sir; but my business is construction as well as 
rental management. 

Mr. Suwon. Did you build these properties to make a profit out of 
the Government mortgage money, or did you build them to own them ? 

Mr. Warner. I built these projects to have, to show a profit for my 
construction company and also establish an equity. 

Mr. Simon. You wanted the Government mortgage money to give 
you a profit in the building and then you still wanted to end up own- 
ing it; is that right? 

The CuarrmMan. Let me ask you this: The construction company is 
the same ownership as the project ownership, is it not ? 

Mr. Warner. That is right. 

Mr. Sraon. So they are one and the same? You wanted a profit 
out of building it, then you wanted to still own it; is that right ¢ 

Mr. Warner. That is correct. 

Mr. Simon. That isa nice thing if you can get away with it. 

Mr. Warxer. Well, sir, the pamphlets which are issued in encour- 
agement of this construction—— 

Mr. Srmon. You mean by the FHA? 

Mr. Warner. Yes, sir. 

Mr. Suwon. I think that is possibly true because the head man of 
FHA, Mr. Clyde Powell, has twice refused to testify before this com- 
mittee and hidden behind the fifth amendment. We would like to 
question Mr. Powell on why he issued such instructions. I don’t think 
there is any question but what he did. Why did he do it? 

Mr. Warner. I don’t know why he wrote them, but we did our best 
to comply with them. 

Mr. Stwon. Mr. Warner, no FHA suggestion ever went as far 
as what you are suggesting here. The most they ever suggested 
was that you could put up some of that 10 percent, between "90 and 
100 for a builder’s fee. You not only want the whole 10 percent 
between 90 and 100 for a builder’s fee, but then you want a second 
builder’s fee out of the mortgage money. You want one builder’s fee 
to be the equity. you want a second builder’s fee in cash out of the 
mortgage and you still want to own the property. 

Mr. Warner. That sounds very sorry, Mr. Simon, but those admin- 
istrative rules were written prior to your interpretation. 

Mr. Sruon. Do you know of any piece of paper that FHA ever put 
out that suggested you could get a mortgage on a building where the 
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cost would be less than the proceeds of the mortgage? We know 
there are some where they said they could be equal, too, but do you 
know of anyone that said that costs could be less than the mortgage 4 

Mr. Warner. The FHA 

Mr. Stwon. Will you answer my question? Do you know of any 
piece of paper they ever put out that said the cost could be less than 
the mortgage ¢ 

Mr. Warner. I read a letter to you this morning that in effect said 
that. 

Mr. Sraon. In your particular case. That was after the commit- 
ment was issued. 

Mr. Warner. Sir, the information we got from each FHA oflice we 
did business with was that in the event you once obligated yourself 
to build a project, whatever savings you could effect. were perfectly 
proper and legitimate; in the event you had a Joss and you had to 
cuarantee it, that was your hard luck. 
~ Mr. Srmon. That isn’t what you said a minute ago. You said 
the FHA put out regulations that permitted this. Now, what piece 
of paper did they ever put out that said you could do this? 

The Cuamman. While you are looking that up, let me say, whether 
they did this or whether they did not, the law was very specific; it 
was to be 90 percent of 100. And that is just the reason for this 
investigation, that we have found too much collusion between FHA 
and officials and what actually happened. In many respects, in all 
fairness to you builders, I want to say it was not your fault. That is 
the purpose of the investigation, because there was too much looseness 
permitted in this whole operation . 

Mr. Warner. Sir, I would like to read this. 

Mr. Stmon. What is that? 

Mr. Warner. This is a reference. 

The CHarrman. You identify the document. 

Mr. Warner. We wanted to ask your permission at a later time to 
admit our statement, and I was going to read an excerpt from a 
pamphlet that you referred to. 

Mr. Suwon. What is the pamphlet ? 

The CrarrmMan. Just identify the p: amphlet. 

Mr. Warner. It was an FHA veterans’ housing pamphlet. 

Mr. Sruon. Do you have the pamphlet ? 

Mr. Warner. No, sir. 

Mr. Stwon. Can you identify the number, or how do we get a 
copy of it? 

Mr. Warner. No, sir. I can get one for you. 

The CuarrMan. You read what you desire to read, and then identify 
for us later your authority or the pamphlet out of which it came. 

Mr. Warner. All right, sir. 

As for construction pr ‘ofits, FHA offered a special incentive to 
sponsors who would accept the responsibilities ae, risks, also acting 
as builders. 

Mr. Stwon. You are quoting, are you? Are you quoting from the 
pamphlet ? 

Mr. Warner. Not yet, no. 

Mr. Siaon. What you are doing, that is just your language now? 
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Mr. Warner. Yes, sir. 

An official FHA builder pointed out with an insured mortgage loan up to 90 
percent of net current costs, an efficiently operating sponsor builder may recover 
through the mortgage substantially all cash expenditures, and that the sponsors’ 
net investment might constitute relatively minor cash expenditure items plus 
his unrealized construction profits. 

Mr. Stwon. Mr. Warner, how do you reconcile that with the fact 
that you didn’t even know until today that the Congress had amended 
the law in 1947, to say that these costs were to be as close as pos- 
sible—the estimates were to be as close as possible to the actual costs of 
efficient. builders ? 

Mr. Warner. Sir, we look to the FHA for the administration of 
the act. 

Mr. Stwon. Well you—— 

The Cuarrman. You will agree that the law said 90 percent, will 
you not? 

Mr. Warner. Of the estimated replacement cost. 

Mr. Sruon. The estimated replacement cost was to be as close as 
possible to the actual cost of efficient builders. 

The Cuatrman. We have found instances, of course, where FHA 
in my opinion, and the testimony speaks for itself, deliberately per- 
mitted builders to estimate knowingly a million dollars more than 
they knew it was. We are not putting the entire blame on you build- 
ers. We hada place in Chicago where in my opinion they deliberately 
estimated $1,650,000 more than they knew the cost. was going to be. 
The builder told them the cost would be approximately $7,200,000. 
That is all he asked them for. Yet the FHA officials insisted in mak- 
ing it $1,600,000 more. 

Mr. Warner. You have been very fair about letting me make state- 
ments and I appreciate it. I would like to make one observation, 
though. At the time a project has not as yet started it is not possible 
for anyone to determine what those costs are ultimately going to be. 

The Cuatrman. Of course it is possible. When the mistake is made 
and discovered, it should have been corrected. 

Mr. Warner. There was no requirement for certification or return 
of cash. 

The Crain an. There is nothing that required certification. There 
is nothing that ever said FHA should not use good common horse- 
sense and business methods and honest methods in a lot of these things. 

Mr. Warner. You are a better lawyer than I am—— 

The Cuatmman. I am not even a lawyer. 

Mr. Srwon. If FHA could be wrong, didn’t you at least have the 
obligation to tell them the truth in your application ? 

Mr. Warner. Mr. Simon, you know the procedures in applying for 
these loans. 

Mr. Stwon. My question was whether you don’t think you had the 
obligation to tell them the truth in your application / 

Mr. Warner. We did tell them the truth based upon the informa- 
tion we had. 

Mr. Stuon. Did vou ever contemplate pay ing the builder’s fee and 
architect’s fee for Essex House in equity ? 

Mr. Warner. As of the time we filed that application it would have 
been perfectly possible for us to pay either the architect’s fee our- 
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Mr. Srmon. That isn’t my question. You said in your application 
for Essex House you were going to put in $20,000 in eash, and that 
Burr and Harrison were going to take the architect’s fee in equity 
and the builder’s fee was going to be paid in equity. ‘That wasn't 
true, was it? 

Mr. Warner. He heard the closing attorney say this morning that 
as between the time the application was filed and the closing was made 
there was changes in all the documents involved. 

Mr. Simon. That wasn’t my question. You never contemplated 

ying Burr and Harrison’s fee in equity, did you? 

Mr. Warner. I don’t think we did. 

Mr. Stuon. Then it was not true to say in the application that you 
were going to pay it? 

Mr. Warner. We certainly could have paid it in cash, and we paid 
part of it in cash. 

Mr. Stmon. You could have done a lot of things, but the fact is 
our you said in your application you were going to put in $20,000 in 

ish, and you said in your application that Burr and Harrison’s fee 
was going to be paid in equity and that wasn’t true, was it ? 

Mr. Warner. Mr. Simon, you are asking for an answer which isn’t 
correct. If you knew what you had been referring to since this morn- 
ing, a letter dated June 15, even though, because ‘of Mr. Peters’ posi- 
tion in the matter, if you will refer to Mr. Colvin’s letter of June 15 
and look down at the bottom of the page, you will see that the dif- 
ference in the architect’s fee, which at that time was $110,000, and in 
line which Mr. Colvin set forth in that letter was an amount which 
even Mr. Peters admitted under rules of FHA was equity. 

Mr. Stwon. You are talking about something different. At no time 
did you ever contemplate paying Burr and Harrison’s fee in equity; 
isn’t that right ? 

Mr. Warner. I think that is correct. 

Mr. Stuon. And yet your application says that the Burr and Har- 
rison fee is going to be paid in equity, doesn’t it? Isn’t that what 
it says? 

Mr. Warner. Tf it was paid in cash, we would acquire the equity. 

Mr. Stuon. Doesn’t the application say it is going to be paid in 
equity ¢ 

Mr. Warner. Everything on that application is tentative. 

Mr. Sraon. Nothing tentative about saying that Burr and Harri- 
son’s fee is going to be paid in equity, is there ¢ , 

Mr. Warner. Mr. Simon, if you are trying to ask me to say that 
everything on that application was to be followed through commit- 
ment and through closing the loan, I assure you there has been no 
FILA loan that I have ever known of which can be closed on that basis. 
That application is based upon preliminary plans, and specifications, 
and what is your best estimate might be. 

Mr. Stmon. Did it tell the truth ? 

Mr. Warner. It did tell the truth as of that time. 

The Cuairman. Let’s get on with whether you got more from the 
mortgage process than the total cost. 

Mr. Simon. Canterbury, cost, $2,307,896 ? 

Mr. Warner. No. 1. 

Mr. Srwon. Wasn't there only one Canterbury Gardens, in Cincin- 
nati ? 
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Mr. Warner. $2,316,153.41. You are including the premium which 
we excluded in our computation 

Mr. Simon. You got a premium, didn’t you? 

Mr. Warner. Yes, sir. 

Mr. Srwon. Did you get the premium because it was an FHA 
mortgage ? 

Mr. Warner. Yes, sir. 

Mr. aanem: Did you charge against these costs the FHA fees you 
had to pay? 

Mr. Warner. No, sir; but we reported the premium as income. 

Mr. Sron. Did you ch: arge against these costs the FHA fees you 
had to pay ? 

Mr. Warner. No; because there was no construction cost. 

Mr. Simon. Ave you certain of what you are saying now, that the 
FILA fees are not included in these costs? 1 think you will find they 
are included. 

Mr. Warner. I beg pardon. FHA fees are included in the cost. 
I thought you were talking about the premium. 

Mr. Suwon. The FHA fees that you paid to get the Government 
commitment are included ? 

Mr. Warner. That is correct. 

Mr. Simon. But the premium you got because it was a Government- 
insured mortgage you excluded? 

Mr. Warner. Yes. Dut it went to the corporation. 

Mr. Simon. Next, the Stratford Manor, No. 1, the mortgage was 
$4,280,400? 

Mr. Warner. Yes, sir. 

Mr Sion. What was the cost ? 

Mr. Warner. $3,502,567.20. 

Mr. Srron. Stratford Manor No. 2, the mortgage was $2,964,500 ? 

Mr. Warner. $2,475,819.22. 

Mr. Siaon. The amount of the mortgage, wasn’t that $2,964,500? 

Mr. Warner. $2,964,500, mortgage. 

Mr. Srwron. And cost, 82 40 5,820? 

Mr. Warner. Right 

Mr. Simon. The total morte: wes Were $10,053,300, is that right? 

Mr. Warner. Without overhead or construction profit. 

Mr. Srwon. My only question, Mr. Warner, is whether the total 
mortgages were $10,053,300. 

Mr. Warner. Yes, sir. 

Mr. Stuon. The premium was $72,782? 

Mr. Warner. That is correct. 

Mr. Srvron. The total costs were $8,286,283, is that right ? 

Mr. Warner. I haven’t totaled them, Mr. Simon. 

Mr. Stwon. I think you will find that right. That makes an ex- 
cess of mortgage money over costs in the Cincinnati, Ohio, project 
of $1,767,017 

Mr. Warner. I take your word for it. 

Mr. Simon. Do you consider that a profit; do you? 

Mr. Warner. I consider that—I consider a construction profit a 
legitimate charge to that. 

The Cuatrman. Did you pay income taxes on $1,700,000—some, 
normal income taxes? 

Mr. Warner. We reported that 
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Mr. Stmon. Did you pay any income tax on that money ¢ 

Mr. Warner. I am about to answer that question, sir. 

Mr. Son. Did you pay any income taxes ? 

Mr. Warner. We reported it 

Mr. Srmmon. Did you pay any income taxes on it? 

Mr. Heap. You asked two questions before. 

The CrainMAn. Did you pay any income taxes on $1,700,000 some ? 

Mr. WARNER. No. 

The CuAirmMAN. How could it be a profit then ? 

Mr. Warner. Sir, in the filing of consolidated returns, in accord- 
ance with the Internal Revenue section 141, the payment of profits 
from a subsidiary corporation to the parent comp: iny is not a profit- 
able transaction. 

Mr. Simon. So when it was to your tax advantage to do so, you put 
all the corporations in one basket and treated these as intercorporate 
transactions and you paid no income tax ? 

Mr. Warner. Like everyone else we pay as little tax as we can 
legally. 

Mr. Suwon. When it is to your advantage to say these are separate 
ind one made a profit out of ‘dealing with the other, you want to take 
the opposite position / 

Mr. Warner. We do everything we can in good business conscience ; 
yes. 

Mr. Smron. Going to St. Louis—— 

The CHAIRMAN. Is the mortgaging out in Cincinnati $1,700,000 
some ¢ 

Mr. Simon. In Cincinnati. 

The Cuarman. In other words, the total—the proceeds of the 
mortgage was $1,700,000 some greater than all the costs, including the 
land and building and interest, et ceter ra; is that correct 

Mr. Stuon. That is correct, Senator. 

Mr. Warner. Sir, just for the record—— 

‘The CHamrMan. Do you admit that is correct? 

Mr. Warner. Yes, sir, but I would like to insert one statement with 
that if you don’t mind. There is a difference of opinion which I 
respect between you and Mr. Simon and myself as to whether a parent 
corporation, such as our construction company, charging a construc- 
tion profit from our subsidiaries, which otherwise would go to an out- 
side general contractor, is proper under this, and we take the position 
it is. 

The Cuamman. We went into that before. They are exactly the 
same stockholders ? 

Mr. Warner. Yes, sir. 

The CHairman. The same people? 

Mr. Warner. Yes, sir. 

The Cruarrman. In other words, you would be taking money out 
of one pocket and putting it in the other. 

Mr. Simon. This is a leadpipe cinch. If you had hired a contractor 
to do it and he made this profit of $1,700,000 he would have had to 
pay income taxes on it; wouldn’t he? 

Mr. Warner. We wouldn't have had to do the work and ultimately 
we will pay income taxes on it, too. 

Mr. Simon. If you had hired an outside contractor he would have 
had to pay income taxes on it, too? 
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Mr. Warner. He might have. 

The Caiman. The facts are that you on the Cincinnati project, 
your total cost was $1,700,000, approximately, less than the proceeds 
of the mortgage. There isn’t any question about that ? 

Mr. Warner. Yes, sir, that is actual cost. Asa matter of fact, your 
accountants, In reviewing our books, were quoted to my accountants 
stating it was unusual—— 

The Cuamman. Let me say this: That the FHA officials down there 
appraised the property for replacement purposes at the total amount 
of your mortgages. Otherwise you couldn’t have received it. Other- 
wise vou couldn't have received mortgages in the amount you did had 
not the FHA officials approved it. 

Mr.Warner. I am not going to impugn on any further of your time 
arguing the principles of the operation. 

The CrairMan. It is a fact: isn’t it? 

Mr. Warner. I know our construction company, because we are 
housing specialists and nothing else, can build 10 percent below other 
general contractors. 

Mr. Stmon. The mortgage was supposed to be 90 percent of the 
cost. 

Mr. Warner. Replacement cost. 

Mr. Stmon. Ninety percent of replacement cost ? 

Mr. Warner. That is right,estimated replacement cost. 

Mr. Simon. This mortgage turned out, the cost turned out to be 
20 percent less than the mortgage; is that right ? 

Mr. Warner. That is correct. 

Mr. Sraon. So the costs should have been 10 percent above the 
mortgage. It actually was 20 percent below the mortgage, or a dif- 
ference of 30 percent. How do you account for being 30 percent off # 

Mr. Warner. Mr. Simon, in connection with the Cincinnati projects, 
we filed our oc pe ation— 

The Cram Let me say this to you: That the FHA approved 
the total Sara of the mortgage proceeds you received. Otherwise 
you wouldn’t have been able to receive them; is that right? Therefore, 
they must share the responsibility with you. 

Mr. Warner. That is correct, Senator, but the only thing is, I think 
it is a little bit—not unfair, but I mean it is expecting a great deal to 
expect anyone to gaze into a crystal ball and state that 18 months or 
2 years later, the costs should be a certain amount. If there was a 
certification in the law 

The CHatrman. They missed it about 30 percent. 

Mr. Warner. No, sir: they did not, Senator. 

The Cramman. What was the total cost? What was the total cost 
of the mortgage ? 

Mr. Simon. Mortgage, $10,055,000. 

The CHamMan. I mean what was the total cost ? 

Mr. Simon. Total cost, $8,286,000. 

The Caairman. Approximately $8 million. Now 

Mr. Srmon. The estimated cost was about $11,100,000. 

The Carman. $11,100,000, What was the actual cost ? 

Mr. Sruon. $9.286.000. 








gQ 


The Cuatrman. Thi aut is approximately $3 million difference. If 
my figures are correct, $3 million into $11 million is almost 30 percent. 
It is about 27 percent. 
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Mr. Warner. Sir, I can’t argue the procedures by which this was 
done. The only thing I do subinit is that as of any given moment, 
the re is no one who can build a project for the same cost as someone 

and hit the identical figures. 

“The ( ERMAN, What was the capital invested in these Cincinnati 
pr ojects ! 

Mr. W vrNER. We had a substantial investment in this respect, sir. 

The Cuairman. What was the actual capital invested ¢ 

Mr. Semon. 81,000 in each company, wasn’t it, Mr. Warner ? 

Mr. Warner. We had—the incorporation of the construction com- 
pany was for $1,000. 
~ Mr. Stwonx. And each of the sponsoring corporations had $1,000 
worth of A stock and then B stock issued for the land just like 
Indianapolis: is that correct é 

Mr. Warner. That is correct. 

The CHainman. Then vou retired the B stock out of the proceeds 
of the mortgage ¢ 

Mr. Warner. Yes, sir. 

The Crairmman, Therefore, you end up—— 

Mr. Warner. I beg pardon, the B stock has not been retired. 

Mr. Srwon. It has been largely retired, though, hasn't it? 

Mr. Warner. No, sir. It “a as not been retired. This is the setup 
on those projects: The By stock has not been retired prior to—— 

The Cuamman. Will the B stock be retired ? 

Mr. Warner. Sir. it is difficult to sav in the future whether it will. 

The Cuaiman. When was the project finished ¢ 

Mr. Warner. I think they were finished, one was finished approxi- 
mately a year and a half ago and one was finished about 2 years ago, 

The Cuamman. The capital stock of the corporation is $1,000 in 
common, A, and how much in B to be retired and is in the process of 
eing retired 4 

Mr. WaRNER. sir, there is nothing in the process of being retired. 

Mr. Simon. Tfow much capital B stock ¢ 

Mr. Warner. The construction corporation, as I understand it, as 
i recall it, has $1,000 A and $110,000 in Bb. 

The CHarMan. That was paid for the land ? 

Mr. Warner. That was on one project, plus $60,000 in common 
redeemable B on the other project, which makes a total capitalization 
of approximately $175,000. In addition to that, Senator, we signed 
personal guaranties for completion of those projec ts. 

The Cuatrman. We understand. You got that back out of the 
proceeds of the mortgage. ; 

Mr. Warner. Aggregating in excess of a million dollars. 

The Crarrman. You got that back out of the proceeds of the mort- 
gage ¢ 

Mr. Warner. All of these funds are in the parent corporation, 
which owns the section 608 corporations and it is billed to the entire 
group. 

Mr. Simon. Going to St. Louis, there are two projects there; is that 
correct { 

Mr. Warner. That is right. 

Mr. Simon. Where the mortgage on Canterbury Gardens No. 1, 
$5,654,000. 

Mr. Warner. That is right. 
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Mr. Srwon. $3,558,200 on No. 2? 

Mr. Warner. That is correct. 

Mr. Stmon. Total mortgage of $7,212,200 ? 

Mr. Warner. That is right. 

Mr. Sron. Premium on No. 1 was $109,065, and the preminm on 
No. 2 $105,492; is that right ? 

Mr. Warner. I think that is correct, sir. 

Mr. Srvron. That is a total of $214,557. 

Was the total cost of No. 1 $3,474,448 ¢ 

Mr. Warner. That is correct, 447.11. 

Mr. Staon. And the total cost on No. 2 $3,547,071 ¢ 

Mr. Warner. 0.373 yes, sir. 

Mr. Smron. That makes a total cost for the projects of $7,021,519; 

>that right / 

Mr. Warner. I think that is right: yes, sir. 

Mr. Suwon. The mortgage proceeds, including the premium, were 
£405,238 over the mortgage; is that right ? 

Mr. Warner. The mortgage proceeds, plus the premium less the 
cost, would give you that; ves, sir. 

Mr. Srron. The mortgage proceeds, which is the face amount plus 
the premium, the amount you got when vou sold the mortgage was 
$405,238 more than all the costs; is that right ? 

Mr. Warner. That sounds correct. I am not adding the figures. 
The figures sound familiar. 

Mr. Srvon. I am going to Indianapolis here, the morfgage was 
S3.474,900 ¢ 

Mr. Warner. I think that is correct. 

Mr. Srwon. The premium on the mortgage was $69,498 4 

Mr. Warner. I can’t find that schedule. Here it is. Mortgage, 
$3,474,900. 

Mr. Smron. Premium, $69,498 4 

Mr. Warner. That is correct. 

Mr. Stow. Total project cost, $3,428,378 # 

Mr. Warner. I beg pardon ? ¢ 

Mr. Suvon. Total cost, $3,428,378 4 

Mr. Warner. Our cost shows $3,477,458.71. 

Mr. Stuon. Mr. Warner, aren't you including $49,000 of furniture 
that you bought to furnish these apartments ¢ 

Mr. Warner. I am, sir. 

Mr. Stwon. Wasn't this built as an unfurnished apartment ? 

Mr. Warner. Yes, sir. 

Mr. Sron. Have you ever known of. a section 608 project in which 
furniture was considered as a cost 4 

Mr. Warner. I couldn’t answer that I know of other people’s sec- 
tion 608 projects, but in this particular one, upon what we considered 

good accounting advice, it was considered as cost. 

Mr. Srwon. Is it a cost of construction of the buildings? 

Mr. Warner. It is part of the total cost. 

Mr. Simon. Is ita part of cost of construction of the building ? 

Mr. Warner. No. 

Mr. Simon. Isn’t it a fact you built this as an unfurnished apart- 


ment and only after the building was completed did you go to the 


FHA and say you couldn’t rent the apartments unfurnished and 
therefore you had to get permission to furnish some of them ? 
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Mr. Warner. We felt 

Mr. Srmon. Is that true? 

Mr. Warner. The intonation is not true, Mr. Simon. 

Mr. Simon. Is it true after the building was completed you for 
the first time asked permission to furnish some of the apartments? 

Mr. Warner. I think the correct statement is that prior to the 
completion of the building or just about that time 

Mr. Srwon. When was the building completed ¢ 

Mr. Warner. I was thinking about the endorsement of the note. 
[ would say approximately as of the time of the completion of the 
building 

Mr. Srwon. When was the building completed ? 

Mr. Warner. August 1952. 

Mr. Srwon. When did you apply to furnish the apartments? 

Mr. Warner. September. 

Mr. Srmon. That would be after the building was completed ? 

Mr. Warner. You are correct. 1 was thinking about endorsement 
of the note. 

Mr. Simon. In October FHA gave you permission to furnish 150 
apartments ¢ 

Mr. Warner. That is correct. 

Mr. Simon. They also gave you permission to increase the rent 
$10 a month to pay for the furniture ? 

Mr. Warner. That is right. 

Mr. Siwron. Yet you can add the furniture as a cost of construction ? 

Mr. Warner. Yes, sir; not as a cost of construction, as a cost of the 
project. Let me read you the justification for it, please, sir. You 
asked me a question and I answered it. 

Mr. Simon. Go ahead. 

Mr. Warner. That furniture is covered under that mortgage, to 
wit, the following language in the mortgage. 

Mr. Stmon. Was covered by the application ? 

Mr. Warner. There were many things which weren’t covered by 
the application which is part of that mortgage. 

Mr. Suwon. Was the furniture covered by the application ? 

Mr. Warner. Nor was the change in foundation. 

Mr. Suwon. Was the furniture covered by the application ? 

Mr. Warner. No. 

Mr. Simon. Would FHA have given you the mortgage commit- 
ment if you had told them in the first place this had to be furnished 
apartments / 

Mr. Warner. I think they would have. 

Mr. Srmon. You think they would have? 

Mr. Warner. It is entirely possible. 

Mr. Sumon. They—— 

The CuarrmMan. They possibly would the way they ran the thing, 
but they would have violated the law if they did. 

Mr. Simon. When you talked to Peters earlier in the game you said 
he had some doubts about your ability to rent these apartments, do 
you recall that? 

Mr. Warner. Mr. Simon—— 

Mr. Srwon. Do you recall that conversation ? 

Mr. Warner. With whom? 
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Mr. Srron. You testified earlier this afternoon ihat you had 
conversation with Mr. Peters in 1950, in which he expressed some 
doubt about your ability to rent these apartments. Do you remember 
that conversation ¢ 

Mr. Warnrr. Yes. 

Mr. Srwon. Were you talking then about an ability to rent furnished 
apartments or unfurnished apartments 4 

Mr. Warner. I am talking about any ability to rent the building. 

Mr. Srvon. Furnished or unfurnished 4 

Mr. Warner. At that time it was based upon unfurnished. 

Mr. Simon. And you told Mr. Peters in 1950 you were certain you 
could rent the apartments unfurnished 4 

Mr. Warner. We felt we could. 

Mr. Stmon. Is that what you told him? 

Mr. Warner. That is right. 

Could I intercede? 

The Cyairman. It is very important: I don’t believe that anybody 
considers furniture as being a cost of building a building. I don’t 
see it makes much difference one way or another. 

Mr. Warner. I would like to read you one thing, please, if I 
might. 

The CHarrMan. Goahead. You may. 

Mr. Warner. As justification of this, both the ownership of the 
furniture is authorized in our articles of Incorporation, if you care 
torefer tothem on page 1. 

Mr. Sruon. Were you intending at that time to furnish these apart- 
ments ? 

Mr. Warner. Sir, we were intending to rent that building and make 
payments on that mortgage as any prudent buisinessman would do. 
It is not possible to judge 3 years in advance what vou are going to do. 

Mr. Simon. Was it your intention in 1950 to furnish these apart- 
ments ¢ 

Mr. Warner. In 1950? 

Mr. Stmaon. Yes: when you got the mortgage commitment. 

Mr. Warner. No, sir. We didn’t think it would be necessary to 
do SO. . 

Mr. Stuon. As a matter of fact, this Essex House in Birming- 
ham, as a commitment for rental housing, you got that, and efter it 
was built you got permission there to put in furniture; is that right? 

Mr. Warner. That is correct. 

Mr. Sruon. That was built theoretically as unfurnished rental hous- 
ing and turned into furnished apartments afterward ¢ 

Mr. Warner. That is right. 

Mr. Srron. Was it your intention to do the same thing here? 

Mr. Warner. No, sir. Mr. Simon, is it wrong once you have in- 
cured an obligation to ruan—— 

The CratkmMan. We are not saying it is wrong at all. We are just 
simply saying that the purchase of furniture several months later 
should not be considered as a part of the cost of constructing the build- 
ing. Thatisall. You are the one that is provoking the argument. 

Mr. Warner. I don’t mean to be argumentative, but in view of 
the publicity on this thing T did want to get the information across 
on behalf of the Essex House which does carry a Government 
mortgage. 
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Now, sir, in the mortgage, if Mr. Simon cares to read it, it dis- 
tinetly covers all chattels as in business conscience, if you have a 
building you think the income could best be done, the strength of it 
would be divided between furnished and unfurnished, you would 
do SO. 

The Cuatrman. You might add an addition on it 5 years from 
now but you wouldn’t consider that as part of the original construc- 
tion cost. That is all there is to it. 

Mr. Stwon. The only answer to that is that Congress never in- 
tended furnished apartments under the Housing Act, and didn’t intend 
these projects to be rented in semihotel fashion, and quite recently 
has amended the law to make sure that it won’t happen again. 

Going back to St. Louis, do you recall your contract with tne 
MeDonald Construction Co. ? 

Mr. Warner. Yes, sir; I do. 

Mr. Sruon. When you closed that loan with FHA did you file with 
FHA a lump-sum contract ? 

Mr. Warner. Yes, sir; we did. 

Mr. Sron. Was that on a printed form of FHA ? 

Mr. Warner. It was, to the best of my knowledge. 

Mr. Stuon. And what did it provide as the cost of construction 
of the project? 

Mr. Warner. I think you are probably reading in front of me. 
Wasn’t it $3,239,000 ? 

Mr. Stuon. That is correct. That was a fixed-price contract, to 
build this building for $3,239,915. 

Mr. Warner. That is correct. 

Mr. Srmon. Is that the only contract you ever filed with FHA ? 

Mr. Warner. It was. 

Mr. Srvon. Then that contract was dated June 9, 1950? 

Mr. Warner. I think that is correct. 

Mr. Stmon. On June 8, 1950, the day before, did you enter into a 
separate contract with the McDonald Construction Co. to build the 
building at $100,000 less than the contract you gave FHA, and also 
providing for division between you and Me Donald on a basis of 85 
percent to you and 15 percent to them of any savings in the cost of 
construction ? 

Mr. Warner. We entered into a partnership agreement with 
McDonald whereby we were to get the first $100,000 of profit. 

Mr. Stwon. The remainder was to be divided 85 percent and 15 
percent ? 

Mr. Warner. Yes, sir. 

Mr. Ston. Did you ever give FHA a copy of that contract ? 

Mr. Warner. No, sir. 

Mr. Simon. Did FHA ever know of the contract ? 

Mr. Warner. I wouldn’t think they did. The mortgagee had a 
copy of the contract. It was a partnership agreement like articles 
of a corporation. 

Mr. Sruon. But it was never exhibited to FHA ? 

Mr. Warner. No, sir. It was never given or requested, to my 
knowledge. 

Mr. Srwon. I take it you are familiar with the fact that the De- 
partment of Justice and United States attorney in St. Louis sought 
to bring the matter before the grand jury in St. Louis, and were pre- 

50690—54—pt. 3——51 





2562 FHA INVESTIGATION 


vented from doing so because FHA advised that they didn’t pay any 
attention to these documents and made their own estimates? 

Mr. Warner. Sir, you know that was a partnership agreement. 

Mr. Stwon. Of course I do, but you also know that FHA was never 
given a copy of it. 

Mr. Warner. FHA doesn’t request copies of partnership agree- 
ments of all firms they do business with, or the articles of incorpora- 
tion of the different construction companies. 

Mr. Stuon. They only contract you ever told FHA about was the 
one that said that McDonald would do the job for $3,239,915; is that 
right? 

Mr. Warner. Yes, sir. 

Mr. Simon. That is the only one FHA knew about; is that right? 

Mr. Warner. No, sir: it is not the only one they knew about. — 
lump sum contract which FHA had on its face stated that this was : 
joint venture between the McDonald Construction Co. and Warner- 
Kanter Cos., which gave FHA notice that we were partners, and nat- 
urally a partne rship agreement would exist. 

Mr. Suwon. The only contract you gave FHA was the lump-sum 
contract of June 9, providing for a pric e of $3,239,915. 

Mr. Warner. Yes, sir. One of the 27 closing documents is a lump- 
sum construction contract which we gave them, on which we signed 
the indemnity for a bond. 

Mr. Stmon. I take it you know the assistant attorney general in 
charge of the criminal division advised this committee that. they in- 
tended to proceed against that situation except for FHA’s telling 
them that they were not misled, because they didn’t pay any atten- 
tion. Are you acquainted with that ¢ 

Mr. Warner. I read the newspaper report of it; yes, sir, but I feel 
in view of my explanation you understand. 

Mr. Simon. Did you ever tell FHA that the land under Essex House 
in Indianapolis was being paid for out of the proceeds of the mortgage 
money ¢ 

Mr. Warner. Yes, sir. 

Mr. Stuon. Who did you tell? 

Mr. Warner. The articles of incorporation provided, as I cited this 
morning, page 7, for the issuance of the stock. 

Mr. Stwron. For issuance of a stock which can be redeemed on 3 
days’ notice by the board of directors? 

Mr. Warner. Yes, sir. 

Mr. Simon. My question is whether you ever told anyone in FHA 
that the purchase price of the land was being paid out of the proceeds 
of the mortgage? 

Mr. Warner. My recollection, sir, is that I did. 

Mr. Sraon. Who did you tell? 

Mr. Warner. I have got so many papers in front of me I don’t 
know which one to pull. 

In one thing, which has been reminded to me that Colvin’s letter : 
Peters distinctly set forth that information. In addition to that, 
was necessary for us to submit our charter for approval. 

Mr. Stwon. There is no question about the charter, but also you 
know that there were two letters from Washington saying that the 
land must be put in free and clear without any obligation of the cor- 
poration to pay for it. 
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Mr. Warner. It wa 

Mr. Simon. My win to you is whether you ever told anybody in 
FHA that the land was paid for out of the proceeds of the mortgage. 

Mr. Warner. I think I did, sir. 

Mr. Simon. Who did you tell 

Mr. Warner. I don’t recall who I told, but when we submitted our 
articles of incorporation for approval, I am sure the information was 
ivailable. 

Mr. Simon. There is nothing in the articles of incorporation that 
says the land is going to be paid for out of the proceeds of the mort- 
cage, is there ¢ 

Mr. Warner. As I recall it, Mr. Simon, when our articles of in- 
orporation were submitted 

Mr. Simon. Is there anything in the article of incorporation that 
says the land is going to be paid for out of the proceeds of the 
mortgage 

Mr. Warner. I don’t recall that, sir, but I presume that the ex- 
planation for that is understood in that many other projects have 
been handled in that way. 

Mr. Srwon. I am not talking about any other project. I want to 
know whether you ever told FHA the proceeds of the mortgage were 
voing to be used in part to pay for the land ? 

Mr. Warner. I think if you will give me a little time, sir, I believe 
| can get.a letter stating that that information was imparted. I don’t 
iave my hand on it now, but T think IT heave it available. 

Mr. Suwon. A letter to FHA? 

Mr. Warner. No, sir. As I recall it, it was a letter from my 
attorney, Mr. Permutt, to Mr. Colvin, stating that information had 
been made available to FHA, and the arrangement as far as issuance 
of the class B stock was approved. 

Mr. Simon. That is not what I am talking about. I am trying 
let me make it very clear: You closed this deal with Colvin, and he 
got out of the picture in July, didn’t he—June or July of 1950? 

Mr. Warner. In June. 

Mr. Simon. You issued the B stock for the land ? 

Mr. Warner. That is right. 

Mr. Simon. In 1952, 2 vears later, 8 days after the mortgage was 


closed, you redeemed the B stock out. of the mortgage proc eeds ? 


Mr. Warner. That is correct. 

Mr. Stmon. Did you ever tell FHA you did that? 

Mr. Warner. That we redeemed the stock ? 

Mr. Simon. No, you were using mortgage proceeds to pay for the 
land 2 

Mr. Warner. No, sir. We didn’t tell FHA that. 

Mr. Simon. That is what I was trying to get at. 

Thank you. 

The Cuatrman. Any further questions ? 

Mr. Dinkins. May I ask just one question ? 

Mr. Warner. Yes, sir. 

Mr. Dinkins. Mr. Warner, you gave some testimony awhile ago 


about some premiums that you had received on various mortgages. 


Do you know of any cases where these mortgages were sold at a loss 
instead of a premium 4 
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Mr. Warner. Yes, sir. Asa matter of fact, sir, in our experiences, 
the market has gone up and down. On Washington Park, as I recall! 
it, also Marline Court, and I think Jan-Mar, the mortgage got bad 
and we sold the mortgages at a discount. It was a fluctuating thing. 
Sonietimes the mortgage market is good, sometimes the mortgage 


market is not good. 
Mr. Dinxins. If you find it good you get a premium, if you find it 


bad you may take a loss? 

Mr. Warner. Yes. I don’t want to take up any more of your time, 
Senator, but I came prepared to submit letters to you showing bids 
from general contractors in excess of the commitment. 

The CHamman. Would you like to place them in the record? 

Mr. Warner. Will I get them back, sir? 

The Cuairman. You will get them back, copied in the public pro- 
ceedings. Or would you care to have them photostated and give them 


to us later? 

Mr. Warner. Yes, sir. 

The CHairmMan. Without objection, you photostat your letters, give 
them to us tomorrow or a little later, and we will make them a part 
of this record. 

(The letters referred to follow :) 

Srrotr, PErMUTT, & FRIEND, 
Birmingham, Ala., June 5, 1950. 
Re Essex House, Ince. 
Mr. LESLIE COLVIN, 
Indianapolis, Ind. 

DEAR Mr. Coivin: I hope I did not say anything in my previous letter to you 
which will give you any indication that I am angry with you. I was greatly 
disappointed upon receipt of your letter. I spent most of last week in St. Louis 
working on their St. Louis project. Immediately upon my return to the office, 
I discussed with Marvin on yesterday morning his further conversations with you 
in Indianapolis. 

Iam vlad to learn that the new estimate which has been made does not vary 
materially from the estimate previously made by you. Marvin tells me that 
he has attempted to get the landowners to reconsider and go along, at least to 
some extent, on the purchase of the real estate, which would make it unnecessary 
to call upon you to finance the entire purchase of the land. Whether this can 
be done, I do not know. I understand that you requested Warner to outline 
in a letter all of his thoughts of the problems involved. After discussing the 
matter fully with Warner, I am writing you various rambling thoughts on the 
entire subject. 

The sum of $11,667 has already been paid to the landowners, leaving an 
unpaid balance in the sum of $155,000. Warner discussed with the landowners 
a plan whereby they would extend to Warner-Kanter a credit of $66,000, to be 
in the form of a promissory note executed by Warner and Kanter, at a reason- 
able rate of interest, with no payment to be made until final inspection and 
acceptance of the project by the Federal Housing Administration. The real- 
estate owners would receive as collateral all of the common A stock of South 
Park Gardens, Inc., and all of the common A stock of Sheridan Apartments, 

Ine., as well as all of the common A of Essex House, Inc., an Indiana corporation. 
Some arrangement would have to be worked out whereby common A stock of 
Essex House would be hypothecated by Warner-Kanter to the landowners under 
2 collateral agreement which would provide that, in the event of default by 
Warner-Kanter in payment of the note, and foreclosure by the landowners of 
said stock, that, should the project nevertheless thereafter be completed and 
approved by FHA, then the landowners as new owners of the common A would 
cause appropriate resolutions to be adopted providing for the redemption of the 
common B stock, to the extent of any proceeds available, subject to the limitations 
contained in the articles of incorporation, with the understanding that no such 
redemption will be effected unless the proceeds therefrom shall be first used to 
pay any balance due and owing to the landowners on the note of Warner and 
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Kanter to them executed in connection with the purchase of the land, and that, 
after receipt by them of such balance due them, the common stock A will be 
redelivered to Warner and Kanter and their note canceled and marked paid, 
Since you will have a maximum guaranteed contract figure with Essex House, 
Ine., you will know exactly how much money will be on hand upon completion 
of the project, which will be subject to redemption of the common B. Conse- 
quently, after the landowners receive their balance upon redemption of the 
common B, the remainder of the proceeds from the redemption of common B 
will be available to be paid to you, as trustee for the various parties, under an 
arrangement which will be discussed hereinbelow. 

Of course, I am assuming that we can get the landowners to agree that their 
note will not become due and payable until the project has been finally inspected 
and approved by FHA. In this event we would have no problem. They may 


insist on a definite due date, such as 18 months from date of closing. In this 
event, the suggestion made above would be important, since, even after a default, 
Warner-Kanter could reacquire the common A under the procedure described 
hereinabove, 

Assulming that a credit of $66,000 can be obtained from the landowners, this 
would leave a balance of $88,000 to be financed in order to complete the purchase 
of the land. Warner and Kanter could produce $20,000 out of the proceeds of 
their draws, ete., leaving a balance to be accounted for of $68,000. You could 
then enter into a trust arrangement with the architect, Hayes Bros., and Klein 
& Kuhn, together with your own organization, providing that the architect 
would contribute the sum of $20,000, Klein & Kuhn the sum of $8,000 and your 
own organization and Hayes Bros. some appropriate figure, naming you as 
trustee, with the understanding that any losses resulting in connection with this 
transaction will be borne by each of the parties on a basis proportionate to their 
investment. Warner and Kanter would execute a note to you, as trustee, in the 
amount of $68,000, with the understanding that no payment would be made 
until final inspection and approval of the project. This is a variance from the 
jlan originally suggested, but we think it justified under all the circumstances, 
as will be explained further hereinbelow. 

In addition to executing the note to you, as trustee, Warner and Kanter would 
enter into an agreement giving you joint control of the bank account until final 
inspection and approval of the project and payment of the balance of the note. 
Also, Warner and Kanter would leave their common B stock with some bank 
in Indianapolis, unendorsed by them, to which stock you would have access. 
his would be merely for the purpose of giving you assurance that the common 
B would not be pledged with anyone. 

I believe it is not unreasonable to suggest that the sum of $88,000 be made avail- 
able by Colvin, the architect, Hayes Bros., Klein & Kuhn and Warner and Kanter, 
in the sums referred to hereinabove since each of said parties can very well 
afford to participate in producing the sum of $88,000, when consideration is given 
to the return which each of said parties will earn when the propect is completed. 
This is especially so, in view of the fact that you will have joint control of the 
entire bank account and we will also agree with you personally under our con- 
tract to give you the increased maximum guaranteed price on the basis outlined 
in our previous correspondence. However, we think it would only be fair to 
eliminate the additional fee in the sum of $15,000 which we discussed, but we 
certainly have no objection to allowing you to participate in the savings on 
the basis of 15 percent to you and 85 percent to Warner and Kanter. 

We are stressing the fact, however, that no payment will be made either on 
the note to you, as trustee, or on the note to the owners until final inspection 
and approval of the project. Warner feels that this request is justified because 
of the fact that everyone will actually be participating to a limited extent and 
risk not out of proportion to the benefits which each will receive upon comple- 
tion of the project. This stand is not a retraction of the previous agreement 
to meet a definite schedule of payments from outside sources. When we were 
calling upon you alone to produce the sum of $155,000, Warner could not see 
how he would be justified in requesting you to wait for all of your money until 
the project was completed, If, however, you participate only to a limited extent, 
as Well as the other parties only to a limited extent, Warner believes he is justi- 
fied in asking that funds from outside sources not be involved. The truth of 
the matter is that any procedure whereby all of the resources available from 
outside sources would have to be devoted to the payment of the loans herein 
described would peopardize the plans of Warner and Kanter with all of their 
existing projects, involving many more units and under which other projects 
funds are not to be frozen as contemplated in connection with this project. 
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Time is running short. Please give this your usual earnest and thorough 
consideration. Talk the matter over with Paul Starrett and get him to contact 
the landowners. We are nearly at the end of the rope. Please call us by tele- 
phone if you have any definite suggestions to make. 

Again assuring you of my high regard for you, and with kindest personal 
regards and all good wishes, I remain. 

Sincerely yours, 
JAMES L. PERMUTT 
(lor Sirote, Permutt & Friend). 


INDIANAPOLIS, INp., June 9, 1950. 
W ARNER-KANTER CoO., 
Empire Building, Birmingham, Ala. 
(Attention: Mr. Marvin Warner.) 

DEAR Mr. WARNER: I am now in a position to offer a plan which will make 
possible the purchase of the property at Pennsylvania and Vermont Streets sub- 
ject to the following conditions: 

(1) That the proceeds of the mortgage loan of $3,474,900 be used for no purpose 
other than to pay the following items of cost: 


(a) Architects fees, bal:ince oe ce ie alee et cooeet, SI00, 066 
(b) Interest during construction (estimate) ~~ ---..--_--~_________ 104, 247 
(00) ae ND NN ARRESTING 8 a os cero ceric me pst 4, 042 
(ad) Insurance (fire and extended coverage) ~~_-___-____ 5, O00 
(ec) PHA charzes........—.. Sg we cee ae a cidiokd Bane oe 34, T50 
(f) Title and recording expense (estimate) ..................-.- 7, SOO 
(7) Legal expenses (not to exceed) _—__- Lee : = re Ree 5, 500 
(hk) Construction cost (guaranteed) Noel re eg 
(i) SN a ao ae ge gl a 3, 306, 574 
(J) Balance remaining from loun__ Sees Aa et oats ele ee 168, 326 
PR OUR TSUN UAT TAMN ERAN RII 8 ke Se escent hh liad ised cee ee IG 
Nore.—The guaranteed construction cost contains a margin of $137,235 which if added 
to the amount remaining provides a total margin of $305,561 


(2) That the balance remaining from the loan estimated at $168,326 and all 
savings from the $3,045,235 (item h) which is allocated to pay the construction 
cost be kept in the Essex House funds until such time as the common B stock 
can be redeemed and any balance owing to those who provide funds for the pur- 
chase of the real estate is paid. 

(3) That Leslie Colvin be given joint control over all Essex House, Inc., funds 
and disbursements from these funds. 

(4) That the funds provided for the purchase of the real estate in the amount 
of $155,000 be paid as follows: 


On or before Sept. 50, 1950__- sonatas se Se a acca na aa ae 
On or before Dee, 30, 1950_ oe B Aaciantsl 2 acres oe ee a 
On or before Feb. 1, 1951___. os 7 ; BONS eee eee es scivtioetes wa aneU 


Balance to be paid upon the completion of the building and its approval by FHA. 
The funds provided to be evidenced by notes bearing 4 percent interest payable 
semiannually. 

(5) That you furnish collateral to cover the $77,500 which is payable on or 
before February 1, 1951. This collateral must be satisfactory in kind and amount 
to satisfy the lenders. It is assumed that it will include A and B stock in other 
projects which you own and this must be fully described to establish its approxi- 
mate value. It is expected that the B stock wil be surrendered when the $77,500 
is paid and the A stock in all of the companies, including Essex House, Indianapo- 
lis, will be held until full payment is made. 

(6) That the collateral which you furnish shall include in addition to the other 
eollateral an assignment of the balance of your commission to be received from 
the mortgagee after having repaid a loan of approximately $52,000 to the First 
National Bank of Boston, who hold a first claim against the said commission in 
the approximate amount of $52,000. 
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(7) That you make an arrangement to insure that the B stock in Essex House, 
Indianapolis, will not be pledged to anyone prior to the completion of the building. 

(8) That whereas several parties are joining together to make this loan and 
the service of an agent will be required to represent the parties and to act as 
trustee, you are to pay such reasonable cost as is involved. 

(9) The plans by which this matter will be handled have not been fixed, but 
the notes and collateral will probably be made to someone selected to act as 
trustee for all. 

If the above plan meets your approval and you are in position to fulfill its 
terms, we are ready to proceed, Please advise. 

Yours very truly, 
LESLIE COLVIN. 


THOMPSON, O’NEAL & SMITH, 
Indianapolis, June 9, 1950. 
Mr. LESLIE COLVIN, 
Board of Trade Building, Indianapolis, Ind, 


Dear Mr. Corvin: You have submitted to us a file dealing with a rental hous- 
ing project. The mortgage is to be insured in accordance with the Federal Hous- 
ing Administration Act and particularly section 608. 

The amount of any loan which may be authorized is limited by the statute. In 
substance the statute provides: 

“To be eligible for insurance under this section a mortgage on any property or 
project shall involve a principal obligation in an amount— 

“(2) Not to exceed 8O percent of the amount which the Administrator esti- 
mates will be the value of the property or project when the proposed improve- 
ments are completed ; provided, that such mortgage shall not in any event exceed 
the amount which the Administrator estimates will be the cost of the completed 
physical improvements on the property or project, exclusive of the following: 
Public utilities and streets; taxes, interest and insurance during construction ; 
organization and legal expenses; and miscellaneous charges during or incidental 
to construction ; and 

“(3) Not to exceed $8,100 per family unit for such part of such property or 
project as may be attributable for dwelling use” * * * with certain exception. 

The Administration has made an estimate of the value of the property or 
project when the improvements are completed, including the land. The con- 
templated loan will not exceed the proportionate permitted amount of the 
estimate. 

We understand that you have made a firm commitment in respect of all 
costs for a completed building exclusive of the land and other items of necessary 

nd permitted fees and charges. 

if the amount of the total cost of the project plus land plus necessary and 
permitted fees and expenses is enough less than the estimate of the Administra- 
tor so that the total loan exceeds the limits placed by the statute we have sub- 
stantial doubt about the enforceability of the Federal Housing Administrator’s 
commitment. Especially is this true if the Administrator had knowledge of the 
total costs prior to the making of the commitment. 

We also invite your attention to the proposed indemnity agreement. Under 
its terms the indemnitors are liable up to $350,000 for damages to the lender 
resulting from failures of the borrower. The borrowers, so far as we can find 
from the papers submitted, give no financial assurance to the indemnitors. Thus 
the risk could be as great as $350,000 to the indemnitors. 

As a supplement to this letter we are enclosing a memorandum which ana- 
lyzes the various agreements which you submitted to us. 

We return herewith the file and other papers which you submitted to us. 

Very truly yours, 
TrHompson, O'NEAL & Suitn, 
By Parrick J. SmMIrH. 
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INDIANAPOLIS, IND., June 18, 1950. 
Re Essex House, Inc., Pennsylvania and Vermont Streets. 
Mr. Patrick J. SMITH, 
Circle Tower Building, Indianapolis, Ind. 
Dear Mr. SmitrH: The enclosed sheet sets up the FHA estimate of cost of the 
property and places an estimated cost of $3,501,612 on buildings and architests’ 
and builders’ fees: 


IRAP RIE NOR cc ee cece ke ee ee $3, 501, 612 
Deaechny ine architect’ Tees Ol... dso ocd ounce coctoweewticena 166, 742 
Leaves for the building and builder’s fees_____-__-_________ 3, 334, 869 
Our guaranteed cost of the building, including our fee, is-___.__._-___ 3, 045, 235 
a8 | SANRIO SN IN IN iS 289, 634 


Note.—The guaranty on the building cost is a conditional guaranty and may, 
under certain circumstances, cost very considerably more. If we add to the 
guaranteed cost the sum of $100,000 for contingencies, not covered by the guar- 
anty, and call the cost $3,145,235, the loan then exceeds the amount allocated to 
the building and the fees by the amount of $189,634, or 5.6 percent plus, 

If in connection with the submission of the papers on FHA approval, an ap- 
propriate statement is attached which in substance contains the following: 

It is to be noted that Essex House, Inc., has entered into a contract with Leslie 
Colvin, a partnership, for the construction of the building and that this contract 
contains a guaranteed cost limit of $3,045,235; and that whereas this is a condi- 
tional cost limit and under certain conditions Essex House, Ine., will be required 
to bear certain costs in addition to the guaranteed sum provided in the contract ; 
that Essex House, Ine., to cover such contingencies have allowed the sum of 
$100,000 or approximately 314 percent to cover such contingencies which result 
in the amount set out in the trade payment breakdown of $3,145,235. 

Very truly yours, 
LESLIE COLVIN. 


INDIANAPOLIS 4, IND., June 15, 1950. 
Re Essex House, Inc. 
Hon. Ear Prevers, 
FHA Administrator, 342 Massachusetts Avenue, Indianapolis, Ind. 

Dear Mr. Peters: After our conference in your office this afternoon relative 
to the above project and at which conference there were present yourself, Messrs. 
Paul J. DeVault, Harry Fuller, Subrick Kothe, Merrit Harrison, Patrick J. 
Smith, and myself, Leslie Colvin, I thought it might be advisable that you have 
before you the facts which were discussed. 

The trade payment breakdown, which was submitted to you, was made up to 
cover Iny guaranteed cost of the work in connection with the contract with 
Essex House, Inec., and included $100,000 which was put in to cover contingencies 
which might fall on Essex House, Inc. The detail of this is that my contract 
with Essex House, Ine., will provide for a guaranteed cost of $3,045,000 but 
under certain contingencies this cost will be increased. These contingencies 
include such items as unusual delay, increase in the wage seale, ete. 

In reviewing the entire cost of the project, as compared to the amount of the 
loan we find, as follows: 


1. The guaranteed cost of the building under Colvin’s contract______ $3, 045, 000 
Sec MOPARS N AD <A SI sims conseu cies bakes keene 110, 000 
3: (ost during construction (interest)... 2.25.6... 104, 247 
4. Taxes and insurance during construction____..--_-__-_-__-________ 9, 042 
ovr MNDErUNSs PraTROR IUPURD EABSGNMD MOIR Geo eh 45,175 
5. “Stke CN WROOIMINR OSPONHES. = = oe ck Ce ccerence 7, 800 
Oe er A OREN ore aa ae I a vith tee ss ee hae 5, 500 
Ps RN reel pe ee a a ee ee 166, 667 

WNSWR age SF ae he oe 3, 493, 431 


This, you will note, makes a total of $3.493.431. Assuming the estimates on 
which the commitments were made had been $3,493,431, then the amount of loan 
justified under the statute would have been $3,144,088 as compared to $3,474,900. 
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This would indicate an excess loan amount to $380,812. You explained to us, 
however, that the amount allocated for architect’s fees would be proper to use 
in this case and this would deduct from the excess $56,743, leaving it at $274,069. 

If the $100,000 allowance for contingencies included for Essex House, Inc., in 
the trade payment breakdown is valid and approved, it would further reduce 
the excess amount of the loan by $100,000 and would leave it $174,069. 

I have already given you a copy of a letter dated June 9, 1950, addressed to 
Warner-Kanter Co. which explains the transaction in connection with the pur- 
chase ot the land and the manner of its acquisition by Essex House, Inc. This 
plan has been put into effect and the arrangements for the purchase of the 
real estate have been completed in accordance therewith. You will note that 
we rely on there being funds left in the treasury of Essex House, Inc., after 
completion of the building to pay one-half of the funds advanced for the pur- 
chase of the lands as shown by the June 9 letter. 

Very truly yours, 
LESLIE COLVIN. 





JUNE 19, 1950. 
Re project No. 073-42074, Essex House, Inc. 
WARNER-KANTER COS., 
Empire Building, Birmingham, Ala. 

GENTLEMEN: Mr. Marvin L. Warner, representing your company, has been in to 
see me this morning and has taken up with me the question raised by Mr. Patrick 
J. Smith, of the law firm of Thompson, O'Neal & Smith, of Indianapolis, Ind., in a 
letter addressed to Mr. Leslie Colvin, dated June 9, 1950, in which it was stated: 

“If the amount of the total cost of the project, plus land plus necessary and 
permitted fees and expenses, is enough less than the estimate of the Administrator 
so that the total loan exceeds the limits placed by the statute we have substantial 
doubt about the enforceability of the Federal Housing Administrator’s commit- 
ment. Especially is this true if the Administrator had knowledge of the total 
costs prior to the making of the commitment.” 

Total costs in connection with this project are not anticipated to exceed the 
mortgage proceeds, but I do not think as a matter of actual fact that anybody 
can tell for a certainty the cost of a property until completion, as there are many 
costs which cannot be anticipated, and it is of course contemplated that in view 
of the prolonged period of construction, usually 12 to 18 months on a large project, 
that contingencies, etc., should be reasonably allowed. Moreover, it is not believed 
equitable to penalize efficient builders by attempting to reduce their commitment 
even if this were possible because they were capable of effecting savings and doing 
an efficient job. 

In any event, a contract of mortgage insurance as evidenced by initial endorse. 
ment of the note is incontestable except for fraud or misrepresentation on the 
part of the mortgagee. It should be remembered that the computation of cost as 
submitted by the mortgagor is completely refigured by the Comhissioner. The 
following is an excerpt from section 608 of the National Housing Act which is 
a part of title VI and is applicable to loans insured under section 608: 

“(d) Any contract of insurance heretofore or hereafter executed by the Com- 
missioner under this title shall be conclusive evidence of the eligibility of the 
mortgage for insurance, and the validity of any contract of insurance so executed 
shall be incontestable in the hands of an approved mortgagee from the date of 
the execution of such contract, except for fraud or misrepresentation on the part 
of such approved mortgagee.” 

Mr. Warner has stated that the sponsors shall present the land free and clear 
to the corporation and asked whether it makes any difference whether the sponsors 
have arranged for personal credit in order to accomplish the purchase of the land. 
Under our rules we are not concerned with such obligations on the part of the 
sponsors so long as these obligations are not assumed by the mortgagor corpora- 
tion or the land is not subjected to a vendor’s lien. 

Very truly yours, 
SAMUEL F., PoWEL1, Jr., 
Chief Counsel, Rental Housing. 
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FEDERAL HoustInG ADMINISTRATION, 
OFFICE OF STATE DIRECTOR, 
Indianapolis, Ind., June 19, 1950. 
Re Essex House, Inc., Indianapolis, Ind., Project No. 073-42074. 
Mr. GEORGE A. BREMER, 
Zone Commissioner, Federal Housing Administration, 
Washington, D. C. 

Drar Mr. BREMER: Please be advised that at the request of Mr. Leslie Colvin, 
contractor, Merritt Harrison, architect, and Mr. Harry R. Ruller, vice presi- 
dent of the Indiana National Bank, I had a conference with these gentlemen, 
together with their attorneys, on the afternoon of May 15 with reference to 
captioned project. During the conference Mr. Colvin submitted for my exami- 
nation a letter dated June 9, 1950, addressed to Warner-Kanter Co., of Bir- 
mingham, Ala., reciting an arrangement which among other things details 
a collateral agreement with respect to the purchase of the land upon which 
the project is proposed to be built. Copy of said letter is transmitted herewith. 
in the same conference I was advised by a representative of the Indiana National 
Bank that sponsors of captioned project had negotiated a loan with the Boston 
National Bank, of Boston, Mass., for the establishment of working capital re- 
quired by the Federal Housing Administration. Practically all of the partici- 
pants in the conference manifested a concern as to whether or not under the 
then existing arrangements, there would be sufficient equity to fully comply 
with the law. 

Friday, May 16, had been designated as the time for examination by the 
field attorney of documentary and other material relating to the project, and 
on the morning of that day I received by Western Union messenger from Mr. 
Leslie Colvin a letter intended to confirm discussions which were had on the 
previous day. Copy of said letter is transmitted herewith. 

You will note that Mr. Leslie Colvin, the proposed builder and one of the 
proposed idemnitors, advises that his credit is being made available to the 
sponsoring corporation to make possible the purchase of the land and its con- 
veyance to Essex House, Inc., without evident encumbrance. But Mr. Colvin 
advises us in writing that the consideration inducing him to thus make his credit 
available is the execution of an agreement between himself and the sponsors 
involving deferred payments to be applied on the purchase price of said land 
aggregating $155,000, and that he is relying upon the employment of proceeds 
of the mortgage for the making of at least some of said deferred payments. 

Please advise if disclosures in accompanying letters develop legal questions 
which may be importantly related to any further action the Federal Housing 
Administration may take in the premises. 

Yours respectfully, 
R. Earv Perers, State Director. 

Mr. Srvon. You still own all these buildings we talked about? 

Mr. Warner. We own everything we built except the first one we 
built as a partnership. 

Mr. Staon. The Martin? 

Mr. Warner. Yes, sir. 

The CHatrMan. You still own and operate them ? 

Mr. Warner. Yes, sir; and I think we are doing a good job. None 
ore in default. 

May [ask permission to read or submit to the record my testimony— 
I mean a statement from us? 

The Cratrman. Let us just put it in the record. It looks long, 
unless you prefer to read it. I presume it is mimeographed and you 
have already given it to the press? 

Mr. Warner. Not. as vet, without your permission. 

The Cratrman. You may give it to the press, and we will make it a 
part of the record. 
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(The information referred to follows :) 
STATEMENT OF MARVIN L. WARNER 


1 appreciate the opportunity to make this statement as a supplement to my 
testimony of today. 

Your committee is investigating, among other things, the extent to which 
FILA-insured mortgages resulted in so-called windfall profits. 

I want to say at the outset that if a windfall means getting something for 
nothing, we are not in that category. Our profits, which averaged 8'4 percent, 
including overhead, were earned over the past 8 years as a result of diligence, 
ingenuity, and hard work under difficult conditions, 

We are proud of our record of having built over 3,000 rental units in various 
narts of the country. This has been accomplished at no cost to the Government. 
On the contrary, our companies have paid to FHA as premiums for its mortgage 
insurance, plus miscellaneous fees, almost $750,000. In addition, our com- 
panies have either already paid or have on deposit as reserves a total of approxi- 
mately $2,125,000 for reduction of mortgages originally totaling in excess of 
$24 million on the 13 projects which we have constructed. <All projects are 
successful operations ; none is or ever has been in default. 

We went into the rental housing development business almost immediately 
upon our separation from the Army after World War II. We did so first to get 
a place to live ourselves, and second with the hepe of establishing a profitable 
business enterprise. We accomplished both. 

We are in the housing development field, and we expect to remain in it. It 
has never been a promotion with us—it is our business, our life’s work. The 
success We have been privileged to earn was preceded by the same trials and 
tribulations, the sweat, the risks and disappointments that men have always 
encountered in striving to achieve their goals. We reject and will resist any 
implication that the financial progress we have made was not fully and fairly 
earned. 

We have been fortunate—fortunate first in knowing, from our own experience 
as returning veterans, of the terrible need of a decent place in which to live. We 
were fortunate to see the future in housing as a business, fortunate in being 
given the strength and the determination to expand our business from one that 
built 10 units per year to a recognized leader in the field which can easily build 
a thousand units. We have been fortunate in instilling in others, particularly 
outstanding banks and insurance companies, the feeling that we regard our 
business with dead seriousness and will carry to a successful conclusion, if 
humanly possible, each of our commitments. We have been fortunate in the 
recognition received from civic authorities for our help in meeting the housing 
needs of the community. 

I wish I could re-create, in a few words, the problems we faced during the 
past 8 years, and difficulties in bringing our projects to completion—starting 
business on limited capital, attempting to build up lines of credit, financing with 
contractors what we could not borrow from banks, labor and material shortages, 
particularly during the Korean war, when the bulk of our construction work 
was undertaken, the maze of Government forms and procedures, the ups and 
downs of the mortgage market, attempting to comply with building codes and 
zoning ordinances, meeting with planning commissions, trying to compromise 
impasses between municipal and FHA authorities, negotiating with building- 
trade unions and trying to steer clear of their jurisdictional disputes as they 
affected our projects, quicksand and weather—on the jobs directing the projects 
16 to 18 hours a day, with the personal indemnity of myself, my wife, and my 
partner required to guarantee completion. If I could only clearly portray what 
we went through, perhaps it would be more easily appreciated why we take 
exception to any suggestion that what we earned was a windfall. 

This investigation takes place in 1954, after the back of the housing shortage 
has been broken, and in an entirely different climate from the one which existed 
when the emergency legislation was passed—almost the difference in atmos- 
phere as between war and peace. Congress declared war on the housing problem 
by passing section 608 and other provisions of the National Housing Act. As 
late as 1948 Senator Taft, as reported in the Congressional Record, said. “The 
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other main defect in the housing program has been the difficulty in getting any- 
body to build houses for rental * * * so we have decided to continue 608, hoping 
it will encourage the building of rental housing.” Incentives had to be offered 
and incentives were offered. 

And a word with respect to FHA. In all of our dealings with FHA personnel, 
no favors were ever asked of us and none was ever given. The people with whom 
we dealt in Birmingham, St. Louis, Indianapolis, and Cincinnati were very much 
on the job with respect to our obligations to FHA. 

FHA made and interpreted the regulations and policy—not the sponsors. We 
followed. Some question has been raised as to the land values to be used in the 
sponsor's original application. Under FHA policy, not ours, land was includible 
at its estimated improved value, not its cost. In analyzing the project, FHA 
made its own independent appraisal and estimate of the value of the land, and 
in four of our projects arrived at a figure in excess of our estimate. 

As for construction profits, FHA offered a special incentive to sponsors who 
would accept the respousibilities and risks of also acting as builders. An 
official FHA bulletin pointed out that, “with an insured-mortgage loan up to 
90 percent of necessary current cost, an efficiently operating sponsor-builder 
may recover through the mortgage substantially all cash expenditures,” and 
that, “the sponsor’s net investment might constitute relatively minor cash 
expenditure items, plus his unrealized construction profits.” In reply to a 
specific inquiry addressed to him, the Chief Counsel, Rental Housing, for the FHA 
advised : 

“* * * T do not think as a matter of actual fact that anybody can tell for a 
certainty the cost of a property until completion, as there are many costs which 
cannot be anticipated, and it is of course contemplated that in view of the 
prolonged period of construction, usually 12 to 18 months on a large project, 
that contingencies, ete., should be reasonably allowed. Moreover, it is not be- 
lieved equitable to penalize efficient builders by attempting to reduce their com- 
mitment even if this were possible, because they were capable of effecting savings 
and doing an efficient job.” 

My comments are in no sense critical of this investigation. Certainly Congress 
has the right and the duty to acquire full information on the operation of its 
housing program. From the outset, it has been our desire and we have felt it 
to be our duty to cooperate with the committee in every way. No reputable 
builder condones crookedness, bribery, or collusion, which should be exposed 
and prosecuted wherever found. But we do feel strongly that our operations 
should not be branded improper simply because they were profitable. And equally 
strongly we feel that when the problem to which the 608 program was directed 
has been licked, no resulting change of administrative policy should be allowed 
to cast a backward shadow on those builders who, with more courage than 
eapital, bent their backs to the solution of the problem after many of the estab- 
lished contractors in the country had either shown no interest in the program 
or were unwilling to accept the risk of lump-sum contracts under then existing 
conditions, 

Each of our projects was separately constructed and separately incorporated. 
The minimum capital required by the various States in which the projects were 
built, ranging from $500 to $19,000, was paid in.’ But I can assure this com- 
mittee that it was not to protect that initial capital that we worked day and 
night in Indianapolis, Cincinnati, St. Louis, and Birmingham to bring these 
projects to successful completion. We had personally and individually obligated 
ourselves on each project for its successful completion within the amount of 
the fixed lump sum contract. Any failure would have meant financial disaster 
to us as well as a loss to the Government. Against that risk, we had the 
opportunity of profit if we did a job. We did a job, and our profits were 
commensurate. 

I have stated before but I would like to emphasize that we are in the housing 
development field as our business—not as a promotion. Every project that we 
have sponsored, except our first small one built in Birmingham in 1947, is still 
owned by us or our associated companies, and is managed and maintained by 
our group to the very best of our abilities. These projects are regarded as 
desirable and permanent investments. For accounting purposes the subsidiary 
608 companies and the owning parent construction company have been placed 
on a consolidated basis, and consolidated tax returns have been filed as permitted 
by the Internal Revenue Code—a provision available to every group of sub- 
sidiary and parent companies in every line of business. Under the Revenue 
Code, profits resulting from intercompany transactions are not subject to tax 
until they are distributed or the assets sold. Those profits have been pro- 








ductively 
in the he 
under the 
entire Col 
the GOS pt 
Congres 
was to ge 
sparkplug 
helped to 
The C 
If not 
your sta 
we migh 
if you w 
Thanl 
Our n 
Willy 
Willy 
Do ye 
will be t 
you God 


TESTIM( 


Mr. M 
The C 
Mr. Si 
Mr. M 
Mr. Si 
loaned t 
investige 
Mr. M 
The C 
Washing 
Mr. M 
The C 
counting 
us on sta 
Mr. M 
The C 
Mr. Si 
books of 
gage pro 
Mr. M 
a certain 
Mr. Si 
Mr. M 
records t 
Mr. St 
Mr. M 
Mr. S1 
took off f 
Mr. Me 
Mr. S1 


g any- 
hoping 
ffered 


sonnel, 
whom 
much 


. We 
in the 
ludible 
, FHA 
d, and 


‘s who 
3s. An 
up to 
yuilder 
> and 
r cash 
r tO @ 
e FHA 


| fora 
which 
of the 
yroject, 
not be- 
r com- 
savings 


mngress 
of its 
felt it 
mutable 
xposed 
rations 
equally 
irected 
illowed 
e than 
- estab- 
rogram 
xisting 


orated. 
‘Ss Were 
is com- 
ay and 
r these 
ligated 
unt of 
lisaster 
ad the 
Ss were 


iousing 
hat we 
is still 
ned by 
‘ded as 
sidiary 
placed 
rmitted 
of sub- 
fevenue 
to tax 
en pro- 


FHA INVESTIGATION 


ductively employed as part of the resources of our group in our continuing work 
in the housing field, and are available to carry on the program of Congress 
under the new National Housing Act. In the meantime, the resources of our 
entire consolidated group add immeasurably to the strength and stability of 
the GOS projects. 

Congress passed section 608 to meet a real crisis. The program, very simply, 
was to get private enterprise to do the job through the incentive of profit, the 
sparkplug of ail private enterprise. The plan worked, and I like to feel that we 
helped to make it work. 

The CHairMaNn, Any other questions / 

If not, we will excuse you at the moment. We would appreciate 
your staying around. We might want you again later today, and 
we might want you later tomorrow. Check with us before you leave, 
if you will. 

Thank you. 

Our next witness will be Mr. McManus. 

Will you take the stand, Mr. McManus? 

Will you be sworn, Mr. McManus ¢ 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 


TESTIMONY OF REGIS J. McMANUS, ACCOUNTANT, BANKING AND 
CURRENCY COMMITTEE 


Mr. McManus. I do. 

The CuairMan, Thank you. 

Mr. Sraon. Will you give the reporter your full name and address / 

Mr. McManus. Regis J. McManus. 

Mr. Simon, You are an employee of the General Accounting Office 
loaned to the Senate Banking and Currency Committee for this 
investigation 4 

Mr. McManvs. Iam. 

The Coarmman. In other words, the General Accounting Office in 
Washington, D. C.? 

Mr. McManus. Yes, sir. 

The Cuarrman. You are a Federal employee for the General Ac- 
counting Office loaned to this committee for the purpose of helping 
us on statements and figures 4 

Mr. McManvs. That is right. 

The CuatrmMan. You may ‘proceed. 

Mr. Suwon. Mr. McManus, did you examine the audit reports and 
nome of the 13 Warner-Kanter projects to determine costs and mort- 

gage proceeds? 

Mr. McManus. We did look them over. We examined them within 
a certain degree of accuracy. 

Mr. Simon. You did not go to the basic documents, but 

Mr. McManvs. Took from their books and records, the books and 
records they submitted to us. 

Mr. Simon. Without any attempt to audit their report ? 

Mr. McManus. That is correct. 

Mr. Simon, There were six projects in Birmingham on which you 
took off figures; is that right? 

Mr. McManvs. I believe it was six. 

Mr. Sruon. Three in Cincinnati? 
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Mr. McManus. That is right. 

Mr. Simon. Two in St. Louis? 

Mr. McManus. That is right. 

Mr. Simon. One in Indianapolis? 

Mr. McManus. That is correct. 

Mr. Simon. As Mr. Warner testified a few moments ago, did you 


sit here and check the figures he gave with the figures you have on your 


sheet ? 

Mr. McManus. That I did. 

Mr. Simon. I believe that in some cases there was a difference be- 
tween your figure and his of less than a dollar, where you ey 
took the closest even doll: ar, and he had some pennies on the end; 
that right ? 

Mr. McManus. That is right. We disregarded pennies. 

Mr. Simon. You disregarded pennies. Other than that, do your 
figures coincide with his? 

Mr. McManus. I believe they do. 

Mr. Suwon. On the 12 projects for which you have these figures, 
and concerning which he has testified, what is the total mortgage 
proceeds ? 

Mr. McManvs. Total mortgage proceeds is $24,435,932. 

Mr. Simon, $24,000,000—would you give that again ? 

Mr. McManvs. $24,435,932. 

Mr. Simon. And that is the face amount of the mortgages plus the 
premiums he received in the sale of the mortgages / 

Mr. McManus. That is right. 

Mr. Stwon. What are the total costs of the 12 projects ? 

Mr. McManus. Total costs, $21,964,860. 

Mr. Simon. What is the number of dollars by which the mortgage 
proceeds exceeded the total costs ? 

Mr. McManus. $2,471,072 

Mr. Stmon. $2,471,000—— 

Mr. McManus. And $72 

Mr. Simon. And $72. Does that mean that after completion of the 
12 buildings they had $2,400,000 in cash left over after paying all the 
costs, including the land, financing fees, and everything else? 

Mr. McManvs. That is correct. 

Mr. Suwon. But that does not include the $49,000 for furniture in 
the Essex House in Indianapolis? 

Mr. McManus. No; it does not. 

Mr. Sisron. Thank you, sir. 

The CHarrMan. Any questions? 

Thank you, sir. 

Our next witness will be Mr. Charles Glueck of the Mid-City In- 
vestment Corp., of Gary. 

Mr. Glueck. 

Mr. Glueck, will vou be sworn? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 
God? 
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TESTIMONY OF CHARLES H. GLUECK, MID-CITY INVESTMENT CORP., 
GARY, IND., ACCOMPANIED BY ALFRED DRAPER, COUNSEL— 
Resumed 


Mr. Guveck. I do. 

The Cuairman. Thank you, sir. 

Please be seated and give your full name and address to the 
reporter. 

Mr. Guiueck. Charles H. Glueck, 675 Lincoln Street, Gary, Ind. 

The CuHarrman. And the gentleman with you is your attorney ? 

Mr. Guivueck. Alfred Draper, my attorney. 

The Cuatrman. Mr. Alfred Draper? 

Mr. Guiurck. Yes. 

The Cuarrman. Of Gary. 

You may proceed, Mr. Counsel. 

Mr. Srwon. Mr. Glueck, were you in the room a few minutes ago 
when Mr. Warner testified to a meeting at the 52 Club in Indianapolis? 

Mr. Guiueck. Yes, sir. 

Mr. Suwon. Were you at that meeting? 

Mr. Guvurck. I remember meeting Mr. Warner out there at one time. 

Mr. Srwon. Were you there before he arrived ? 

Mr. Guurck. Yes, sir. 

Mr. Simon. Who was with you at the table? 

Mr. Guiurck. Otfhand, I don’t remember, but I think Mr. Saffo of 
my office. 

Mr. Simon. How did you happen to be at the 52 Club that night? 

Mr. Giurck. I went out there to eat dinner. 

The CuarrMan. How did you come to eat at Mr. Peters’ table? 

Mr. Guvrck. I ate frequently with Mr. Peters, but I was out there 
this evening, having dinner with Mr. Saffo. 

Mr. Simon. Did you expect that Mr. Warner was going to show up 
that night? 

Mr. Grurck. I don’t remember offhand. I do know, I vaguely re- 
member that they asked where we were going to have dinner. 

Mr, Stmon. Who asked you where you were going to have dinner? 

Mr. Giurck. Somebody asked where Mr. Saffo and I were going 
to have dinner. 

Mr. Stwon. Who asked you? 

Mr. Guivurck. I don’t remember. 

Mr. Stmon. Did Mr. Peters ask you? 

Mr. Guvueck. No. 

Mr. Stmon. Was that his table at the 52 Club? 

Mr. Giurck. I don’t think so. 

The CHarrMan. Did he have a permanent table there all the time? 

Mr. Giurck. Not that I know of. 

The Cuatrrman. Now, did you know he had a table there that night? 

Mr. Guiveck. I was at my table. 

Mr. Stmon. Mr. Warner has just testified that Mr. Peters told him 
to go to that club and ask for Mr. Peters’ table; he went to the club 
and asked for Mr. Peters’ table and was taken over to the table at 
which you and Mr. Saffo were sitting. How did the waiter know? 
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. GLurck. I wouldn’t have any idea. 

*. Sruon. Did you talk to Mr. Peters that night? 

*, Giueck. I probably talked to him during the day and later in 
the evening; yes, sir. 

Mr. Sruon. Are you accustomed to having strangers come over 
and sit at your table in a restaurant ? 

Mr. Giurck. Yes and no. 

Mr. Simon. Were you expecting Mr. Warner when he came up that 
night ? 

Mr. GuvrcKk. Not particularly ; no, sir. 

Mr. Simon. What do you mean by “not particularly”? 

Mr. Guveck. I knew he was there in town. I heard of him. I heard 
of the people. I had never met Mr. Warner before. 

Mr. Simon. Were you completely surprised when he walked over to 
the table and sat down? 

Mr. Giucex. That is pretty hard to remember. 

The Carman. Aren't the facts that Mr. Peters arranged for you 
to go to the 52 Club and he arranged for Mr. Warner to meet you there, 
and you were to do everything you possibly could to sell Mr. Warner 
on permitting you to finance the Essex House ? 

Mr. Guveck. That is not correct. 

The Cuamman. There would be nothing particularly wrong, would 
there ? 

Mr. Giurck. There wouldn’t be anything wrong at all, except for 
one thing, that the implication Mr. Warner has given here, and I heard 
him, was that the influence from my behalf would help him aceom- 
plish something. 

Mr. Stow. All we are trying 

Mr. Guveck. He already had a commitment. 

Mr. Simon. All we are trying to get, Mr. Glueck, is the facts. We 
are trying to find out how, when he was told to go to the 52 Club and 
ask for Mr. Peters’ table, he ended up sitting with you. 

Mr. Guueck. I wouldn’t know. 

The Cuamman. Did you ask him that night? Did you try to sell 
him that night on the idea of giving you the business and permitting 
you to finance oe project ? 

Mr. GLUECK. ae remember details of discussing. I know I did 
discuss his project. I discussed with Mr. Kanter particularly the pos- 
sibility of our obtaining the servicing on that project from the perma- 
nent investment. That is the only discussion I had. 

The Caiman. Did you read the Saturday edition of the In- 
dianapolis Star in which allegations were made that Mr. Peters was 
opposed to the Essex House project ? 

Mr. Guveck. I just saw it sketchily. 

The Cuamman. You have been sitting here listening to the testi- 
mony ? 

Mr. Givurck. I was out at the time. 

The CnarrMan. Did you ever hear Mr. Peters say whether he did 
or did not approve of the Essex House project ? 

Mr. Guueck. I don’t recall. 

The Carman. You do not recall ? 

Mr. Guiueck. Not discussing. 

The Cuamrman. You do not recall discussing with him whether he 
did or did not? 
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Mr. Guiueck. No; I don’t reeall. 

The Crarrman. Did you have any connection with it other than 
talking to Mr. Warner that night at the 52 Club? 

Mr. Giurck. None whatsoever. 

The CuarrmMan. You are certain that Mr. Peters did not suggest 
that you go to the 52 Club, go to his table, and that he would invite 
Mr. Warner out there and ask Mr. Warner to inquire for his table, 
and that when he went—— 

Mr. Guureck. I am sure there was nothing done like that; as far as 
I know. 

The CuHarrMan. That was just a coincidence? 

Mr. Giurck. As far as I know, I had nothing to do with it. 

The CrarrMaAn. It was just a coincidence that it happened ? 

Mr. Simon. Was it coincidence that you and Mr. Warner happened 
to eat at the 52 Club, that the waiter happened to bring you both to 
the same table? 

Mr. Guurck. Sir, I ate there almost every night when I was here. 

Mr. Simon. You did? 

Mr. Guurck. Yes. 

Mr. Suton. At the same table? 

Mr. Gturck. No. I mean I ate at the 52 Club almost every night in 
Indianapolis. 

Mr. Simon. Was it purely a coincidence that Mr. Warner asked for 
Mr. Peters’ table 

Mr. Guurck. I wouldn’t know that Mr. Warner asked for Mr. 
Peters’ table, or not. 

Mr. Staton. How did he happen to get to your table? 

Mr. Guiurck. I don’t know, sir. 

The Cuarrman. Did Mr. Peters show up 8 or 4 hours after? 

Mr. Guurck. If I remember correctly, Mr. Saffo, who had been with 
me, formerly had been with John Hancock Co., and introduced us. 

The Cuatrman. Did Mr. Peters show up around 11 or 12 o’clock 
that evening? 

Mr. Giurck. I don’t remember. 

The Cuarrman. Do you remember Mr. Peters showing up at all 
that night? 

Mr. Guueck. I think he did. I don’t remember, sir. 

Mr. Simon. How often did you have dinner with Mr. Peters? 

Mr. Giurck. I couldn’t tell you that. 

Mr. Stwon. Three or four times a week? 

Mr. Guueck. Not that often, no. 

Mr. Staton. Once or twice a week ? 

Mr. Guurck. Frequently when I was in Indianapolis. 

Mr. Srmon. How often did you have lunch with him? 

Mr. Giurck. Several times. I don’t know. 

Mr. Simon. Several times a week? 

Mr. Guvueck. I don’t live in Indianapolis. When I was down in 
Indianapolis I frequently had lunch with him. 

Mr. Siaon. When you were in Indianapolis how frequently did you 
and Mr. Peters have dinner together at the 52 Club? 

Mr. Guveck. I don’t know. 

Mr. Stwon. You said you ate there all the time. Did he eat there 
all the time, too? 
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Mr. Giurck. I don’t mean every night. I ate there very frequently, 

Mr. Stmon. Was this during the period of time that you and Mr. 
Peters occupied the twin penthouses, or did that come later ? 

Mr. Grueck. No. That came later. 

[ would like to have that straightened out. Again, Mr. Simon, 
they are not penthouses. 

Mr. Simon. What are they ? 

Mr. Guvreck. That was a top-floor apartment as against a pent- 
house. 

Mr. Srwon. What was the name of the building? 

Mr. Grueck. Sherwood, I think. 

Mr. Simon. Sherwood Apartments ? 

Mr. Grveck. Thirteenth and Delaware. 

Mr. Simon. Who owned that building, Mr. Glueck ? 

Mr. Givurck. I don’t know. 

Mr. Simon. You don’t know? 

Mr. Guivurcr. No. 

Mr. Simon. Did you ever hear of a man named Leo Littman ? 

Mr. Giueck. Yes, sir. 

Mr. Srwon. You and he are very good friends, aren't you? 

Mr. Guveck. I hope so. 

Mr. Siwon. Didn't he own the building? 

Mr. Giueck. I don’t know that he owned the building. 

The Cuatrman. Did he build the building / 

Mr. Grurck. Himself ? 

The Cuatrrman. Who did he pay the rent to? 

Mr. Giurck. Sherwood Apartments. 

The Camman. You don’t know who owned it? 

Mr. Grvueck. ITassume L. & L. Corp. 

Mr. Stuon. L. & L. is Littman & Littman, don’t you know? 

Mr. Givurck. I assume so. 

Mr. Sraon. You know so, don’t you? 

Mr. Giurck. Not to my knowledge. 

Mr. Simon. How many millions of dollars of mortgages have you 
handled for them ? 

Mr. Giveck. I don’t know offhand. 

Mr. Simon. It has been several million dollars worth, don’t you 
think? 

Mr. GLuEcK. Quite a few: ves, sir. 

Mr. Sruon. You don’t know who owns the company ? 

Mr. Grueck. Not today. 

The Cuamrman. Did you handle the mortgage on the Sherwood ? 

Mr. Guurck. No, sir. 

Mr. Siaton. On March 22, 1951, did vour wife buy $6,000 worth of 
furniture at the L. S. Avres & Co. store in Indianapolis for those two 
apartments that are on the top floor but aren’t penthouses? 

Mr. Giveck. No, she didn’t buy it. 

Mr. Struon. I show you a contract 

Mr. Guvrck. She may have ordered it. I know she didn’t buy it. 

Mr. Sraon. She purchased it; is that right ? 

I show you a 3-page contract with the L. S. Ayres Co., dated in 
March 1951, and ask you if you signed that contract? 

Mr. Gucrck. That is my signature; ves. 
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ntly. Mr. Siston. Did you sign it ? 
1 Mr. Mr. Giureck. (Shakes head affirmatively.) 

Mr. Srmon. Did your wife pick out the furniture listed in that 
ontract ¢ 

‘mon. Mr. Guurck. I think so. 

Mr. Simon. At the top of page 1 it says, “Mir. Glueck’s apartment,” 
doesn’t it? Isthat right? Right at the top of the first page? 

pent Mr. Guurck. Yes. 
Mr. Sruon. Mr. Glueck’s apartment. Is that you? 
Mr. Guurck. Yes, sir. 
Mr. Simon. In the middle of page 2 it says, “Mr. Peters’ apart- 
nent ¢ 
Mr. Guurck. That is right. 
Mr. Sruon. Is that R. Earl Peters, the State FHA director ? 
Mr. Guurck. That is right. 
Mr. Simon. That furniture was purchased in March. When was 
it delivered ¢ 
Mr. Giurck. I don’t know offhand. 
Mr. Simon. It was about that summer, wasn’t it? 
Mr. Guurck. The end of June. 
Mr. Suwon. The end of June 1951? 
Mr. Guurck. Yes. 
Mr. Suwon. It was installed in both apartments; is that correct / 
Mr. Giurck. That is right. 
Mr. Sruon. On October 9, 1951, had you paid for the furniture ? 
Mr. Guivurcx. I don’t remember. 
Mr. Sron. I show you a letter on the stationery of Mid-City In 
vestments. That is your company, isn’t it? 
Mr. Guurck. Yes. 
The Cuairman. That is your company ? 
Mr. Guurck. I am president of that company. 
Mr. Simon. Dated October 9, 1951, addressed to Ayres, and it reads 
as follows: 
e you : We have again received the enclosed bills representing the total of the purchases 
; for the apartments located at 1204 North Delaware Street, Indianapolis, Ind 
In accordance with Mr. Glueck’s understanding you are to furnish us with a com- 
| plete breakdown as to his apartment and Mr. Peters’ apartment. We would 
t you appreciate having this as early as possible so that the matter may be taken 
care of. 
Would that indicate to you that the bill hadn’t been paid in October / 
Mr. Guureck. Yes, sir. 
Mr. Simon. Of course the contract listed which items came for your 
vood ? apartment and which items were for Mr. Peters’ apartment é 

Mr. Giurck. Yes. 
rth of Mr. Simon. On January 15, 1952, I have a letter here from Mid- 
e two City Investments to Ayres & Co., which reads as follows: 

There are enclosed 2 invoices dated December 17, 1951, which total $6547.44. 

This is 10 months after the contract was signed and 6 months after 
the furniture was delivered; is that right? 

Mr. Guurck. Approximately. 

Mr. Simon (continues reading) : 

There are also enclosed data of purchases which were delivered to the respective 
apartments of Mr. Charles H. Glueck and Mr. Earl Peters and a list of items 
marked “Miscellaneous” representing purchases by Mrs. Charles H. Glueck for 
the use and benefit of the apartments rented by Mid-City Investments, Ine., and 
Mr. R. Earl Peters respectively. 
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While it may be true that contracts were let with you for the two apartments 
under the guidance of Mrs. Glueck, there was never any intent or reason for the 
purchases in the behalf of Mr. Peters to be billed to this company. It is therefore 
requested that the sales memoranda be revised to conform to the legend as 
follows: those marked in red were delivered to apartment 911 rented by Mid-City 
Investments, Inc., at 13th and Delaware, and those marked in green belong to 
and are to be paid for by Mr. R. Earl Peters whose apartment is in the same 
apartment building. These markings and identifications are on invoices as well 
as your memorandum sheets designated (1), (2), and (3). 

For instance, page (1) is marked “Mr. Glueck’s Furnishings” were, with 
exception of one item marked $44.85, delivered to Mr. Glueck’s apartment. Like- 
wise, page (2) marked “Mr. Peters’ Furnishings” were delivered and are to be 
paid for by Mr. Peters. VPage (8) marked “Miscellaneous,” with exception of 
one ite of $2.94 so identified as belonging to Mr. Peters, contains items which 
were to be divided between the two apartments, 

Therefore, you will find from the foregoing that the amount due and owing 
by Mid-City Investments, Inc., is $3,718.61 for which we enclose our check. The 
balance due from Mr. R. Earl Peters in the amount of $2,629.23 we are sure will 
be paid you immediately by Mr. Peters upon receipt of your bill. 

At any time prior to that date did Mid-City ever tell Ayres that 
they were to bill Peters for furniture that went to his apartment ? 

Mr. Givrck. I don’t know, but I am certain that there were phone 
calls made and other letters. 

Mr. Stuon. Do vou have any copies of a letter dated prior to that 
telling them to bill Mr. Peters ¢ 

Mr. Guurck. I don’t know of any. 

Mr. Sruon. Mr. Glueck, is it again just a coincidence your wife 
bought this furniture and it was chi irged to Mid-City in March of 
1951, that the furniture was delivered in June of 1951, and for the 
first time you asked Mr. Peters be charged for the furniture that went 
into his apartment on January 15, 1952, which happens to be the very 
next day after Mr. Peters was fired ‘by FHA for some irregular 
activities involving you? 

Mr. Guiveck. Well, I know this, Mr. Simon: I know the way you 
worded that it sounded like it shouldn’t be a coincidence but I do 
know this: That unfortunately people here who are not here to testify, 
or are unable to testify—Mr. Bodon, who is our tax consultant 

Mr. Stwon. Let me ask you 

Mr. Givurck. Let me finish, please. 

Mr. Sruon. Wasn't it January ? 

Mr. Guueck. Let me finish, please. I don’t know what date Mr. 
Peters was fired. Mr. Bodon, our tax consultant from Evansville, 
was the one who originally suggested going to Ayres to buy the furni- 
ture for the apartment. He was a ood friend of, I can’t think of it, 
Mr. Cartheuser, who was controller there. 

I know Mr. Bodon told me he would talk to Mr. Cartheuser some- 
time after that asking him to correct the billing. I ‘lon t get into those 
things. I never paid a further bit of attention to it, believe me. 

The Cramman. Why did you buy the furniture both for yourself 
and Mr. Peters? 

Mr. Guiurck. Mrs. Glueck picked it out because Mrs. Glueck and 
Mrs. Peters 

The Cramman. Was it charged to you? 

Mr. Guivurck. It shouldn’t have been, Senator. It was wrong. 

Mr. Simon. Why was it paid for, for the first time the day after 
Peters was fired for irregular dealings with you? 

Mr. Guveck. I don’t know that he was fired. 

Mr. Simon. Don’t you? 
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Mr. Guveck. No, sir. 

Mr. Stmon. As a matter of fact, at the last hearing we had in 
Washington Senator Capehart asked you if you read a memorandum 
FHA had written to HHFA suggesting a prosecution here and Sena- 
tor Capehart asked if there was any litigation or anything filed against 
vou in connection with this matter, and you said you had never heard 
of it; is that right ? 

Mr. GLUECK. Yes, 

Mr. Simon. Did you know that on March 20, 1952, the General 
Counsel of FHA wrote to the Attorney Gener pi tnaes 

The CuHatrmMan (reading) : 

Our investigation has been completed, and I am pleased to enclose two copies 

f the investigation. As your office has probably been advised, Mr. Peters is now 
deceased. It is believed that the investigation will disclose that in addition to 
Mr. Peters other persons Were involved in the origination and completion of the 
apartment project, and that their activities should be reviewed, looking toward 
a possible violation of the Federal criminal statutes. We have particular ref- 
erence to Mr. Charles H. Glueck, president of Mid-City Investments, Inc., of Gary, 
Mr. J. Lloyd Allen, of Indianapolis, Ind., Mr. John R. Kelley, of Indianapolis, 
Ind., Mr. Wayne Sheetz, one of the owners of the firm of W. A. Sheetz & Co., of 
Indianapolis, and possibly other persons. 

Appearing in the transaction as straw parties. 

Were you aware of that? 

Mr. Guurcrk. No, sir. 

Mr. Srwon. Did you know the matter was referred to the United 
States attorney for the southern district of Indiana, and that on July 
11, 1952, Assistant Attor ney General James M. McInerny in charge of 

the Criminal Division, wrote FHA a letter that says: 

Please be advised that the United States attorney for the southern district of 
Indiana, after consideration of all the available information, concluded that 
prosecution was not warranted in the above case. This Department concurred in 
that view, and the United States attorney has been notified, accordingly. 

Did you know about that letter? 

Mr. Guurck. No, sir. 

Mr. Drarer. May we see those? 

Mr. Simon. Yes, sir. 

You also testified, Mr. Glueck, that when you got out of the Florida 
Apartments deal Mr. Peters paid you for your stock; is that your 
testimony ? 

Mr. Guiueck. I don’t have it before me. 

Mr. Stmon. Let me review it for you. 

The Cuarrman. Did Mr. Peters pay you for the stock ? 

Mr. Guurck. I believe I testified. 

Mr. Stwon. Page 598, vou testified : 

In the early part of 1948 Mr. Peters advised me that he had approval from 
Washington to own the project. He arranged to acquire Allen and Kelley's 124 
shares. On or about that time I ee ae my certificate for 144 shares and 
new stock certificates were issued to FE. Metzner, Mr. Peters’ nominee, for 11 


99 


shares and to Leo Levin, my nominee, th 1! 33 Shares. 


Mr. Grivueck. I don’t see that. 
What page is it, Mr. Simon ? 
Mr. Stwon. That was pages 498 and 499 of the transcript of July 2. 
Then going over to page 600 





Mr. DRAPER. Could we have a minute to look at 489? 
Mr. Simon. Yes, indeed. 
Now at page 609, July 2—— 
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Mr. Draven. July 2,589. 

Mr. Srwon. 589 and 600. I am about to read the fifth line on page 
600. 

Before the project was completed Mr. Peters asked me whether or not I would 
sell him my interest in the project inasmuch as he had obtained the approval 
previously mentioned in his letter from his superiors, and inasmuch as he had 
acquired Allen and Kelley’s stock. I therefore agreed to sell him my stock at 
cost, Which approximated $11,000, a few months after completion of the project. 

The CHairMAN. Did he give you a check for $11,000% 

Mr. GLUECK. JI don’t remember. 

The CHairMAN. Did he pay you in cash? 

Mr. Giueck. No. I was paid, actually the money came from my mother and 
she was paid back by check somewhere. She was paid by check. I don’t know. 

Then skipping, the chairman said : 

I was wondering whether your mother gave you $11,000 for Peters? 

Mr. GLueck. She advanced the money for me. 

Question. For Peters? 

Mr. GLuEcK. For me originally. 

Then the middle of page 601 you were asked : 

Are you sure he paid you the $11,000? 

Do you find that, Mr. Glueck? The middle of the page there 4 

Mr. Giurck. Yes. 

Mr. Simon (reading) : 

Are you sure he paid you the $11,000? 

Mr. GLUECK. Yes, sir. 

Was that vour testimony in Washington / 

Mr. Guueck. That is what it says here. 

Mr. Srmon. The fact is Mr. Peters didn’t pay you a dime, did he? 

Mr. Givrck. That is not correct. 

Mr. Simon. Isn’t it? 

Mr. Giurck. That is not correct. I was paid. 

Mr. Srmox. But Mr. Peters didn’t pay you a dime, did he? 

Mr. GuurcK. You mean personally pay me? No. 

Mr. Sraron. Isn’t this what happened, that you put up the $250 
for the option on the land; is that right? 

Mr. Giueck. I believe so. 

Mr. Srmon. You testified in Washington that Mr. Fleming, Peters 
son-in-law, put up the money but actually you put up that money, 
didn’t you ? 

Mr. Griuerck. I put up part of the money. 

Mr. Simon. You put up the $250 for the option on the land; is that 
right? Didn’t you? 

Mr. Guveck. I don’t remember offhand. I believe I gave you the 
records of that, Mr. Simon. 

Mr. Srwon. You have a ledger sheet in your books that shows on 
December 26. 1946, you sent $250 to Fleming for an option on the 
lands. Is your book correct ? 

Mr. Guveck. I think so. 

Mr. Stuon. Did you send him the $250? 

Mr. Guveck. I think I am pretty sure I did. 

Mr. Stmon. You previously testified 

Mr. Guveck. If the book shows it. I am satisfied T did. 





Mr. Sraron. Didn’t you previously testify that Fleming put up that 


$250? 








Mr. G 
Mr. S 
Mr. G 
option o 
Mr. § 
option o 
Mr. G 
Mr. S 
the land 
Mr. G 
Mr. Si 
Mr. G 
Mr. S 
after the 
of $7,450 
Mr. ( 
some-odc 
Mr. Si 
Mr. Gr 
Mr. Sv 
you for tl 
Mr. Gr 
The C; 
Mr. Gu 
The Cr 
Mr. Gu 
The Cr 
Mr. Gu 
Mr. Sn 
it came f 
Mr. Gu 
Mr. Sr 
Mr. Gu 
Mr. Sry 
Mr. Gu 
The Cu 
Mr. Gua 
The Cn 
Mr. Gui 
The Cu 
Mr. Gut 
Mr. Sim 
the corpor 
Mr. Gut 
uals of the 
Mr. Siw 
Mr. Guu 
Mr. Sra 
Mr. Guu 
Mr. Sim 
ally would 
Mr. Guu 
Mr. Sow 
Mr. Guu 


Oe 
or 


he? 


$250 


eters’ 
oney, 
s that 
yu the 


ws on 
mn the 


p that 


FHA INVESTIGATION 2583 


Mr. Girureck. Not that $250, now. 

Mr. Stmon. be $250 did he put up? 

Mr. Guveck. I don’t know. Originally there had been an original 
option on the land before this time, before I was in. 

Mr. Srwon. You gave him another $250 on February 25 for an 
option on the land ? 

Mr. Guiurck. That is correct. 

Mr. Stwon. Then you put up $7,500 for half the purchase price of 
the land; is that correct? 

Mr, GuurcK. That is right. 

Mr. Simon. And Peters put up the other $7,500; is that correct 

Mr. Guvurck. I don’t know that he did; somebody put it up. 

Mr. Staon. Somebody put it up, and the building was built and 
after the building was built there was a premium due on the mortgage 
of $7,450; is that; right? 

Mr. Guvrck. Approximately—seven-thousand-four-hundred-and- 
some-odd dollars. 

Mr. Simon. $7,420? 

Mr. Grveck. That is right. 

Mr. Stmon. And you got the premium on the mortgage to reimburse 
you for the $7,500 you put up; isn’t that right? 

Mr. Grveck. Partially. 

The Cruarrman. When you say “partially,” wherein is it wrong? 

Mr. Givurck. That is correct. 

The Cuarrman. It is correct? 

Mr. Guvreck. That is correct. 

The Cuarrman. It is not partially ; it is correct ? 

Mr. Guveck. That is right. 

Mr. Simon. The $7,500 you got back didn’t come from Peters, but 
it came from the premium on ‘the mortgage; is that right? 

Mr. Guvurck. He would have gotten it. 

Mr. Srwon. He would have? 

Mr. Guurck. Yes. The sponsors would have gotten the money. 

Mr. Stwon. What right did Peters have to that premium money ? 

Mr. Guveck. As a sponsor, 

The CHatrrman. He was the sponsor? 

Mr. Guveck. He was at that time. 

The Cuarrman. As State FHA director? 

Mr. Guvreck. He was stockholder at that time. 

The Cuatrman. As State FILA director he was sponsor? 

Mr. Guveck. He was at that time. 

Mr. Stwon. Asa matter of fact, wouldn’t the premium have gone to 
the corporation and not to Peters personally ? 

Mr. Guueck. Not necessarily; no, sir. It could go to the individ- 
uals of the corporation—not to the corporation itself. 

Mr. Sruon. What right would the individuals have to the premium ? 

Mr. Guveck. In the negotiation of the deal. 

Mr. Suwon. What is that? 

Mr. Guiueck. In their negotiation of the deal. 

Mr. Stwon. Was your negotiation of the deal that Peters person- 
ally would get the mortgage premium ? 

Mr. Guvecx. The stoc ckholders would get it, the individuals. 

Mr. Srwon. Was Peters the sole stockholder ? 

Mr. Guiurck. Not at that time; no, sir. 
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Mr. oo Why would he get the premium ? 

Mr. Guiurck. Because I agreed to let him have my stock. 

Mr. Smwon. You agreed to let him have your stoc 'k, and then you 
agreed to use the premium on the mortgage to pay for your stock; is 
that right? 

Mr. Guueck. Yes. 

Mr. Sron. So actually not a dime of his money went to purchase 
your ' percent in the company ? 

Mr. Giurck. Well—— 

‘The Crarrman. In reality you gave it to him, didn’t you? 

Mr. Guvrcx. No, sir. I was reimbursed. 

Mr. Simon. You were reimbursed, but not by him. You were reim- 
bursed out of the mortgage proceeds; isn’t that right ? 

Mr. Guvrck. No; not out of the mortgage proceeds. 

Mr. Simon. You were reimbursed out of the premium on the mort- 

gage, . ren’t you? 

Mr. Griurck. Yes, sir. 

Mr. Simon. Well, you—— 

The CHamrMan. Isn’t that the mortgage proceeds? 

Mr. Guiurck. No, sir. 

Mr. Son. You had a case up in Gary, Mr. Glueck, in which you 
bought a piece of land for $40,000, and then you got an FHA com- 
anes on it, and then you sold the land and the commitment for 

350,000. Do you remember that one? 

"Mr, Gur K. I sold the stock to the corporation. 

Mr. Simon. And all the corporation had was the land and the FHA 
commitment; is that right ? 

Mr. Guurck. Yes. 

Mr. Strvon. In that case you got a $310,000 profit before they even 
started to build the building; is that right ? 

Mr. Guiurck. That is right. 

Mr. Stuon. Here is a case where you put in $7,500 for 50 percent 
of the stock in the company, in the building, and after the building 
was all completed, all set up and all done, and you put a lot of wor k 
in on it, too, hadn’t you ? 

Mr. Guveck. Not too much. 

Mr. Simon. After it was all done, you sold your stock to Peters, and 
all you got out of it was to get the mortgage premium which would 
have gone to either the corporation or the sponsors anyway; is that 
right? 

Mr. Guvurck. Yes, sir. 

Mr. Stuon. And Peters got your half interest in that company 
without paying a dime to you; is that correct ? 

Mr. Guveck. I was paid. 

Mr. Simon. But he didn’t pay you a dime, did he? 

Mr. Grvurck. It could have gone to him and then he paid me. 

Mr. Stuon. He didn’t pay youa dime, did he? 

Mr. Guvrck. Personally ? 

Mr. Stmon. Yes. 

Mr. Guveck. No. 

Mr. Simon. Not of his money ? 

Mr. Guiveck. No. 

The CHamman. That was a half interest in the Florida Apart- 
ments! What was the mortgage on the Florida Apartments? 
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Mr. Simon. About $350,000, wasn’t it ? 

Mr. Guureck. Yes. 

The CHairman. So Mr. Peters got a half—— 

Mr. Giurck. May I add, sir, if I had that corporation today I 
would sell you half the stock for $7,500. 

Mr. Suwon. But the fact is that when the building—— 

Mr. Guurck. The value there was in my opinion no greater than 

hat. 

Mr. Stmon. But the fact is that Peters got your half of the stock 
without paying you a dime; is that right 

The Cuairman. Mr. Glueck, if you know that this building was no 
vood and the project was no good 

Mr. Gturck. I didn’t say 1t was no good. 

The Cuairman. If you said you hi ad it, you would sell it for $7,500, 

ndicating it was no good 

Mr. Giurck. I didn’t indicate it was no good. 

The CHairman. You made the statement if you had it today you 
would sell it for $7,500. 

Mr. Guueck. I still would. I don’t think the earnings on it would 
any more warrant that than some other project you could put it in. 

Mr. Suwon. Mr. Glueck, we asked you to give us the check or what- 
ever it was that evidenced this p: tyment and you gave us a photostat 
copy of a document which is a receipt of Mid-City Investments, No. 
11566. 

Is that the document you gave us # 

Mr. Giurck. Yes. 

Mr. Simon. That says, “Received of Florida Apartments, seventy- 
four-hundred-some-odd dollars”; is that correct / 

Mr. Guurck. That is what it says; yes. 

Mr. Simon. That is the receipt for the money that you got back for 
your half of the stock ; is that right? 

Mr. Gitureck. That is correct. 

Mr. Siwon. Who made that receipt out ? 

Mr. Giurck. One of the girls in the office. 

Mr. Simon. One of your people made it out? 

Mr. Giurck. Yes. 

Mr. Simon. It says at the bottom, “For repayment of loan,” doesn’t 
it ¢ 

Mr. Guveck. “For return of loan.” 

Mr. Simon. “For return of loan.” Wouldn’t that indicate that you 
had merely loaned Mr. Peters this $7,500 to help get this project started 
and he was always intended to be the owner of the project 4 

Mr. Giurck. No, sir. That would indicate it was money that I was 
to return the loan, that I had received from my mother. 

Mr. Srwon. You had borrowed the money from your mother? 

Mr. Guurck. That is right. 

Mr. Simon. The money it talks about in that piece of paper is this 
mortgage premium money; is that right? 

Mr. Guueck. That is correct. 

The Criarrman. That was a return of a loan from your mother? 

Mr. Guurcx. It is merely a notation there, sir. It isn’t a receipt 
that was issued. It was a bookkeeping notation that the girl made. 

Mr. Stmon. At any rate, so far as your half of this property is con- 
cerned, Peters ended up owning your half, and it didn’t cost him any 
money at all; is that right? 
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Mr. Giurck. My half? 

Mr. Suwon. Yes. 

Mr. Giueckx. The premium paid for my half. 

Mr. Simon. It didn’t cost him any money, did it? He ended up 
owning your half; is that right? 

Mr. Giurck. You say he ended up owning it. I mean the stock was 
assigned. I don’t know who owns it now. 

Mr. Simon. Who did you give it to? 

Mr. Givurck. We assigned it to Mentzer, I believe. 

Mr. Simon. Was it your understanding that Mentzer was to be in 
on it? 

Mr. Giurck. My dealings was with Mr. Peters. 

Mr. Simon. You were giving the stock to Peters? 

Mr. Guurck. Yes. 

The Cuatrman. Why did you give Mr. Peters the stock? Why just 
out of goodness of your heart “would you give me or Peters or any- 
body else $7,500 worth of stock ? 

Mr. Giurck. I didn’t give $7,500. I was reimbursed my investment 
on it, sir. 

The Ciaran. You would have had the $7,500 fee on the mort- 
gage anyway. You earned that. That was yours for handling the 
mortgage. You gave—for all practical purposes you gave him the 
stock ? 

Mr. Guveck. I didn’t give it to him, sir. I was paid for it. 

The CuarrmMan. Paid for it by whom? 

Mr. Giurck. I was paid through the premium, but I was paid. 

Mr. Simon. Then your testimony in Washington when you said 
you \ere paid by Peters, that is wrong, isn’t it / 

Mr. Guurck. Well 

The CrarMman. You did testify in Washington under oath that you 
were paid by Peters. 

Mr. Guurck. You have that, sir. I told you then, I don’t remem- 
ber just how it was, but at that time, and then I documented every- 
thing for you. 

Mr. Stvon. Isn't the testimony [ read a minute ago the testimony 
you gave in W: lee 

Mr. Giurck. Yes, s1 

Mr. Simon. You did say then that Peters had paid you the money ? 

Mr. Guvecks. I should have said, I suppose, had caused the money 
to be paid. 

Mr. Simon. But you didn’t. You were the one who made the mort- 
gage loan, weren't you? 

Mr. Guurck. With Teachers Insurance and Annuity. 

Mr. Simon. You were the broker who handled it? 

Mr. Guvrck. Yes. 

Mr. Stmon. You did all the mortgage work ? 

Mr. Guvurck. Yes. 

The Ciuairman. You were entitled to the fee. 

Mr. Givueck. Not necessarily. We have the servicing on that loan. 

Mr. Srron. You were certainly entitled to half of it as half owner 
in the corporation, weren’t you? 

Mr. Guvurck. Yes, sir. 

The Cuatrman. Any further questions? 
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We will excuse you temporarily. I think we are going to want 
vou later. 

Mr. Draper. Later today, ecru soi 

The CHAIRMAN, | -ossibly later in the day. We at least want Mr. 
Glueck here tomorrow, if you ill: peo 

Mr. Draver. Tomorrow. 

Mr. Guueck. Thank you. 

The CHairman. Our next witness will be Mr. Lloyd Allen and John 
R. Kelley. I think we possibly will listen to both of them at the 
ame time. 

Mr. Allen and Mr. Kelley, will you be sworn ? 

Do you solemnly swear that the testimony you are about to give 

vill be the truth, the whole truth, and nothing but the truth, so help 
you (aod 4 


TESTIMONY OF LLOYD ALLEN AND JOHN R. KELLEY, ESSEX 
HOUSE, INDIANAPOLIS, IND., ETC. 


Mr. ALLen. Yes. 

Mr. Kenuey. Yes. 

The Ciamman. Give us your names and addresses for the record, 
please. 

Mr. ALLEN. Lloyd Allen. 

Mr. Srmon. Will you talk into the “mike,” Mr. Allen / 

Mr. Auuen. J. Lloyd Allen, 5699 North Delaware, business address, 
333 North Pennsylvania. 

Mr. Simon. Mr, Allen, you are listed as the sponsor on this Florida 
Apartments project Mr. Glueck just talked about. 

Mr. ALLEN. Yes, sir. 

Mr. Stuon. Were you one of the original stockholders ¢ 

Mr. ALLEN. I was one of the original sponsors on it. 

Mir. Simon. Did you become a sponsor at Mr. Peters’ request 

Mr. Annten. I believe that is correct. 

The CHainmMan. You were the architect also / 

Mr. Auten. That is correct. 

Mr. Simon. Is what happened, Mr. Allen, that Mr. Peters asked you 
to draw the plans for this building, and said you would get one-third 
of the stock for drawing the plans ? 

Mr. Auten. That is the idea, yes, sir. 

Mr. Srwon. Then Mr. Glueck was to have a third and Mr. Peters 
was to havea third ? 

Mr. ALLEN. That was the general idea. 

Mr. Simon. Did you draw the plans ¢ 

Mr. Atien. We did, sir. 

Mr. Simon. The application for a mortgage commitment which was 
signed by Mr. Glueck estimates the architect’s fee at $17,581. Would 
you say that was a fair fee for the work that an architect would have 
to do on that project ? 

Mr. AtueNn. I would, sir. 

Mr. Simon. Did you ever get paid a dime for drawing the plans on 
that project ? 

Mr. ALLEN. No, sir. 

Mr. Simon. Did you ever get a share of stock ? 

Mr. Auten. To my knowledge we never handled any stock. 
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The CHatrMan. You never were paid any money ? 

Mr. ALLEN. No. 

The CrarrmMan. Or you never were delivered the one-third of the 
common stock that you were promised ? 

Mr. Atten. No. The common stock, I believe, was to be held until 
the completion of the project. 

Mr. Simon. Did Mr. Peters ever give you any explanation of why 
you weren't getting paid for your work or not getting any stock in the 
company ¢ 

Mr. Atten. The explanation, or the situation, was such that the 
ficures for the cost of the job from the contractor exceeded the amount 
of money available for the project. 

Mr. Simon. You mean he told you that? 

Mr. ALLEN. Yes. 

Mr. Simon. You don’t know that of your own knowledge? 

Mr. Atten. No. I took that for a fact. 

The Cnamman. Mr. Peters told you that? 

Mr. ALLEN. Yes. 

The Crairman. Mr. Peters was State FITA director at the time, 
was he not ? 

Mr. ALLEN. Yes, sir. 

The Cuairman. Did you know it was against the law for an FHA 
official to participate in a project ee ranteed by FHA? 

Mr. Aten. I did not. In fact, I understood that Mr. Peters had 
permission from Washington to participate in it. 

Mr. Simon. You mean by that he told you that, too? 

Mr. ALLEN. Yes. 

The Cuatirman. He told you that? 

Mr. Atuen. Yes. 

The Cuairman. That permission in this instance being for a section 
608 project, would have come from Mr. Clyde L. Powell, I presume, 
the head man of the section 608 program ? 

Mr. Auven. I think it was Mr. Brehmer that gave him the per- 
mission. 

The Cramman. Mr. Brehmer was the regional manager ? 

Mr. Auten. Yes. I think he was the one. 

The Cuairman. He would have to get it from Mr. Powell ? 

Mr. AvteN. That may be. I don’t know about that. 

Mr. Sion. Again, all you know is what Mr. Peters said to you$ 

Mr. Auten. That is right. 

Mr. Simon. Because Mr. Brehmer denied ever giving any per- 
mission. 

Mr. AtLten. Well—— 

Mr. Srwon. Then what happened with respect to your getting paid ? 

Mr. Atten. The project lay dormant for some time as ‘being “unable 
to go ahead, and in the meantime, it looked like it was dead; that is, 
would not go ahead. However, | think 6 months—in other words, 
what we said was, “Well, all right.” Mr. Peters wanted to put up 
soine extra money to make it go. We were in difficulty with Meadow- 
brook and did not have money to put up, so we said, “No, we can’t put 
up any more money. If you can get somebody to take over and make 
it go, all right, that is O. K. with us.” 

Mr. Simon Was anything said about your being paid for drawing 
the plans? 
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Mr. Auuen. Mr. Peters did state that he would like to pay us for it 
if we got money available at a later date. At least he said he expected 
to pay ’ for it. 

The Cuairman. Did he ever pay you anything for it? 

Mr. ALLEN. No. 

Mr. Srwon. At any rate, the long and short of the story is that you 
drew the plans and specifications, which the application said were 
worth $17,500, and you never got paid a dime and didn’t get a share 
of stock ? 

Mr. Auten. That is right. 

Mr. Sumon. Thank you, sir. 

The Ciamman. Did you ever sue Mr. Peters, or send him a bill or 
try to collect the $17,500 or try to collect any of your fees? 

‘Mr. ALLEN. Well—— 

The CuamMan. Or make them deliver the stock they had promised 
vou! 

Mr. Aruen. No. May I point out a similar situation. If I made 
you a suit of clothes and it didn’t fit, I would have some hesitancy 
about sending you a bill for some thing you couldn’t use. 

The Cuaimman. Were these plans unfavorable ? 

Mr. Auten. They exceeded the costs that we set out to do. 

The Cuamrman. Was the apartment building built under and by 
vour plans? 

Mr. Auten. As far as I know, they were, yes, sir. 

The Cramman. What was wrong with them? 

Mr. Atxien. The costs exceeded the money to do it with, the estimate. 

Mr. Stmaon. What were the costs ? 

Mr. AuLen. I do not know. 

The Cuamman. Are you saying then all I have to do is hire you 
to draw pl: ins for me for a $10 million building and I come to you and 
say, “It is going to cost $11 million,” and you say, “All right, I will 
forget the days and days of work I put in on those plans,” even though 
[ go ahead and use the plans to build the $10 million building ? 

Mr. Auten. I haven’t completed what I said I would do, did T, 
Senator ? 

Mr. Stuon. Do you do that for anybody or do you have to be a 
State FHA director to get that service? 

Mr. Atren. No. That is pretty much a general fact; that is, if 
vou fail in a project you can’t expect to make him pay. 

The Crarman. How many FHA projects did you act as architect 
for, Meadowbrook, Fla. 

Mr. Aten. Meadowbrook, Fla., Crane— 

The Cnairman. The one we are going to listen to possibly this 
afternoon, Crane, Ind. ? 

Mr. ALLEN. Yes. 

The Cramman. Did you collect your fee from that project? 

Mr. Atten. That fee was paid by the United States Navy. 

The Cuatrman. How much was that fee? 

Mr. Atien. $27,500, I believe. 

The Cnamman. You are going to find later, I think, when the testi- 
mony is heard that that was a complete failure, yet you collected your 
fee in that instance. 

Mr. Aten. In that instance, I was not sponsoring it. I was merely 
employed by the United States Navy. 
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The CuHairman. What other FHA project were you the architect on? 

Mr. ALLEN. Some up at Gary. 

The Cuarrman. For Mr. Glueck ? 

Mr. Auten. Yes, for Mr. Glueck. Some in South Bend. 

The Cuamrman. Any for Mr. Lippman 4 

Mr. Atten. No, none for Mr. Lippman. Fort Benjamin Harrison 
out here, which is an early Wherry job, which we were hired by the 
Army and not by sponsors, or anything of the kind. 

Mr. Srwox. Was that while Mr. Peters was State FHA director? 

Mr. AtteNn. Lam not sure. 

Mr. Stuon. Do you know when it was? 

Mr. Auten. They are just finishing those jobs now. I am not sure 
whether that came through while he was director or after he had been 
removed. 

‘The CHamman. Any further questions / 

We will excuse you at the moment, but we will want your testimony 
a little later in connection with Meadowbrook, if you please. If you 
will stand by we will appreciate it. 

Our next witness will be Milton Zermor. Mr. Zermor, please. 
Where is Mr. Zermor ? 

Will somebody show me the subpena for Mr. Zermor, a copy of it, 
and when it was delivered’ Mr. Zermor was the sponsor of what is 
known as the Crane Naval Base, at Crane, Ind., project. Is there any- 
one here who knows Mr. Zermor ¢ 

Mr. Wituiams. He lives in New Jersey, I believe. 

The Cuamman. IT know. Ile was subpenaed. 

Then our next witness will be Mr. Maurice Bauman, of Champaign, 
Il. Is Mr. Bauman present? Mr. Bauman, please. 

Mr. Simon. He is out in the hall, Senator. I believe he is coming 
right in. Mr. Bauman, please? W il you please come forward 4 

The CHarrman. Mr. Bauman, will you be sworn ¢ 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Bauman. Yes, sir. 


TESTIMONY OF MAURICE BAUMAN, ACCOMPANIED BY RICHARD 
W. PATTERSON, COUNSEL—Resumed 


The CHarrman. Please be seated and give your name and home ad- 
dress to the reporter for the record, please. 

Mr. Bauman. Mr. Maurice S. Bauman, 2206 South Vine. 

The Cratmnman. And the gentleman with you is your lawyer? 

Mr. Bauman. Richard W. Patterson, of Champaign. 

The Cuammayn. Mr. Bauman, you were subpenaed to bring with you 
the canceled checks, and so forth, of the moneys that you paid to a 
Mr. Gillespie and Mr. Dobbs, I believe, of the Franklin Life Insurance 
Co. May we have those? 

Mr. Bauman. The Gillespie checks, sir, I turned over photostatic 
copies to you and also turned over 

The Cuamman. To whom? 

Mr. Bauman. I turned that over to Mr. Zabiegalski in Chicago 
and also I turned over a copy of a receipt from W. C. Rainford, presi- 
dent of Mercantile Mortgage, by which he received the original of 
those checks, and still has them. 
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Md. Stuon. The Dobbs checks is this ? 

Mr. Bauman. That is the Gillespie checks. 

Mr. Stmwon. What about the Dobbs checks? 

Mr. Bauman. Ihave those with me. 

Mr. Simon. When you got the receipt from Mr. Rainford for the 
checks, did you make copies of them ? 

Mr. Bauman. No, sir; we did not. But my bank does have copies 
of them. 

Mr. Srmon. Do you have any record or do you keep books on how 
much money you paid ieaie to induce him to make these loans? 

Mr. Bauman. Yes, sir. 

Mr. Sruon. Do you have your book with you? 

Mr. Bauman. No, sir; I don’t. Let me explain to you, about 3 
weeks ago I discharged my former counsel — he had all my records 
n his possession at that time, the same day, or a day or so after you 

ubpenaed me to Washington. Since that loo ] have been on the 
move and haven't had time to correlate my books and I have done 
he best I could to appear here and in Chicago for you. 

The Cusman. Will some members of the staff see if you can find 
these? Did you deliver these to one of our staff members in Chicago / 

Mr. Bauman. I delivered to Mr. Zabiegalski photostats of the 
checks and also some of the receipts. 

The CrairMan. Will some of the staff members see if we have 
checks here 4 

Mr. Srmon. Do you have the Dobbs checks here ? 

Mr. Bauman. Yes, sir. 

The CHairman. May we see those ? 

Mr. Bauman. Let me explain in presenting these checks 

The Cuamman. Are ell those checks there paid to Mr. Dobbs? 

Mr. Bauman. Yes, sir, There are 3 different groups I have stapled 
together, sir, and 1 of them is in connection with a mortgage loan in 
Springfield which he and I or iginated together. 

The Craiman. Will you repeat that, please ? 

Mr. Bauman. The three groups of checks here are payable to Dobbs. 
One of them is a group of checks he received in connection with the 
mortgage that he and I worked on in Springfield, IL, which I men- 
tioned previously. The second group is the group I represent were 
paid to him as being inducements for many of these loan approvals. 

Mr. Sruon. How many of those checks are there 4 

The Craimman. Suppose you give us at this time the checks you 
paid to him to induce him, too. 

Mr. Ston. Give us all the checks and we will ask you what each 
of them is for. 

Mr. Bauman. All right, sir. 

The Cuaimrman. I have in my hand a check dated January 15, 1951, 
to Hoyt. M. Dobbs, Sr., in the amount of $350—Dobbs, Jr.—and ask 
you for what purpose was that check paid to him / 

Mr. Bauman. That check, sir, is the one which I referred to yon, 
was paid to him in connection with a deal that was set up by which 
Paul A. Rexroat, Arthur Bartel, myself, and Hoyt M. Dobbs, Jr.. 
participated in speculation in which we lost and then bought and then 
sold a house in Rantoul, I1., from a man named Glen W right, i in which 
we, you might say, used the GI rights of Mr. Wright. 
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The Carman. Wait a minute. Did you purchase Mr. Wright’s 
GI rights? 

Mr. Bauman. Yes, sir; in a manner of speaking. 

The Cuarrman. How much did you pay him for them ? 

Mr. Bauman. He was the seller of the house. I pointed out as we 
understood it he couldn’t qualify for the mortgage, except by showing 
that he had sold it to this Mary Walsh, who was secretary of Paul 
Rexroat, and in connection with that particular transaction, sir, I have 
some files here which I will turn over to you. 

Mr. Sion. You are saying that thisman made a phony sale to Mary 
Walsh so that he could get a GI loan when he bought his own house 
back from Mary Walsh ? 

Mr. Bauman. That is the idea of it, sir, whereas myself, Rexroat, 
and Bartel were buying the house from Wright for resale. 

Mr. Simon. What insurance put the mortgage on the house ? 

Mr. Bauman. Franklin Life Insurance Co. of Springfield, Il. 

Mr. Stmon. They made the mortgage? 

Mr. Bauman. Yes, sir. 

Mr. Siaon. And Dobbs and you and Rexroat were the owners of the 
property; is that right ? 

Mr. Bauman. That is right, sir. 

Mr. Simon. Who signed the mortgage papers? 

Mr. Bauman. Glen Wright. 

Mr. Srwon. But he didn’t own the house? 

Mr. Bauman. He had. We bought it from him. 

Mr. Simon. You were buying it from him? 

Mr. Bauman. Yes, sir. 

Mr. Simon. But he was making a mortgage to a house he was 
selling ? 

Mr. Bauman. That is right. 

Mr. Stwon. The people who were buying it didn’t sign the 
mortgage ¢ 

Mr. Bauman. No, sir. 

Mr. Simon. Then when you later sold the house at a profit, you and 
Rexroat and Dobbs divided the profit, is that right? 

Mr. Bauman. Yes, sir, and this man Bartel who is Rexroat’s part- 
ner, as I recall we divided it about four ways. 

Mr. Srvon. Did Dobbs know that the man who signed the paper was 
not the man buying the house? 

Mr. Bauman. Yes, sir. I am confident he did because we didn’t 
divide any profit until we had consummated this actual sale to this 
other party. 

Mr. Simon. At the time the Franklin Life Insurance Co. made the 
mortgage, did he know that that man was not the actual owner of the 
house ? 

Mr. Bauman. Yes, sir. I talked to him about it in Springfield. 

Mr. Simon. And why was he cut in on a share of the profits? 

Mr. Bauman. As I say, it was to induce the making of the loan. 
The GI loans were hard to obtain at the time. 


Mr. Stuon. You had to cut him in on a fourth of the profits in order 


to get himtomaketheloan? —_ 
Mr. Bauman. That is right, sir. 
Mr. Suson. How much did he get out of that loan? 
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Mr. Bauman. That was $350. I haven’t had an opportunity to 
heck further. I think there may have been a few more dollars. It 


was very insignificant, the balance. 


Phe CHAirMAN. | hold a check dated March 24, 1951, to Harry H. 
Dobbs, Jr., for $300, check No. 1647. For what purposes was that 
heck ¢ 

Mr. Bauman. Sir, as I recall, and you would have to check dates, 
but that is the one I represented to W. D. Summers, Jr., an attor ney in 
Urbana, Ill., bought GI rights of a man named Glen Chapman. 

[ do not know what Summers paid or did not pay Chapman, but I 

ily know that he did use his rights, and that in order to encourage 
the Franklin Life Insurance Co. to make this mortgage, that Summers 
paid over to me $300, which I in turn paid to Hoyt M. Dobbs, Jr. 

The Crairman. Is that what you call a “hot” mortgage? Was that 

“hot” or good mortgage ¢ 

Mr. Bauman. It was a good mortgage, sir. It was just that GI loans 
were hard to get. 

The Ciairman. In other words, it was a phony, was it? Was it a 
phony GI mortgage ¢ 

Mr. Bauman. I wouldn't call it phony, sir. This man Chapman just 
sold his rights and permitted someone to use them. 

The Ciairman. How “¥ ‘h did he sell his GI rights for ? 

Mr. Bauman. As I said, I don’t know what Summers paid. 

The Cuarrman. In other words, the veteran himself was not getting 
iny benefits from this? 

Mr. Bauman. No, sir. 

The Cuatrman. You and Mr. Dobbs and others were benefiting from 
his GI rights; is that right ? 

Mr. Bauman. Let me make it clear that I did not personally benefit 
from it. I made it as a convenience to Mr. Summers. 

The Cuatirman. For whom ? 

Mr. Bauman. Mr. Summers. 

Mr. Simon. The only benefit the veteran got is whatever they paid 
him for the use of his name? 

Mr. Bauman. That is right, sir. I don’t know what he paid him. 

Mr. Simon. And Mr. Dobbs made this loan for the Franklin Life 
Insurance Co. % 

Mr. Bauman. Yes, sir. 

Mr. Simon. And you paid him on behalf of Summers, $300, to him 
personally ¢ 

Mr. Bauman. That is right. 

Mr. Suwon. Is that right ? 

Mr. Bauman. That is right. 

Mr. Simon. To induce him to make a loan on behalf of the insurance 
company ¢ 

Mr. Bauman. Yes, sir. 

The Ciaran. I hold 2 other checks here, 1 for $200, dated August 
26, 1952; 1 for $150, dated March 21, 1953; from you to Dobbs. 

What were they for? 

Mr. Bauman. The one for $200, sir, I haven’t as yet been able to 
specifically identify. I will cheek on it. 


50690-—54—pt. 3———53 
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The Cuaiman. I notice this was made out in Champaign, Hl1., on a 
Springfield, L1L., bank. You changed or you scratched out the name of 
the b: ink and wrote in a new one. 

Is there any significance to that ¢ 

Mr. BauMAN. 1 don’t think so, sir. 
to specifically identify that one. 

The Cuairman. What was the $150 one for / 

Mr. Bauman. The $150 was a VA loan, made to a man named Jolin 
Mitchell, of 309 North McKinley in Champaign, IIl., and represented 
1 percent of the $15,000 loan. 

Mr. Simon. Who made the loan? 

Mr. Bauman. The Franklin Life Insurance Co. 

The Cuairman. Why were you paying Mr. Dobbs, who was the 
assistant treasurer of the Franklin Life Insurance Co. money for 
making these loans ¢ 

Mr. Bauman. As I said, sir. the loans were difficult to get and that 
seemed to be the only way that they could be obtained. 

Mr. Simon. W asn't that 2 bribe to Mr. Dobbs to get him to make 
loans, that he wasn’t willing to otherwise make / 

Mr. Bauman. I wouldn't call it a bribe, sir. 
ducement. 

Mr. Simon. Inducement ? 

Mr. Bauman. Yes. 

Mr. Suwon. What is the difference / 

Mr. Bauman. Well—— 

The Cuamman. There were also mortgages where GI rights had 
been purchased, and the GI himself was not participating in the loan; 
is th: at right ¢ 

Mr. Bauman. Let me say the first two of that is true and the last 
one, Side Mitchell was actually the purchaser of the property. 

The Cuairnman. Didn’t you give Mr. Dobbs a check for $1,500 at 
one time ¢ 

Mr. Bauman. No,sir. I never represented that I did. 

The Cuainman. Didn’t you testify in Chicago that you gave him 
a check ? 

Mr. Bauman. No, sir: I did not. 

The Cuamman. What isthe total amount that you paid Mr. Dobbs? 

Mr. Batman. Those checks that you have there represent total 
around a thousand dollars. Outside of that I have paid to him 
snother bill there, about $1,500, on a loan we made to Walter Boddy, 
in Springfield. 


The Cuarrman. You paid him $1,500 ¢ 

Mr. Bauman. Yes, sir; but that was a conventional loan that he 
and I negotiated which [ understand Franklin Life rejected whic! 
he asked me if I would place. 

The Crarrman. In other words, that is what you would call 
legitimate loan ¢ 

Mr. Bauman. I would call that a conventional loan. 

The Cuarman. What do you mean by that? 

Mr. Batman. It was not Government-insured, 

The Crairman. You mean it was an honest loan and these others 
were irregular and shaky ? 

Mr. Bauman. I don’t say any of them were dishonest, sir. TI say 
they were made in accordance with our understanding. 


As I said, I haven't been able 


I would call it in- 
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he Cuarman. They could be dishonest and still be according to 
ir understanding. 
| now hold three checks in my hand, one for $35 to Dobbs, dated 
cember 18, 1950; another one for $100, dated December 12, 1951; 
scitiald for S100, dated November 8, 1950. What were they for? 
Mr. Bauman. I brought those in, sir. so that there would not be 
contusion. Those were checks which, when I was down there I 
rely asked him to cash a check for me, and he endorsed it, and then 


stenogr apher endorsed it, and took it downstairs to the cashier 
] 
d cashed it. 


Phe CIAIRMAN, 
cash ? 

Mr. Bauman. That is right. 

Che Cuamman. I hold one check dated January 15, 1951, for $350, 

Dobbs: another one, March 24, 1951, for $300; another one for July 

_1951, to Dobbs for $34. Are these the same checks we had 4 

[hese are the same checks, but I didn’t ask vou what the $34 check 

for. What was that for? 

My. Bauman. Could I see that pile, sir? 

‘he Cirairman. Yes. 

\ir. Siaon. Mr. Bauman, we have been told by Mr. Dobbs that he 
vot $1,800 on that Boddy note, and your checks here total only $1,050. 

Mr. Bauman. My — sir, that I paid him on these incon 
taled $1,000 some odd, sir, but on the Boddy note they totaled, I 

nk, around 81,500, I ae have missed—— 

Mr. Staon. $1,550 they total 

Mr. Bauman. Yes,sir. I may have missed 1 or 2 

Mr. Staton. He said he got $1,800 on the Boddy note. 

Mir. Batuaran. He may be correct. I haven’t checked it. 
Mr. Srton. Did you keep any records of what you paid him? 
Mr. Bauman. Yes, sir. 

Mir. Siaron. Do vou have those records with you ? 

Mr. Bauman. I don’t have them with me. They are in boxes, and 
everything else, from having to check over my own accounts. 

Phe Cramman. What are those other checks? 
Mir. Batman. These are checks that were paid 
init Wwe discussed. 
Mr. Simon. Those are the checks you paid them to buy their right 
omakea loan ? 
Mr. Bauman. Yes, sit 
The CrrarrmMan. In other words, I hold in my hand a check signed 
vou to Jesse L. Sanders, dated August 28, 1953, for $125. What 
was that ? 
Mr. Bauman. I was to buy his GI rights, sir. 
The Cruatrman. To buy his GI rights? 
\[r. Baum in. Yes. sir. 
The Cuamman. When you bought his GI rights what did you do 
this specific instance with those rights ? 
Mr. Bauman. That means I was able to obtain a loan ona property 
it otherwise I would have had to wait or locate a borrower 


‘These were checks he cashed for you and gave you 


to these veterans 


~who was 


a veteran, hadn’t used his rights, ete., but I was able to expedite it. 


The Cnatrman. Don’t you know you were violating the law when 


vou were buying GI rights, both vou : and the GI that sold them to you? 
, it was a matter 


of common practice, as I pointed out to you. 


Mr. Bauaran. Well, whatever the law is on it. sir 
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The Cuatrrman. What do you mean by common practice ? 

Mr. Bauman. I mean it was done all over the country. 

The Cuamman. Do you mean everybody was doing it 

Mr. Bauman. I can’t 

The CuHarrmMan. Gives us the names of some other insurance mort- 
gage companies that w ere doing it. 

Mr. Bauman. | can’t submit them to you right at this time, sir. Tf 
you want to give me a little time, I will. 

The Cuairman. You can if we gave you time? 

Mr. Bauman. Yes, sir. 

The Cuamman. We certainly are going to give you lots of time. 

Mr. Bauman. I appreciate it. 

These, sir, are checks which I paid to the Franklin Life Insurance 
Co., discounts on these GI loans. 

Mr. Simon. Mr. Bauman, how many cases of liquor did you give 
Mr. Dobbs? 

Mr. Bauman. I have tried to check on that, and I would say I sent 
him as many as 3 or 4 cases at one time, and probably an aggregate 
of 8 to 10 cases, somewhere in there, but I refer you to the fact that 
most of this was ordered through Picadilly Liquor in Champaign, 
and in acordance with my instructions they sent it direct to him, and 
1 presume they have records of that, sir. 

Mr. Stwon. Did they send you the bills? 

Mr. Bauman. Yes, sir; and I paid them. 

Mr. Staton. Do you hi = any records of the bills? 

Mr. Bauman. Yes, sir; I do. 

Mr. Smon. You mean the. bills show 
Dobbs ? 

Mr. Bauman. No, sir; 

Mr. Simon. How many « 
Liquor? 

Mr. Bauman. I couldn't tell you, sir. 

Mr. Simon. Was it 8 or 10 cases or far more than that? 

Mr. Bauman. I suppose twice that amount. 

Mr. Simon. Twice that amount? 

Mr. Bauman. Yes, sir. 

Mr. Simon. Sixteen to twenty cases? 

Mr. Bauman. Yes, sir. 

Mr. Simon. Was all of that gifts to people? 

Mr. Bauman. No, sir; not all of it. 

Mr. Stwon. And you just don’t know how many of those cases went 
to Dobbs? 

Mr. Bauman. No, sir; but, as I say, I can determine that. I want to 
apologize to you, I have done the best I can to get everything for you. 

Mr. Simon. You think it is 8 or 10 cases? 

Mr. Bauman. Yes, sir. 

The Cuairman. I hold a series of checks in my hand made out to 
Franklin Life Insurance Co., 1 for $150, 1 for $95, 1 for $150, 1 for 
What do you say 








which cases went to Mr. 


just Picadilly Liquor, so many dollars. 
‘ases of liquor did you buy at Picadilly 


$185, 1 for $100, 1 for $120, 1 for $171, 1 for $145. 
those were for? 
Mr. 
sir. 
The CHatrrmMan. You mean you paid them this money to get them 
to take them ? 


Bauman. Those were what they call discounts on GI loans, 
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Mr. Bauman. ‘That is correct, sir. 

The Cuairman. Why did you have to pay them? 

Mr. Bauman. That is the only way they would take them. That is 
apparently a general pri ictice, and there is some question of whether 
it is proper or not, but anyway that is how they are done. 

Mr. Simon. Why did you pay them instead of the borrower ? 

Mr. Bauman. Of course the loans were closed through myself or 
through my attorneys. 

The CHarrMan. Weren't they really loans on which you were the 
beneficiary of all the proceeds ¢ 

Mr. BAUMAN. Some were. 

The CHarrMan. Were these part of the strawmen that you told us 
about in Chicago ¢ 

Mr. Bauman. Yes, sir. 

The CHAirMAN. You gave us the names of some 40 strawmen there, 
and the names of some 32 other gentlemen. 

Mr. BauMAN. You are confusing this with the title I situation. 

Mr. Stmon. ‘These were cases where you bought a man’s GI rights? 

Mr. Bauman. That is right, sir. 

Mr. Srmon. Sometimes on property you owned or sometimes on 
property that nobody owned, you got a GI loan ¢ 

Mr. Bauman. That is right. 

Mr. Srmon. Now, did Mr. Dobbs know that those were fictitious 
loans? 

Mr. Bauman. Well, I would like to explain the whole thing to you 
a little bit, if can, and give you a little clearer answer. 

The CHamman. Youmay. Do you think Mr. Dobbs did know they 
were fictitious ¢ 

Mr. Bauman. I think it was a matter of general knowledge; not 
only through Mr. Dobbs, but with generally the Franklin Life Insur- 
ance Co. 

The Cramman. You give us your explanation. The question is, Did 
Mr. Dobbs or the Franklin Life Insurance Co. know they were ficti- 
tious mortgages ¢ 

Mr. Bauman. Well, sir, I represented the Franklin Life Insurance 
Co. for several years. It was some time in 1950, I think, I commenced 
representing them, and over that period of time I made many loans 
through them, and I became quite familiar with Mr. Dobbs, and also 
with Stanley Howard, and the mortgage loan inspector, and with the 
company attorney down there, Mr. J. J. Haagenmyer, and other mem- 
hers, Herbert Hacker, and I have had luncheons with them down there, 
in the officers’ dining room, and I do know from sight Mr. Becker, nd 
I have also met Mr. B. G. Harrison, the vice president, and Mr. Lutz, 
who is bondsman, and my relations with them, I want to make it clear, 
are very friendly, and I have the highest respect for all of them, and 
from time to time would set. forth what kind of loans they wanted, end 
I know at one time we were making conventional loans, which were not 
insured by the Government in any way, but they were in fact fre- 
quently in excess of 100 percent, and the mortgage loan inspector and 
Mr. Dobbs were in Champaign frequently, and they made inspections 
of those houses, and they were fully aware of the fact that they were 
heavy loans. 7 : , 

The Cuarrman. They were heavy loans; what do you mean? 
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Mr. Bauman. They were 90 percent, 100 percent, or 120 percent, 
whatever it might be. 

The CHarrMan. What do you mean by that? 

Mr. Bauman. As I understand the Ilinois law, to make a conven- 
tional loan it cannot exceed two-thirds of the appraised value, and the 
appraised value in these cases would be sufficient, but the actual value 
would not be. In that connection, they call these freeholder ap- 
praisals and I submitted to this committee a conversation which I 
sat in, and which the former assistant director of the department of 
insurance, Mr. Dirksen, was in the Franklin Life’s home office, and 
in the presence of Dobbs and some of the others down there—I don’t 
recall immediately who they were—Dirksen pointed out that he had 
been instructed to find out— 

The Cuatrman. Dirksen is an employee of Franklin Life Insurance 
Co. / 

Mr. Bauman. No, sir: he was then assistant director of the depart- 
ment of insurance for the State of Illinois. That was my understand- 
ing,anyway. He was instructed, as I gathered it, and found out, how 
they got these so-called appraisals and after lunch we came back to 
Dobbs’ office, and Dobbs asked me to explain to Mr. Dirksen how we 
arrived at these appraisals and I asked him if he was serious. He said 
he was. I told Mr. Dirksen that I rather thought he might be a little 
surprised but T told him that I had followed Franklin Life’s instruc- 
tions and that I got these freeholder appraisals signed by anybody 
we could locate, and that we filled in a file sufficient to justify whatever 
loan it was they wanted to make. Mr. Dirksen looked a little sur- 
prised for a while, but, as I recall, he passed off some comment, that 
he anticipated that is how it was done, and walked out of the place. 

In other words, this method of making loans was common, not just 
to Mr. Dobbs, but to everybody in the Franklin Life Insurance Co., 
as far as I know. 

Mr. Srmon. Mr. Bauman, did you ever pay Mr. Dobbs any money in 
cash ? 

Mr. Bauman. I may have, sir. But I would have to check on it to 
tell you. 

Mr. Sruon. Do you have any records of whether you did or not? 

Mr. Bauman. Yes, sir; I would have. I also pointed out that I had 
bought considerable football tickets for them, and I gave Mr. Dobbs 
a set of expensive binoculars, and some other 

The CHarrMan. You were pretty good to Mr. Dobbs, weren’t you? 

Mr. Bauman. Yes, sir. 

Mr. Stmon. I am more concerned, though, with the cash, because 
that would be an important factor. Do you have any record as 
to any cash you gave him? 

Mr. Bauman. As Is say, I think I do, sir, but I will have to check 
on it. I am not stalling you or anything, but I just haven’t had the 
time to do it. 

Mr. Stuon. What about Mr. Gillespie? Did you pay him any 
cash ? 

Mr. Bauman. Yes, sir; I did. 

Mr. Stmon. Do you have any records on that? 

Mr. Bauman. I do, and I will check on it for you. 

Mr. Stmon. Do you have those records with you? 

Mr. Bauman. No, sir; I don’t. 
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Mr. Suwon. Have you had a chance to check those records over 
the weekend ? 

Mr. Bauman. I haven’t sir. I have gotten all Ican. I have stayed 
iwake until 3 o’clock in the morning ever since this thing started. 

Mr. Suon. We are very anxious to know how much cash you paid 

lem in addition to these checks. 

Mr. Bauman. I will determine that for you as soon as [ possibly 

Nn. SIP. 

Mr. Sion. One other question on Mr. Gillespie. Did he approve 
your loans for the Mercantile Mortgage Co. ? 

’ Mr. Bauman. Well, Mr. Gillespie was vice president, and as I 
inderstood the operation, he took the applications and all I know that 
e was to do or did do was to forward them to the Decatur office of 
Mercantile, and it was there they approved or disapproved them. 

Mr. Simon. If Mr. Gillespie in Champaign merely forwarded them 
to Decatur, and they were a ipproved or disapproved in Decatur, what 
were you pay ing him for in Chi impaign ? 

The Cirarraeanx. In other words, what did you pay Mr. Gillespie 

<50 for if he wasn’t the man that approved these fictitious loans? 

Mr. Bauman. Sir, I didn’t inquire into his relationships with the 
ther oflices of Merea ; ile Mortgage. 

The Crrairman. In other words, you were getting them approved, 
each of them, as you handed them in and you handed in a contract 
anda $50 bill, and that was as far as your interest went; is that right 4 

Mr. Bauman. That is right. I did suggest one time, I asked him 

f these other men were desirous of obtaining any money, or words to 
that effeet, and Mr. Gillespie told me not to worry about them, or 
seg >: on that order. 

The Cuamman. In other words, you said to Mr. Gillespie, “If any- 
hody else needs to be bribed T will do it”? 

Mr. Bauman. No, sir: I did not use the term “bribery.” 

The Cramman. All right; “induced”? 

Mr. Bauman. All right. 

Mr. Sion. What I am not clear on, Mr. Gillespie didn’t operas 
the loans in Champaign. Why were you paving him $50 on each loan ? 

Mr. Bauman. I paid him $50 on each loan merely in order to get the 
loans through. In other words, I asked him if they were interested in 
handling a volume of loans, and he said they were, and I don’t know 
whether’ it was he or I that suggested any pavment of money, but in 
any event I did pay it to him, and I didn’t know what his deal was 
with these other officers. 

Mr. Stmon. Would you pay him 850 each time you brought in a 
note ¢ 

Mr. Bauman. I would pay him when the loan was closed, sir. 

Mr. Stwon. Each time the loan was closed, or did you run a charge 
account and pay him at the end of the month ¢ 

Mr. Bauman. No, sir; I paid him when the loans were closed. 

Mr. Simon. Was that sometimes by check and sometimes by cash ? 

Mr. Bauman. I think starting out sometimes I paid him cash 
and then paid him by check. 

Mr. Stmon. You will get those records? 

Mr. Bauman. Yes, sir. 

The Cuarrman. We are going to recess now until 9 o’clock tomorrow 
morning instead of 10 o’clock tomorrow morning, at which time, Mr. 
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Bauman, we will have down here from Chicago the checks that you 
gave us in Chicago showing the payments to Mr. Gillespie, and I 
want to inform the following witnesses to please be here at 9 o’clock: 

Mr. Alvin R. Jones, president of the Meadowbrook Corp.; Mr. 
Thomas O’Brien, I believe, is acting for him; 

Mr. Milton Zermor of the Crane Naval Base project. 

Mr. Gillespie, are you present ? 

Mr. Giiesrre. Yes. 

The Cuatrman. Will you be here at 9 o’clock tomorrow morning? 

Mr. Brooks, are you present? 

Mr. Brooks. Yes. 

The Cramrman. Will you be here at 9 o’cloc ‘k tomorrow morning, 
and Mr. Dobbs, will you please be here at 9 o’clock tomorrow morning ; 


Mr. Weidlich, Hoosier Mortgage Co., and Mr. Overfield, formerly of 


Hoosier Mortgage Co., will you ‘be present at 9 o'clock tomorrow morn- 
ing, and Marguerite Glasier, of Gary, and what project is that? 
Golfmoor project of Gary. Will you please be present tomorrow 
morning ? 

And then Mr. Wittenberg of the Arcadia Apartments of Louis- 
ville, are you present ? 

Will vou be present at 9 o’clock tomorrow morning ? 

Mr. Wrrrenperc. Yes, sir. 

The Cuarmman. And then the title IT homeowner witnesses—there 
are 10—those are homeowners that have complaints and testimony 
for uson title I. That is repair and home-modernization loans. 

Are you people present here today ? 

Don Johnson, is he here? I guess they are coming in. They 
were scheduled to come in tomorrow. They wouldn't be present today. 

We will now recess until 9 o’clock tomorrow morning, and it looks 
very much like we will be able to finish tomorrow. 

We will stand in recess. 

We left off of our witness list Mr. McCulley, of Allied Building 
Credits in Chicago, from whom we wanted certain information. He 
is here. We will ask you to be here tomorrow. If you will make a 
note of that, Mr. Reporter. 

At this time we will place in the files numerous exhibits and letters 
in respect to the Essex House that general counsel has in order that 
our record may be as complete as possible in respect to the facts. 

I also wish to announce that Mr. Clapp of the First National Bank 
of Boston, or some officer, will be here tomorrow at 10 o’clock to 
testify in respect to their participation in the Essex House project. 

Here is Mr. Williams, with the document that we requested he bring 
from the FHA office. I shall turn that over to our general counsel. 
We will look into it tomorrow. 

Has anybody else any business or any facts or any information that 
we ought to know about and get into the record today ? 

It has been a long day. 

I am speaking primarily to our staff, now. We go to work at $ 
o’clock tomorrow morning. In other words, the hearings open at 9 
o'clock rather than 10 o’clock, as we previously announced, 
(Whereupon, at 4:58 p. m., the committee recessed.) 
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TUESDAY, SEPTEMBER 21, 1954 


Unitep States SENATE, 
BANKING AND CurRENCY CoMMITTER, 
Indianapolis, Ind. 

The committee met, pursuant to recess, at 9 a. m., Senator Homer E. 
Capehart, — presiding. 

Present : Senator Capehart. 

Also present : William Simon, general counsel; Clarence M. Dinkins, 
assistant counsel; and John A. Bard, accountant, FHA investigation. 

The Cuairman. The committee will please come to order. 

Our first witness this morning will be Mr. Gillispie, formerly of 
the Mercantile Mortgage Co., of Champaign, II1. 

Mr. Gillispie, will you be sworn ? 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 


TESTIMONY OF V. L. GILLISPIE, MERCANTILE MORTGAGE CO., 
CHAMPAIGN, ILL. 


Mr. Giuuispre. I do. 

The CrarrmMan. Thank you, sir. 

Please be seated and give the reporter your full name and address 
for the record, please. 

Mr. Ginurspre. Vernon L. Gillispie, 803 Rosalia Drive, Sanford, 
Fla. 

The Cuatrman. Mr. Gillispie, were you formerly employed by the 
Mercantile Mortgage Co. ? 

Mr. Ginuispre. Yes, sir. 

The Cuamman. And at what city and what capacity ? 

Mr. Giuuispre. Lastly, the capacity of assistant vice president, 
Champaign, Ill. 

The Cuarrman. Champaign? 

Mr. Giuuisptr. Yes. 

The CuarrmMAn. You were in charge of that office? 

Mr. Giuuisrre. Yes. 

The Cuarrman. For how many years, or how many months? 

Mr. Gituispre. Approximately a year and a half. 

The Cuatrman. How many years were you with the Mercantile 
Mortgage Co.? 

Mr. Giuispre. T think approximately 3 years. 

The Cuamman. Did they discharge you in January of this year? 

Mr. Gi tispre. They requested my resignation. 


The Cuatrman. You did resign? 
2601 
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Mr. Ginuisrir. Yes, sir. 

The Crairman. Where have you been since that time? 

Mr. Gitutispir. Sanford, Fla. 

The Cramman. Sanford, Fla. ? 

Mr. Gituisriz. Yes, sir. 

The Ciaran. Do you know a Mr. Bauman? 

Mr. Gituispiz. Yes, sir. 

The Cratrman. Were you present yesterday afternoon when 
he testified / 

Mr. Giuuispre. I was. 

The CrairmMan. Is that the same Mr. Bauman that you did business 
with in Champaign ? 

Mr. Giuuispre. He is. 

The Cuamman. Did Mr. Bauman, as he testified, give you, paid 
vou, as he says, $50 on X number of contracts to induce you—he 
likes to use the word “induce,” not. bribe—to induce you to put the 
contracts through ? 

Mr. Gitiesrie. May I clarify that, Senator? He did pay me $50 
on those contracts, whieh in my opinion was no inducement inasmuch 
as I put them in the evening mail to the Decatur branch office. 

The CuarrmMan. First let me ask: Did he pay you $50 a piece on X 
number of contracts? 

Mr. Giuuisptr. Yes, sir. 

The Cyatrman. Mr. Simon, you have the checks there, I believe. 

Mr. Stmon. Yes, sir. 

The Cuarrman. We can identify the checks that he paid you. 

Mr. Suwon. I show you a group of checks, Mr. Gillispie—photostat 
copies of a group of checks totaling $3,300, and ask you if each of those 
checks was received by you from Mr. Bauman, and the proceeds of 
the checks obtained by you? There are 23 checks there. 

Mr. Gruispre. Yes, sir. 

Mr. Stwon. You received the proceeds of each of those checks ? 

Mr. Giuuisrre. Yes, sir. 

Mr. Srmon. Which totals $3,300? 

The Cnatrman. Did you receive any moneys other than those 33 
checks? 

Mr. Srmon. Twenty-three checks. 

The CrarrMan. Twenty-three checks. 

Mr. Guutspre. To the best of my recollection, Senator, the first 
moneys that Mr. Bauman paid me was in cash, and insofar as T can 

The Craman. The first moneys he paid you was in cash? 

Mr. Giiuispre. Yes, sir. 

The Cuatrman. About how much was that ? 

Mr. Giruisrre. That is what I was going to state, that insofar as I 
ean recollect it was $50. 

Mr. Stmon. How many times? 

Mr. Gituisprr. Once. 

Mr. Sraron. Your testimony is that the total amount of money you 
received from Bauman was $3,350? 

Mr. Giiiispre. In-my opinion; yes, sir. 

Mr. Stmon. That was in a period of 6 months, the last 6 months of 
1953? 

Mr. Giruisprr. T don’t recall the specific time. 
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Mr. Simon. If you will examine these checks you will find the first 
of these checks is dated July 28, 1953, and the last of them is dated 
December 29, 1953. 

Mr. Gituispre. J assume that would be correct. 

Mir. Simon. Then you received $3,350 from him in a 6-month period ¢ 

Mr. Giruispre. That would be the assumption. 

Mr. Suson. What was your salary during that period 4 

Mr. Griiispre. $4,500 a vear. 

Mr. Suwon. That would be $2,250 for a 6-month period; is that 
right ? 

Mr. Gmuuispir. Yes, sir. 

Mr. Simon. Bauman was paying you 150 percent as much as the 
otal salary you received from your employer? 

Mr. Giutispre. If your figures are accurate, which I don’t question— 
| mean I haven't figured that. 

Mr. Simon. In your income-tax return did you report this $3,350 
you received Pm Bauman ¢ 

Mr. Ginuispir. I did not; no, sir. 

The Cramman. Why didn’t you? 

Mr. Giuutspiz. IT have no reason. I grant I should have. 

Mr. Simon. Did Bauman ever present a note to the Mercantile 
Mortgage Co. during this period of time for which you didn’t get $50 ¢ 

Mr. Gituisrie. I don’t know. 

Mr. SIMON. Do you know of any note that was processed in your 
oflice for Bauman on which he didn’t pay you $502 

Mr. Giuraspre. As far as I can recollect, I would state that there 
were some cases, I can't honestly say. 

The Cuarrman. What did he pay you the $50 for? What was the 
purpose of it? 

Mr. Gituispre. Senator, there could be no purpose. In my opinion, 
| rendered no service. 

The Ciamman. You approved the contracts, did you not ? 

Mr. Giuuispirr. No, sir. 

Mr. Simon, What did you think he paid you the $50 for 4 

Mr. Gituisriz. I gave it no thought. IT was gr: ateful for it. 

Mr. Simon. Do people just go around handing you $3,350 without 
any purpose for it? 

Mr. Ginuispre. Apparently not. 

The Cratmman. Did you know that Mr. Bauman, at the time had 
his own eredit-reporting agency and that the credit reports on all 
these contracts were phony, as he has previously ee 

Mr. Gitutsprr. To the best of my knowledge, I did not. 

The Ciarrman. Did you know that these contracts were, as Mr. 
Bauman has testified, sold to what he called strawmen and where he 
would purchase GI rights? 

Mr. Gitutsprp. No, sir: I did not. 

The Cratrman. Did you know he was indulging in those sort of 
practices ? 

Mr. Gituisrre. Had T known that, Senator, I certainly wouldn’t 
have ace ‘epted the check. 

The Ciuatrman. Why did you take $50 for putting these contracts 
through? T mean you must have had some reason. Did you think 
he was giving it to you out of the goodness of his heart? 
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Mr. Gruutspre. IT have no idea. J doubt it. 

Mr. Srvuon. Mr. Gillispie, I show you a check of the Mercantile 
Mortgage Co. dated May 11, 1953, in the amount of $2,500, paid to the 
order of Jesse Trump, and signed by you, and on the reverse side it 
shows that the proceeds were ‘deposited to the account of Bauman in 
the Williamsburg Realty Co. 

I ask you if you issued that check to him? Is that your signature 
on the check ¢ 

Mr. Giiiispte. It is my signature. I don’t recall any case such as 
this. However, I cannot question it because it is my signature. 

Mr. Sron. It is your signature. You issued that check? 

Mr. Gruuispre. Yes, sir. 

Mr. Staron. That was a loan to somebody named Jesse Trump; is 
that right? 

Mr. Giuuisriz. It states “Paid to the order of Jesse Trump.” 

Mr. Srwon. If you will look on the back you will find the only en- 
dorsement. is Williamsburg Realty Co. by Morry Bauman; is that 
right ? 

Mr. Gitutspre. That is right. 

Mr. Sion. Which would indicate Bauman got the proceeds. 

The CnarrmMan. Which would indicate the endorsement was a for- 
gery, and in reality Mr. Bauman simply stole, or took for his own 
use that amount of money. 

Mr. Simon. You made that loan to Mr. Bauman for Mercantile 
Mortgage Co., didn’t you? 

Mr. Giiuisprr. No, sir. 

Mr. Sron. Who made that loan? 

Mr. Gituisrie. I don’t know, sir. 

Mr. Stmon. You signed the check, didn’t you? 

Mr. Giuuisriz. That ismy signature. Ican’t question that. I can’t 
understand it. I had the authority 

Mr. Stwon. Was the check in blank when you signed it? 

Mr. Gitutsrre. No, sir. I had the authority to sign checks, granted. 
The checking account that I had in the Champaign office was, I believe 
it was $100 incidental expenses such as stationery, FHA fees 

Mr. Smwon. This is a check for $2,500 that you signed and appar- 
ently cleared the bank. 

The CHarrman. Why didn’t you, when you signed this check for 
$2,500 payable to Jesse Trump, why didn’t you give it to Mr. Trump 
rather than giving it to Mr. Bauman? The records show that Mr. 
Bauman cashed the check, secured the funds, and deposited them to 
his account and Jesse Trump never received the money. 

Mr. Griiuispre. That is granted. However, that wasn’t the pro- 
cedure that was going about at that time: I do recall the instance there, 
the Decatur office authorized and issued a group of checks to the 
Champaign office to be drawn against—I don’t remember if it is their 
bank or if it was the Granite City Bank. However, the cases had to 
be submitted to the Decatur office and to the Granite City office for 
approval prior to disbursing of any checks. Therefore, there would 
have been an authorization for me to sign that check. 

Mr. Sruon. Did Bauman pay you $50 on this loan? 

Mr. Gituisrre. I don’t recall, sir. 

Mr. Simon. Are you prepared to say he didn’t pay you $50 for 
putting this loan through ? 
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Mr. Guuuispte. I don’t remember. 

Mr. Simon. I show you another check for $2,500 dated the same 
day, and ask you if you signed that check ? 

The Cuamman. Will you yield one moment? Is Mr. Bauman 
present this morning? He was ordered to be here at 9 o'clock. I 
do not see him. Does anyone know Mr. Bauman? Mr. Marshal, 

ill you see if you can loe ‘ate Mr. Bauman? 


-reantile 
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e side it 
uman in 


jonature 

© “ie. Giuuisprr. That is my signature. 
tah i Mr. Srron. Did you issue that check ? 
nd Mr. Gitutspre. I would assume I had. 


Mr. Sruon. Was that a loan that Bauman made with you in which 
you paid him $50? 

Mr. Gituisrie. No, sir. 

Mr. Suwon. Is it your testimony, Mr. Gillispie, t that you had no 
” authority to approve loans in the Champaign office ? 
Mr. Ginuispre. Yes, sir. 
Mr. Sruon. I show you 12 credit investigation reports of the Mer- 


ump; is 


only en- 


is that c yee Mortgage Co., down in the lower vrighth: ind corner there is 
box that says “Approval,” and underneath that is a place that says 
“Credit,” and in another place, it says “Eligibility.” 
— Mr. Giuuispre. May I clarify that? — 
a aa Mr. Simon. I was about to ask you whether those are your initials 
us own 


in those boxes ¢ 
Mr. Gituisrir. I have no authority to approve loans above a specific 
amount. 
Mr. Simon. What was the amount? 
Mr. Giuuispre. I believe it was $1,200. I don’t recall the exact 
amount. 
Mr. Stmon. You did have authority then to approve loans below 
Tcan’ $1,200; is that right ¢ ae rs aed 
Mr. Gruuispre. That is right. If it is $1,200—I don’t remember the 
amount, sir. 
aaa Mr. Sruons. Did you approve loans for Bauman below $1,200? 
‘halllews Mr. GILLISPTE. No, sir; not that Ican recall. : 
; Mr. Stuon. Let’s get back to the major premise. You agree that 
ba ais Jauman paid you $3,350. He says it is a little more than that, but 


reantile 


ere you agree you got $3,350; is that right ? 
il da Mr. Ginuispir. Yes, sir. 

oie Mr. Sraon. Do you agree that Bauman made a lot of loans through 
nat Me the Mercantile Mortgage Co. in the Champaign office, which were, at 


least you now agree, are phony loans; is that right? ¢ 
Mr. Grurispme. Yes. 
Mr. Sraron. And those phoney loans were made during the time 


them to 


: ) ; ‘ . . : | 
Pi that you were the top man in the Champaign oflice of Mercantile Mort- 
e re, « ‘ ° . > 

to the gage Co., is that right ? 
is their Mr. Giuuispre. Well, top man—TI was the only officer there. 

5 elIr | 


takin Mr. Staon. You were assistant vice president of the company # 
a hows Mr, Griiuispte. Yes, sir. ; saa 
‘ana Mr. Sraon. You were in charge of the Champaign office 2 
Mr. Gitutspre. Yes, sir. 
Mr. Staton. You got the money, Bauman made the phony loans, 
and you were in charge of the office. Now, what did he pay you for‘ 
Mr. Gitxisetr. It is monstrous, I agree. However, he did not pay 


ae 
De ‘0 . . 
650 for me for any service rendered. There was no reason for being paid. It 
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is exactly as though—to a hungry man a loaf of bread looked awfully 
zood to me. 

Mr. Simon. What do you mean by “hungry man”? Weren’t you 
being paid by Mercantile Mortgage Co. ? 

Mr. Giuutspie. Yes, sir. 

Mr. Simon. Wasn’t your salary the most money you ever made 
within your life? 

Mr. Giutuispir. I lived within those means. 

Mr. Simon. You lived within your means? 

Mr. Giuuispre. Yes, sir. 

Mr. Staton. Why do you call this inducement money ? 

Mr. Ginuisrre. In my opinion, it was not inducement. 

Mr. Stwon. Why do you refer to that money as a hungry man get- 
ting a loaf of bread when you were receiving a salary that was greater 
than anything you ever made in your life before ? 

Mr. Guuisrie. You can’t make a comparison to anything because 
of the standard of living. Champaign is a high living st: indard area. 

Mr. Simon. Did your standard of livi ing suddenly increase in the last 
6 months of 1953? 

The Crraiman. We are just trying to find out the facts as to why 
you did it. 

Mr. Giuuispeie. Yes, Senator. 

The Cramman. Every man has some reason. You state it was be- 
eause you were hungry. 

Mr. Guuutspte. That was just a phrase, Senator. 

The CHairMan, — =o I see. 

Mr. Srron. Hungry, or no, why did Bauman pay you? He didn’t 
have any extra money. 

Mr. Giuutsriz. Mr. Simon, I did not know that. Mr. Simon, he did 
not have to pay me. IT actually consummated no actions on his behalf 
for services. All I did was when the contracts were presented I put 
them in the mail that evening for the Decatur office. 

The Crarman. Your testimony is that the Decatur office approved 
the loans? 

Mr. Gittisrre. Senator, either the Decatur or Granite City office. 

The Cramman. Were they paid by Mr. Bauman for approving 
these loans ? 

Mr. ¢ HILLISPIE. I don’t know. I doubt it. 

The Ciamman. Why did he pay you, if you had absolutely nothing 

to do with whether the loans would or would not be approved ? 

Mr. Gituispre. There is no reason why he did. 

The Cuairman. To your knowledge, did he pay anyone else in con 
nection with these loans? 

Mr. Ginuisprr. I have no knowledge of it. s 

The Cuairman. Is your testimony that the Decatur office approved 
these loans ? 

Mr. Gituisrir. It is my opinion they did. 

The Crarraan. All you did was put them in an envelope and mail 
them to them, I a testified in executive session. 

Mr. GILLISPTE. Yes, si 

The Crramn an. isn diheeneutithein to 

Mr. Gitutsrrr. To the Decatur office as a whole. at times to the atten 
tion of Mr. Devaro. 

The Cramman. Who was in charge of the Decatur office? 
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Mr. Gituisere. Mr. Brooks. 

The Cuairman. Mr. Brooks was in charge of the Decatur office / 

Mr. Gituispir. Yes, sir. 

Mr. Simon. Did you have authority to reject loans without consult- 

iy Decatur? 

Mr. Giuuispir. Those cases that were under $1,200. 

Mr. Srwon. I show you 12 applications for loans, each of which indi- 

‘ates on the face that it was rejected by you without consultation with 
the Decatur office, and ask you if that is what. those applications show. 

[ am wondering whether Mr. Bauman paid you the $50 a note to avoid 
waving them rejected. 

Mr. Gillispie, did you know that Mr. Bawnan had his own credit 
ompany 4 

Mr. Gituisriz. To the best of my knowledge, I did not. 

Mr. Srwon. What do you mean “to the best of your knowledge” 

Mr. Guuuispin. Insofar as I can recollect, I do not. 

Mr. Suwon. You know now he had his own credit company ¢ 

Mr. Guuutsere. That is what these statements are. 

Mr. Simon. Is each of those Joans you just examined ones that you 
rejected ¢ 

Mr. Gituiseie. My initials are on them; yes. 

Mr. Simon. Aren’t they your initials under the word “rejected” 4 

Mr. Giuuispir. Yes, sir. 

Mr. Simon. Doesn't that mean that vou rejected them 4 

Mr. Gitutspre. Yes, sir. 

Mr. Simon. Did you reject those without consulting with anybody 
else / 

Mr. Ginuisrre. Some I did and some I did not, Mr. Simon. If 
I questioned the case at all, if there is any possibilitv—in other words, 
the final approving would be through the Decatur office. 

Mr. Simon. Those are not approval. Those are rejections. 

Mr. Ginutspre. Yes, sir. 

Mr. Simon. Did you have authority to reject by yourself? 

Mr. Ginuispiz. Yes. 

Mr. Stuon. One more question—— 

The Cuaiman. Then were you paid by Bauman not to reject 
loans, so that they would go to the Decatur office without obje ‘tion, 
meaning then that they would automatic ally put them through? 

Mr. Gintisein. No, Senator; I don’t believe I was. 

Mr. Sinton. One thing that impresses me, Mr. Gillispie, I can under- 
stand Mr. Bauman giving you a gift of $3,000 for Christmas out of 
the goodness of his heart, but these moneys were paid to you on the 
prec Ise ¢ ‘computation of S50 per note ; is that right ? 

Mr. Guutspir. Yes. 

Mr. Siaton. He only paid you $50 when he brought a note. If he 
brought three notes he paid you $150; is that right ? 

Mr. Giturspre. That is right. 

Mr. Sraox. You must have had some thought as to why he was 
paying those moneys, or what he thought he was getting for his 
money. 

Mr. Gituisrre. At first T did, Mr. Simon, when he first approached 
ine in respect to accepting money. I questioned him in that respect, 
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and he stated—I don’t recall the exact terminology of it—that there 
was nothing wrong; that it was a gift or commission or a bonus. 
That is all it was. 

Mr. Simon. You still insist that you had no notion these were 
phony loans? 

Mr. Gituispre. I swear I still insist. 

Mr. Simon. Do you still insist that you had no notion that he 
himself had prepared the credit reports or that his employees prepared 
the credit reports? 

Mr. Giuuispre. Yes. 

Mr. Simon. You insist you didn’t know that the statements in the 
application with respect to the eligibility of the borrower were false ? 

Mr. Gitutisprir. Yes. 

Mr. Stmon. You thought they were completely regular; is that 
right ? 

Mr. Gituispre. I would have no reason to question that they wern’t. 

Mr. Simon. I didn’t ask you whether you had any reason to ques- 
tion. The question was whether you thought each of these loans was 
completely regular. 

Mr. Giuiutsrre. Yes. 

Mr. Simon. And yet, he apparently had some reason to pay you $50 
for each one of them to put them through; is that right? 

Mr. Guuuispre. I can’t figure why. 

The Crairman. They were insured by FHA, all these loans. 

Mr. Giuuispre. I don’t know, Senator. 

Mr. Suwon. Some were VA. 

The Cnamman. Some were VA, some of them FHA. 

Mr. Giuuispre. Are you referring to these papers here? 

The Cuatrman. Yes, 

Mr. Gruuispre. So far as I know, that is FHA, Senator. 

The Craiman. Thank you very much. We will excuse you at the 
moment. We may want vou a little later. 

The Crratmman. Will Mr. Worthen Brooks come forward. 

Mr. Brooks, will you be sworn: 

Do you solemnly swear that the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth, so help you 
God? 

Mr. Brooks. I do. 

The Cuamrman. Thank you, sir. 


TESTIMONY OF WORTHEN BROOKS, MERCANTILE MORTGAGE CO., 
DECATUR, ILL., ACCOMPANIED BY WILLIAM M. EVANS, COUNSEL 


The CuamrMan. You may be seated, and if you will please give 
your name and address to the reporter for the record. 

Mr. Brooks. Worthen Brooks, 15 Second South Shores Avenue, 
Decatur, I. 

The Cuamman. The gentleman with vou is your attorney ? 

Mr. Brooks. Yes, sir. 

The Cramman. Will vou please be identified. 

Mr. Evans. Mv name is William M. Evans, 1300 Circle Tower, 
Indianapolis, Ind. 

The Cramman. Mr. Brooks, are vou the vice president of the Mer- 
cantile Mortgage Co. in Decatur, IIL. ? 
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Mr. Brooxs. Yes, sir. 

The CuarMan. How long have you been with them, please ? 

Mr. Brooks. Since 1949. 

The CHarrMan. Since 1949. Are you familiar with Mr. Gillispie, 
the gentleman that just testified ? 

Mr. a Yes, sir. 

es ie CHamMan. Was he the manager of the Champaign, Lil., office 

ng : Mercantile Mortgage Co. 4 

Mr. Brooks. Yes, sir. 

The CHarrmMan. Were you his superior / 

Mr. Brooks. Yes, sir. 

The CHarrMan. You were. 

You have listened to his testimony this morning ¢ 

Mr. [3x OKS. Yes, sir. 

The Cratrman. Did you or did he approve these so-called loans 
that Bauman paid Mr. Gillispie $50 each on! 

Mr. Brooks. Mr. Gillispie approved these loans. 

The Cuairman. Ie <acawed the loans? 

Mr. Brooks. Yes, sir. 

The Cuarmman. Have you any documentary proof that he approved 
them ¢ 

Mr. Brooks. Well, sir, he had authority in Champaign to approve 
or reject title I loans. He had written instructions to that effect, and 
from the time we had opened the office in Champaign he had received 
previous training on title I in the Decatur office directly under me. 
For a period of months he had actually headed my title I department 
in the Decatur office directly under me, and when he was placed into 
the Champaign office he had the authority to approve loans from 
practically the very start of that operation over there, and there was 
no question in my mind but what he had the authority. 

The Cuairman. Did you know that he had his own credit reporting 
company? That is, Bauman did? 

Mr. Brooks. No, sir; not until this thing came out in the hearing. 
On that line, I might state that the first time that we received the copy 
of this Merchants Credit Bureau report, it was questioned by the head 
of my title I department in Decatur, and brought to my attention. I 
immediately called Mr. Gillispie in Champaign, and asked him, or 
told him we were unfamiliar with his credit reporting agency; that 
we had previously used the Associated Credit Bureau. 

The CHarrMan. Had you ever met Mr. Bauman? 

Mr. Brooks. Yes, sir. 

The CuatrmMan. Did you know him quite well? 

Mr. Brooxs. Not quite well. I had met him. 

The CHArrMAN. Had he ever been in your office ? 

Mr. Brooks. Not in Decatur; no, sir. 

The CHarrMAN. Have you any documentary proof, or any forms to 
prove that Mr. Gillispie and not yourself, or, rather, someone in your 
Decatur office, did not approve these loans? 

Mr. Brooxs. Well, sir, I can submit to you a written instruction 
dated May 8, 1953, which were delivered to Mr. Gillispie as to how to 
handle loans. 

‘The CHArRMAN. May we have those, please? 

Would you care to read them? 

Mr. Brooks. I will, if you don’t mind. 

50690—54—pt. 3-54 
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The Cuairman. Please, first, identify them. What is it? 

Mr. Brooks. ‘This is an interoffice memorandum, a form we normally 
use in our company wherein we issue instructions and instead of a 
letter we send a memorandum. 

The CHarrMan. You are about to read the instructions that you 
gave Mr. Gillispie as his superior in respect to handling title I repair 
and home modernization loans; is that correct ? 

Mr. Brooks. That is correct. 

The CHATRMAN. You may read it, please. 

Mr. Brooks. It has two parts to it. One is a covering memorandum 
from myself dated May 8, 1953, addressed to Mr. V. L. Gillispie, from 
W. Brooks. The subject on it is title I payoffs. 

Mr. Devaro will deliver to you two pads of checks numbered 22501 through 
and including 22600, on the Citizens National Bank 

The CHatrMan. What was that number again? 

Mr. Brooks. 22501. 

The CHatrMan. From 22501—— 

Mr. Brooks. To 22600, 

The CratrMan. This check I hold in my hand, 22502 for $2,500, in 
which Mr. Gillispie issued to Jesse Trump, which Mr. Bauman en- 
dorsed and deposited to his own account, is one of those checks that 
you just read? 

Mr. Brooks. Yes, sir; it is. 

The CHarrMAn. You may proceed. 

Mr. Brooks (reading) : 

He will instruct you as to how these checks are to be made out or used. 
Under no conditions are you to use these checks for other than payouts on title 
I loans. The copy of the check along with the completed deal must be mailed 
to this office on the date the payout is made and all papers must be included. We 
cannot have any deviation from this rule. 

A carbon copy of that memorandum went to Mr. Brady, in our 
Granite City office. 

Mr. Simon. Mr. Brooks, in fairness, vou countermanded that within 
a month; didn’t you? 

Mr. Brooks. Only, sir, in relation to the payout on the checks. 

Mr. Simon. Well, the memorandum you just read says “Here is a 
book of checks. Here is how vou are to use them”: is that right? 

Mr. Brooxs. There is another portion to this memorandum, sir. 

Mr. Simon. Then within a month you took back the checkbook ? 

Mr. Brooks. We took back the cheekbooks within approximately a 
month. 

The Chairman, Why did you take back the checkbook from Mr. 
Gillispie ? 

Mr. Brooks. We had had a cutback in our volume on available 
funds for title T loans, and we did not feel since we were going to 
be making verv few loans in that area it was necessary to have the 
check or payouts in Champaign. 

Mr. Simon. Mr. Brooks, you have given us one batch of title I 
FHA applications which were rejected by Mr. Gillispie on his own. 

Mr. Brooks. Yes, sir. 

Mr. Simon. And he agrees that he did so. You have given us a 
second batch of title IT FHA applications which were approved by 
Mr. Gillispie. 

Mr. Brooks. Yes, sir. 
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Mr. Simon. But none of those is the Bauman application 

Mr. Brooks, No, sir. 

Mr. Simon. Have you been able to find a single Bauman application 
that was approved by Gillispie on his own / 

Mr. Brooks. Sir, the question of approval here—— 

Mr. Sruon. Have you been able to find a single Bauman applica- 
tion that was approved by Gillispie ? 

(There was a conference between Mr. Brooks and Counsel Evans.) 

Mr. Brooks. They were all approved by Gillispie and not necessarily 
In writing. 

Mr. Simon. You have given us 12 that were approved by Gillispie 
in writing, none of which is a Bauman loan. 

Mr. Brooks. That is right. 

Mr. Simon. Do you have any Bauman loans that were approved in 
writing by Gillispie? 

Mr. Brooks. None that we can find. 

Mr. Stuon. When you say he approved them, you mean, I under- 
stand, that is a mere act of transmitting the papers from Champaign 
to Deeatur constituted an oral approval; is that right / 

Mr. Brooks. No, sir; 1 do not mean that at all. 

Mr. Stmon. In what way did he approve the Bauman loans 4 

Mr. Brooxs. Well, we did not finish the memorandum—— 

Mr. Simon. Tell us how he approved the Bauman loans. 

Mr. Brooks. The procedure in the Champaign office, as far as Mr. 
Gillispie’s instructions and my understanding of it, was simply this: 
that the applications—all applications—were taken in the Champaign 
office. That the credit information was procured in the Champaigiu 
office. The checking of any additional information was needed there 
The question of eligibility of a loan was considered, and when that 
loan was forwarded to me aed Champaign, that that meant those 
people had done a job that the ‘Vv were supposed to do. 

Mr. Simon. Isn’t that exactly what I said a minute ago, and you 
denied ¢ 

Mr. Brooks. You asked me if the transmitting was sinyply—— 

Mr. Simon. If his transmitting the application to you didn’t mean 
to you that he had approved it. 

Mr. Brooks. It meant to me that he had approved it in accordance 
with the instructions he had been given. 

Mr. Simon. But your position is that the mere fact that he sent it 
to you in Decatur meant that he had approved it in Champaign ‘ 

Mr. Brooks. Yes, sir. 

Mr. Simon. Did you want to finish reading that document‘ Other- 
wise, we have no further — 

We will put it in the record, or you may read it, if vou care to, 

Mr. Brooks. I would ae, 

The Coamrman. All we are interested in is the facts in this case, 
We want to know exactly what happened, because it is a very serious 
matter 

Mr. Brooks. I would like to read it, sir. It is very short. 

The CHAmMAN. You may proceed to read it, then. 

Mr. Brooks. In his second portion of the May 8 memorandum ad- 

dressed to Mr. Gillispie, and the second portion was prepared by Mi 
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Devaro, who was in charge of my title I department, and prepared 


after conference with me: 


The following will apply to the Champaign office in relation to FHA title I 
operations : 

1. Your oflice will approve all title I property improvement applications. 
Immediately upon approval send the foyms that you have in your possession to 
the Decatur oflice to the attention of the title I department. 

3. Upon receipt of the approved case, the Decatur oflice will in turn send you a 
written approval, buff card, listing the following information: Name and address 
of borrower, name and address of dealer; date of approval; amount approved. 

Upon receipt of the above card from the Decatur office you will in turn file the 
ecard alphabetically according to the dealer. On the face of the buff card the 
necessary papers that must be obtained before disbursing will be listed. 

5. Upon completion of the improvements and the papers are prepared for pay- 
ment, the buff card will be pulled, checking the necessary papers still needed, and 
if the papers are in order disbursement should be made. 

6. Immediately after disbursement the entire file in your possession must be 
sent to the Decatur offices at once along with the voucher of the check that was 
disbursed. 

7. Upon receipt of the committed deal, and the check voucher, the Decatur 
office will reimburse the amount drawn on the First National Bank check, 
process the file, and send it to Granite city. 

The account number that will be used is 0309. All title I disbursements will 
be drawn in that account number. 

In conclusion, please check all papers as to the dates and signatures before 
disbursement. It is very important that the cases that are disbursed on must 
be sent to Decatur immediately by registered mail. You must not deviate from 
this rule. Direct deals will primarily be processed the same way. Initialed 
forms such as the credit information and application must be sent to the Decatur 
office before disbursement. You will have to delay the applicant until you receive 
the above card from the Decatur office. 

Mr. Sraon. Mr. Brooks, did you get any money from Mr. Bauman? 

Mr. Brooks. No, sir. 

Mr. Simon. Did anybody in the Mercantile Mortgage Co., so far as 
you know, other than Mr. Gillispie, get any money from him? 

Mr. Brooks. No, sir. 

Mr. Sion. You did, however, tell Mr. Bauman he had to give you 
his insurance business in order to have his papers discounted with 
you ¢ 

Mr. Brooxs. We asked for a certain portion of his insurance, sir. 

Mr. Simon. As a condition to taking his paper ¢ 

Mr. Brooks. Yes, sir. 

Mr. Srwon. Thank you. 

The Cuairman. One other question : 


How did this check that Gillispie signed to the Mercantile Mortgage: 


Co., in the amount of $2,500 to Jesse Trump, of Rantoul, I1L., which 
was never endorsed by Jesse Trump, but was simply stamped endorse- 
ment on the back “To deposit to the acount of the Williamsburg Realty 
Co.,” which was the firm owned by Mr. Bauman—why did the bank 
eash that check when Jesse Trump’s name never appeared on the back? 
Do you have any idea? 

Mr. Brooks. Sir, I do not know why 

The Cruairman. Let me hand you the check and see if you agree 
with me it is rather odd that a bank would cash a check without the 
endorsement. Do not you examine your canceled checks at the end of 
the month? Why didn’t your accountant catch the fact that there was 
a forgery there? 

Mr. Brooks. Sir, I think there are 2 or 3 questions pending here. 

The CHairnman,. Allright. Go back and take them one at a time. 
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No. 1, why would the bank cash a check made out to one person and 
endorsed by another one without the endorsement of the person to 
whom the check is made out to? 

Mr. Brooks. Sir, I cannot answer for the bank. I do not know why 
they would. I would certainly say they shouldn't. 

The Cuamman. My second question is why didn’t your accountants 
check the fact that was a forgery ¢ 

Mr. Brooks. Sir, in our type of operation in the mortgage business, 
and title I business, we write many thousands of checks each month, 
and we assume from the start that the checks are delivered properly to 
the people who are to get the funds. We do not check the endorse- 
ments on these checks unless something is questioned about them. 

The CHarrmMan. Do you do business, the Mercantile Mortgage Co. 
do business exclusively with VA and F HA loans? 

Mr. Brooks. Not exclusively, no. 

The CHarrman, It is odd to me, this chee k I hold in my hand, right 
under the word “Mercantile Mortgage Co.,” it says “Approved mort- 
gagee under the National Housing Act,” then over here it says “Con- 
ventional and veterans and FHA loans, real estate mortgages.” Aren’t 
you taking advantage of the FHA guaranties by the Federal 
Government ? 

Mr. Brooxs. Sir, we make millions 

The CHairman. I might say this to you: In the last housing law we 
passed, and I introduced it, the very practice you were using on this 
check, we put a stop to that sort of thing. Using for advertising 
purposes the fact that loans were guaranteed “by the Federal 
Government. 

Mr. Brooks. Sir, I don’t quite understand your question other than 
this—— 

The Cuamman. I don’t believe it was a question. I think it was 
rather an observation more than it was a question ; an observation that 
you were advertising even on your checks the fact that you did a lot 
of business with FHA and ve terans, and so forth. 

I just reminded you in the last bill we passed which I introduced 
we put a stop to concerns, either mortgage concerns or banks or dealers 
or anybody else, advertising the fact that FHA were guaranteeing 
their paper. Have you any further questions ? 

Mr. Evans. We would like to submit a written statement as to Mr. 
Brooks’ responsibility and relationship in this. 

The Cuairman. You may. It may be included in the record pro- 
vided you get it in in the next 2 or 3 days. 

Mr. Evans. This morning. 

(The state ment referred to follows :) 





The following statement is given to this committee by Worthen Brooks, vice 
president and branch manager of the Decatur, Ill., branch of the Mercantile 
Mortgage Co., and relates to the relationship between the Decatur branch and 
the Champaign, [11., suboffice of the company. 

I was first employed by the Mercantile Mortgage Co. in June 1949. In April 
1951 I was transferred from the Peoria, Ill., office to the Decatur, I1., office 
and assumed duties as branch manager. Vernon L. Gillispie was hired by 
the Mercantile Mortgage Co. on June 30, 1951. Prior to that time he was credit 
manager of a department store in Danville, Ill., and came to us with excellent 
recommendations. He went to work as a fieldman in the Danville suboffice, 
which operated under the Decatur branch of the company. 

In June 1951 we closed the Danville office and Mr. Gillispie was transferred 
to the Decatur branch. He was put in the collection department as collection 
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nianager. He was also trained to handle FHA title II loans, FHA title I loans, 
und the closing of mortgage loans. As a part of his training, he worked on 
title T applications. In addition to his collection duties he was placed in charge 
of the title I department in September of 1951 and personally made title I loans 
and had this additional responsibility in the Decatur branch until April 1952. 
\t that time the Decatur branch established a suboffice in Champaign, Ill., and 
Mr. Gillispie was transferred to Champaign and placed in charge of that office. 

Mr. Gillispie did an excellent job. As we gave him more and more respon- 
sibility in the company, he proved himself more and more valuable to us. During 
this period we placed great confidence in Mr. Gillispie and so far as we know, 
he did nothing that in any way discredited the Mercantile Mortgage Co. 

Mr. Gillispie made mortgage loans from the time the office was opened until 
May 1958. During this period of time he did handle applications for title I 
loans and approved them himself in the Champaign, I11., suboffice. 

In May 1953 I established a procedure whereby title I loans could be paid 
out directly from the Champaign office and made Mr. Gillispie an authorized 
signer of our checks for this purpose. A written memorandum, dated May §&, 
1953, was mailed to Mr. Gillispie setting forth this procedure. The actual oper- 
ating procedure was in accordance with this written memorandum and was as 
follows: 

The application was made direct to the Champaign office, either by the bor- 
rower on direct deals or by the dealer himself. The Champaign office would 
examine the information contained in the application and check with the credit 
bureau in Champaign, and then approve or disapprove a loan. If the loan was 
disapproved, Mr. Gillispie would keep the application in his oftice and not forward 
it to the Decatur branch. If the application was approved, generally he would 
telephone the borrower or dealer that their loan was approved and then at the 
same time forward the application to the Decatur branch by mail. In Decatur 
we would check the credit report and the application, to see that all forms were 
properly filled out and properly signed by the borrower or the dealer. We also 
reviewed the type of loan which was made, for control purposes. If any papers 
were incorrectly filled out. or additional information needed, we would ask Mr. 
Gillispie to get this information to complete our files. If the application was 
in proper order, we sent out a written approval to the dealer or individual in 
case of a direct deal. A copy of this written approval was forwarded to the 
Champaign office and on the back of this copy was listed the items needed to 
complete the file. such as a note or completion certificate. This copy of the 
written approval was filed in the Champaign office and at the time they were 
requested by the dealer or individual to pay out on this case this approval was 
pulled and the items checked off to see that everything needed to complete the 
file was present and in proper form. Mr. Gillispie would then pay out on the 
deal, writing the check in his office, and then forward, along with the check 
voucher, the items needed to complete the file to the Decatur office. All the 
paperwork, such as the written approval, was done in the Decatur office because 
i wanted the Champaign suboffice to do as little clerical work as possible. The 
written approval prepared in our Decatur branch was merely a confirmation 
of the earlier approval given by Mr. Gillispie. To my knowledge the Decatur 
branch never rejected any title I loans which had been approved by Mr. Gillespie. 

In May 1953 when this procedure was established, Mr. Devero, in charge of 
title T loans of the Deeatur branch office, spent a lot of time in Champaign going 
over the FHA regulations and our procedure, as set forth in this memorandum, 
with Mr. Gillispie and with his secretary, I myself discussed this at considerable 
length with Mr. Gillispie and am sure he was thoroughly familiar with the title 
I program as to credit approval, eligibility, and our procedure. 

In June 1953 we had a reduction in available title I funds and due to this 
fact. we stopped making title I loans except to those people with whom we had 
mortgages. At that time, we picked up the checks from the Champaign office 
and brought them to Decatur, due to the fact that on the limited basis on which 
we were working, we felt that we did not need to have pay-outs in Champaign. 
There was no change at all in the procedure used by the Decatur and Champaign 
offices, as set forth above, except that the checks were drawn in Decatur and 
mailed to Mr. Gillispie for delivery to the borrower or the dealer. 

During the month of April 1953, in a conversation with Mr. Morry Bauman of 
Champaign and in the presence of Mr. Gillispie, I was requested to consider title 
T loans. Mr. Bauman stated that since he was in the mortgage and insurance 
business, he had a considerable number of requests for title I loans from his 
customers and he desired a contact whereby he could refer these people to a busi- 
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ess concern to make the loans. Krom the period of May up until September 


1953. we made a limited number of loans to customers of Mr. Bauman’s. These 


vere direct loans and it was understood from the start that these loans were to be 
handle “lin the same manner as other title I loans had been handied in Champaign, 

In September 1953 the supply of title I funds improved. I told Mr. Devero in 
harge of title IT loans in Decatur to check with Mr. Gillispie to make sure that he 


wis mailing or giving checks directly to the borrowers on direct deals. On one of 
my trips to Champaign, I personally asked Mr. Gillispie if he was delivering the 


hecks directly to the borrower on direct deals and he told me he was. 
Since Mr. Gillispie was directly under my office, I would state without question 


that he had full authority to approve, reject, and pay out on title I loans and that 
one of the primary reasons that we had a Champaign office in existence was due to 
the fact that we could give better service on title I loans and on mortgage loans. 


In order for this service to be given, it was set up so that Mr. Gillispie had the 


proper authority to provide this service. 


The CHarrMan. Thank you very much. 
Our next witness will be Mr. Dobbs of the Franklin Life Insurance 


Co. of Ihinois. 


Mr. Dobbs, will you be sworn? Do you solemnly swear the testimony 
you are about to give will be the truth, the whole truth, and nothing 
but the truth, so help you God ? 


TESTIMONY OF HOYT N. DOBBS, FRANKLIN LIFE INSURANCE C0., 
SPRINGFIELD, ILL. 


Mr. Dosrs. Yes, sir. 

The CuarrMan. Thank you,sir. You may be seated, 

Mr. Counsel, you may proceed. 

Mr. Sion. Mr. Dobbs, will you give the reporter your name and 
address 4 

Mr. Dosrs. Hoyt N. Dobbs, 1953 Tlini Road, Springfield, I]. 

Mr. Simon. Your occupation / 

Mr. Dopps. Assistant vice president, Franklin Life Insurance Co. 

Mr. Simon. How long have you been with the Franklin Life Insur- 
ance Co, 4 

Mr. Doses. Approximately 6 years, sir. 

Mr. Simon. Has Morry Bauman ever placed any loans with the 
Franklin Life Insurance Co. 

Mr. Dorrs. Yes, sir. 

Mr. Simon. Has he ever paid ) you any money for making a loan to 
the Franklin Life Insurance Co. / 

Mr. Doprps. No, sir. 

Mr. Srmon. You are absolutely certain of that ? 

Mr. Dorss. Yes, sir. 

Mr. Stmon. I show you a check dated January 15, 1951, from Bau- 
mantoyou. Task you whether vou received that check / 

Mr. Dopps. Yes, sir. 

Mr. Simon. What was that check for? 

Mr. Dosps. That check 

The Crarmman. What is the amount of the check ¢ 

Mr. Stmon,. $150. 

Mr. Dosps. No. 

Mr. Stwon. $350. 

The Cuairman. The check is made payable to you? 

Mr. Dosps. The check is made payable to me. 

The Cuatrman. And signed by Mr. Bauman? 

Mr. Doss. Bauman & Co. by Morry Bauman. 
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The Cuatrman. The question is what was the check for? 

Mr. Doses. The check was for loans other than VA, FHA, or Frank- 
lin Life loans, which I referred to him for h: andling— 

Mr. Simon. No. I am talking about this partic cular ‘check. What 
was that check for? 

Mr. Dozes. Well, I am attempting to explain it, sir. 

Mr. Stuon. Tell me the name of the loan you are talking about? 

Mr. Dorrs. I cannot do that. I don’t recall. 

Mr. Simon. Do you have any idea what loan it was? 

Mr. Dorrs. No, sir; I do not. 

Mr. Suwon. How can you be certain that it wasn’t for a Franklin 
Life loan if you don’t know what loan it was for? 

Mr. Dons. Because I never accepted anything for a Franklin Life 
Joan. 

Mr. Simon. But you don’t know what loan this was for? 

Mr. Donps. No, sir; I cannot tell you other than it was not a VA, GI, 
FILA, or Franklin Life. 

Mr. Simon. What you are in effect saying is you don’t remember 
what this check was for, but you are certain you did nothing wrong; 
is that right? 

Mr. Dorss. That is right. 

Mr. Srwon. But you don’t recall what that check was for? 

Mr. Dorss. That is right. 

Mr. Stwon. I show you a check dated March 21, 1953, for $150, 
which is not so long ago. Lask you if you got that check ? 

Mr. Dorps. Yes, sir. 

Mr. Simon. What was that check for ? 

Mr. Dosss. That check was for a loan which I referred to Mr. Bau- 
man, on a piece of property in Springfield, which the Franklin Life 
had rejected 

Mr. Simon. What was the name of the borrower? 

Mr. Donps. Boddy. 

Mr. Srwon. I show you a group of checks totaling $1,550, which 
Mr. Bauman has testified were for the Boddy loan, and I ask you if 
those are the only checks on the Boddy loan ? 

Mr. Donns. Mr. Simon, I kept records or notes, slips, of all moneys 
received from Mr. Bauman. 

Mr. Stuon. Good. Do you have those with you? 

Mr. Dosss. I do not have them with me. 

May I explain? 

Mr. Srmon. Can you produce the slips? 

Mr. Doses. I cannot. 

Mr. Sraon. Why can’t you? 

Mr. Dosps. I kept those during the years for income-tax returns, 
and after making my returns they were merely not: itions, and they 
would have been thrown away. I moved a couple of times, both in 
my office and my home, and I do not have them, and I am unable to 
produce them. My recollection is that I received $1,600 to $1,800 
from Mr. Bauman on the apartment loan. 

Mr. Stmon. On the Boddy loan? 

Mr. Dosss. Yes. 

Mr. Stwon. He has given us a group of checks which you have in 
front of you totaling $1,550 on the Boddy loan. 

Mr. Dorss. That could be right. 
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Mr. Simon. But the $150 check that I showed you a moment ago 
is a separate and different check. 

Mr. Dosss. Then that is for a loan that was referred to Mr. Bau- 
man for placement with other companies. 

Mr. Stmon. What is the loan? 

Mr. Dospss. That I cannot answer, if it is not the Bauman loan. 

Mr. Srmon. Mr. Bauman testified here yesterday. Did you hear 
him? 

Mr. Dopps. Yes, sir. 

Mr. Simon. He gave the specific names of the borrowers, the specific 
loans involved on the four checks that he produced which he said 
were payment to you for Franklin Life Insurance Co. loans. Did 
you hear him ? 

Mr. Doses. I heard him say that; yes, sir. 

Mr. Srmon. Do you say his testimony is false? 

Mr. Dosrs. Yes, sir. 

Mr. Srwon. Unequivocally ? 

Mr. Dopss. I have never received one dime from Mr, Bauman. 

Mr. Suwon. My question is whether you say- 

Mr. Doprs. Yes, sir; in that respect it is. 

Mr. Stmon. His testimony is false? 

Mr. Dosps. In that respect, it is. 

Mr. Srwon. You appreciate as far as these 4 loans is concerned, 1 
of you is not telling the truth ? 

Mr. Dorrs. That is right. 

Mr. Srwon. And you are saying unequivocally that he is wrong 
and that you did not receive these 4 checks, 1 di ited January 15, 1951 
for $350, ‘the 1 you have in front of you in ‘Set of 1953, for $1: 50, 
and 2 additional checks dated March 24, 1951, for $300, and August 
22, 1952, for $200, which I now show you, and ask you if you can state 
unequivocally that these 4 checks had nothing to do with loans that 
you made through the Franklin Life Insurance Co. ? 

Mr. Dozrs. That is right, sir. 

May I elaborate on that for one moment? 

The Crarrman. We are only interested in the facts. I think if 
you will just move over to the left I think we are going to call Mr. 
Bauman and ask him to tell us, if he can, exactly what these four 
checks were for. 

If you will come up, Mr. Bauman. 

Will you be sworn: 

Do you solemnly swear the testimony you are about to give will be 


the truth, the whole truth, and nothing but the truth, so help you 
God ? 


TESTIMONY OF MAURICE BAUMAN, URBANA, ILL.—Resumed 


Mr. Bauman. Yes, sir. 

The Cuarrman. Mr. Counsel, you may proceed to ask Mr. Bauman 
what was the specific purpose for paying Mr. Dobbs the money on 
the four checks that vou hold in your hand. 

Mr. Sion. Mr. Bauman, I show you four checks which you de- 
livered to the committee last night, each signed by you and payable 
to Mr. Hoyt N. Dobbs, and I ask you to identify these checks one by 
one and state what they were for. 
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Mr. Bauman. Sir, as I have previously testified under the oath 
of the United States Senate, this check No. 1515, to Hovt N. Dobbs, 
for $350, is in connection with a transaction involving the Glen Wright 
VA loan, and T ask this committee to subpena a Paul A. Rexroat and 
Arthur Bartel, the Rantoul brokers who are involved in the transa 
tion, and ask them if they were in fact aware that Mr. Dobbs did 
share in that transaction and received approximately one-fourth of it. 

The Crairman. Was that a VA loan? 

Mr. Bauman. Yes, sir. 

The CHairman. Who handled the mortgage ? 

Mr. Bauman. Franklin Life Insurance Co. 

Mr. Stuon. Do you have any books or records. Mr. Bauman, to cor- 
roborate the purpose for which you say that check was issued ? 

Mr. Bauman. I have the ae of my checks, sir, which shows the 
check was made out to Hoyt N. Dobbs, Jr.. and it shows it was in 
connection with the Glen W right transaction. I do not have them 
with me, but I will present them to this committee at the earliest pos- 
sible date. 

Mr. Simon. Did you have any correspondence on the Glen Wright 
loan ? 

Mr. Bauman. I have a letter here from Mr. Dobbs that might shed 
some light on the situation. It is a letter from the Franklin Life In 
surance Co., dated November 14, 1950, addressed to Mr. Morry Bau- 
man, 203 North Randolph, Champaign, Tll., re Glen W. Wright: 


Dyan Morry: In order that we may be in position to process the above- 
captioned application as quickly as possible, I ask if you will kindly forward 
us the credit report immediately upon receipt of same to you. 

The k you and with kind regards, 

Very truly yours, 
Hoyr M. Doses, 
Assistant Treasurer. 

Mr. Simon. Mr. Dobbs, did the Franklin Life Insurance Co. make 
the Wright loan ? 

Mr. Donps. Yes, sir. 

Mr. Stuon. And vou did get the check but you deny that the check 
was in connection with the Wr ight loan ? 

Mr. Dorrs. That is right. 

Mr. Simon. Can you tell us what loan the check was in connection 
with? 

Mr. Dorrs. Not particularly the loan; no, sir; because I referred 
many loans to him, 

Mr. Simon. You are unable to tell us what loan that check was con- 
nected with ? 

Mr. Doses. That is right, sir. 

Mr. Bauman. Excuse me, sir. I would like to say to this com- 
mittee that Mr. Dobbs cannot produce a single loan, the name of which 
he referred to me, other than the Walter Boddy case, which he and 
[ concluded. Te and I did endeavor to negotiate some other loans in 
Springfield, Il., but we were never successful in it, and T have with 
me the correspondence relating to those operations, and I will hand 
them to this committee. 

Mr. Stuon. Will vou give us the facts on the second check, Mr. 
Bauman ? 
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Mr. Bauman. This check dated March 21, 1953, No. 1013, to Dobbs 
for 8150 was in connection with the transaction at 309 North Me- 
Kinley in Champaign, IL, involving a GI loan to John Mitchell, 
whieh was concluded by the Frank lin Life Insurance Co. The check 
epresents 1 percent of the $15,000 loan, and was made out for $150, 

Mr. Stuon. Mr. Dobbs, did the Franklin Life Insurance Co. make 
the Mitchell loan ? 

Mr. Dongs. John Mitchell, 150.5; ves, sir. 

Mr. Siwon. You admit you got the check? Again you deny that 
heck had any connection with the Mitchell loan ? 

Mr. Dosrs. That is right. 

Mr. Sixron. The third one. 

Mr. Bauman. No. 1647, Hoyt M. Dobbs, S300, dated Mareh 24, 
1951; LT represented to this committee that that was in connection with 
he transaction by which with Lee ee rs, Jr, an Urbana attorney, 
urchased the GI rights of a man in Champaign, by the name of 

Chapman, and I don’t want to eine that man with the mayor of 
the city. Tcan’t remember his name. 

Mr. Summers, as I understand it, paid this veteran some considera- 
tion for the use of his rights. 

The CHammMan. Summers paid him, you say é 

Mr. Bauman. Yes, sir: but the Franklin Life had committed the 
816,000 conventional al on that property to Summers which was 
nsuflicient, and so Summers wanted me to see if I could get a bigger 
loan. T talked with Dobbs, and one the basis of paying him $300 we 
put through this loan to this James Chapman. Summers paid me 
8300 and Tin turn paid it to Dobbs. I did not personally profit out 
of the transaction, and [ ask that the committee confirm certain parts 
of that statement by subpenaing the builder of th: : house, Bill Harris, 
of Champaign, IL, and also the veteran, and W. Lee Sunmers, Jr. 

Mr. Stwon. Mr. Dobbs, did the Franklin Life Insurance Co. make 
that Chapman loan? 

Mir. Donrs. Yes, sir. 

Mr. Spon. And you got the $300 but again T assume you deny that 
there was any rel: ationship between the check and the loan ? 

Mr. Dorrs. That is right, sir. 

The CrratmM an. What was the check for, then, Mr. Dobbs. 

Mr. Dores. Again it was for loans submitted and referred to Mr. 
Bauman by me. 

Mr. Srwon. I take it that your position is there are at least four 
loans that you referred to Mr. Bauman other than the soddy loan; 
is that right? 

Mr. Dorrs. There are more than that. 

Mr. Srvron. There are at least 4 because we have 4 checks that you 
say are in payment of other loans that you referred. 

‘Mr. Dongs. Those were in payment of loans that were submitted to 
Mr. Bauman and referred to him by me, referred to by the borrower 
to him. 

Mr. Simon. There are at least 4 cases represented by these 4 checks 
where vou referred the borrower to Mr. Bauman 7? 

Mr. Dorrs. No, sir; not necessarily, sir. 

Mr. Simon. Isn't it your position that these 4 checks represent 
money paid to you for borrowers that vou referred to Mr. Baum: an? 

Mr. Doses. That is r ight. One ¢ heck could pertain to 2 or 3 loans. 
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Mr. Simon. That would be still true, there were at least four 
borrowers ? 

Mr. Dorrs. That is right. 

Mr. Simon. Who are the borrowers that you referred to him? 

Mr. Dogrs. Iam unable to give that testimony. 

Mr. Sion. Can you name one borrower that you referred to him, 
other than Boddy 4 

Mr. Dorgss. I do recall one, an International Harvester deal in the 
Decatur area. 

Mr. Simon. What isthe name of the borrower ? 

Mr. Dosrs. I cannot tell you. 

Mr. Bauman. Would you ask him if the loan was ever closed, Mr. 
Counsel ? 

Mr. Stmon. Can you name one borrower whom you referred to 
Bauman in which the loan was closed ¢ One borrower ? 

Mr. Dorgs. Other than Boddy ; no, sir. 

Mr. Stmon. And you say there were more than 4, at least 4? 

Mr. Dorns. Oh, ves, sir. 

Mr. Srwon. And you cannot name one of them ? 

Mr. Doses. That is right. 

Mr. Simon. So all we have to substantiate your position is your 
word that while you cannot remember who were the borrowers in these 
transactions you say it wasn’t the people who got loans from the 
Franklin Life Insurance Co. ? 

Mr. Dorrs. That is right, and, furthermore, Mr. Bauman naturally 
appreciated the reference of those deals to him as the Boddy deal, 
and another deal which I referred to him, which I have a file on, 
which was definitely not closed, and those checks were either for the 
loans that he closed, or whatever disposition he made of them. I 
took his word for it. 

Mr. Srvon. T would assume he would appreciate your referring a 
borrower to him who closed a loan. 

Mr. Dorrs. I wish I could 

Mr. Stwon. Can you name a single living soul other than Boddy 
whom you referred to Bauman and whoe losed a loan ? 

Mr. Doprs. I can name one that I sent over myself; yes, sir. 

Mr. Simon. And the loan was closed ? 

Mr. Dorrs. No: the loan was not closed. 

Mr. Simon. He wouldn’t pay you money unless the loan was closed, 
would he? 

Mr. Dorrs. Well, possibly. I took his word for it; possibly to 
encourage the continued submission of those transactions. 

Mr. Stvon. It is only one of those you are talking about; is that 
right? 

Mr. Dorrs. Oh, no, several of them. 

Mr. Simon. Give us the names of the people—— 

Mr. Dosps. I am unable to give the names of the people, sir. 

Mr. Stuon. You cannot give us the name of a single person ? 

Mr. Dor a Those were by telephone, and I told them to call Mr. 
Bauman. I referred them to Mr. Bauman. 

Mr. Sraon. Your position is the only records you ever kept you de- 
stroved and you cannot name 

Mr. Dorss. I threw away, I didn’t destroy. 
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Mr. Smon. What is the difference between destroying and throwing 
away ¢ 

Mr. Dorss. Not athing. I didn’t destroy them. I threw them away 
when I completed my income-tax returns. 

Fhe Cuamman. Mr. Dobbs, you cannot remember what these four 
checks that were made out to you and paid to you by Bauman were 
for, and yet you admit you received them. Mr. Bauman specifically is 
telling us, specifically, what each one is for. Now, do you deny that 
they were for the purpose for which he has just testitied ? 

Mr. Dorrs. That is right, sir. 

The CHairman. You deny that? 

Mr. Dosns. Yes, sir. 

The Coamman. But you cannot tell us for what purpose he did pay 
you the checks ¢ 
~ Mr. Dorrs. The particular loans; no, sir; I cannot. 

Mr. Bauman. Sir, if you will permit me, I will be happy to try to 
shed a little additional light on this. 

The Cuarman. What are your facts? 

Mr. Bauman. No. 1, as I pointed out, I gave Mr. Dobbs these other 
items, such as whisky, binoculars, and football tickets, and I would 
like to read into the record a letter dated December 21, 1951, from 
Dobbs to me, on the Franklin Life stationery : 


DreAR Morry: I can’t begin to tell you how much I appreciate the football tickets 
and “thanks”— 


in quotation marks— 


will have to be sufficient until such time as I see you and you are better paid. I 
had the happy thought that since President Becker is spending the holidays in 
Palm Springs, Calif., that he might enjoy having the tickets since the climate 
turned out warm, and I am sure you can appreciate sending something to Mr. 
Becker that in all probability he didn’t already have. I will be enjoying the 
Christmas good cheer for some time to come and appreciate your kindness very, 
very much. I certainly do wish for yours and a very Merry Christmas, and the 
new year to be filled with the best. 
Sincerely yours, 
Hoyt. 

Mr. Stuon. Did you tell us what the fourth check was for? 

Mr. Bauman. I pointed out to the committee yesterday, and pre- 
viously, that all that check showed is “Summers,” and I haven’t been 
able to identify it definitely. 

Mr. Sraon. Mr. Dobbs, Mr. Bauman testified yesterday that he had 
sent you between 8 and 10 cases of liquor. Is th: at true or false? 

Mr. Dosps. Several. I cannot answer the number. 

Mr. Stuon. You are not prepared to deny it was 8 or 10 cases? 

Mr. Dosps. No; I am not. 

Mr. Stmon. Mr. Dobbs, did you have any connection with Mr. Bau- 
man’s starting his own credit service? 

Mr. Dorrs. No, sir; I did not. 

Mr. Srmon. Did you ever suggest to him that he start a credit serv- 
ice ¢ 

Mr. Stmon. Mr. Bauman, as I understand it, you told this com- 
mittee that Mr. Dobbs did suggest the credit service to you ? 

Mr. Bauman. Yes, sir. 

Could I explain it briefly to you? 

The CHatrmMan. Is it factual ? 
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Mr. Bauman. Yes, sir. 

The CHairman. Give us the facts. You may. 

Mr. Bauman. Yes, sir. 

I want to make it very clear how it all came about. From June 1946 
to 1947 I was employed by Retail Credit Co., and in my employment 
I learned that these reports they make were very inaccurate, that an 
inspector had to make 20 to 80 reports a day. IT resigned in discour- 
agement over that situation which did not permit a good job. 

I further recall personal conversation with Vernon Gillispie and 
with a representative of Champaign Builders, who told me they could 
get “any kind of reports they needed” from the Credit Bureau of 
Champaign County. I recall the first few so-called title I's Gillispie 
and Mercantile handled, that Mercantile obtained their own credit 
reports from the Credit Bureau of Champaign County, and I remember 
to my knowledge that those reports were such as they referred to the 
kind they needed. I told Gillispie thereafter that, in my opinion, it 
was a thorough waste of time. of 3 days, and $2 a deal, to get credit 
reports from that bureau, and that [ operated my own bureau, and 
if he was agreeable I would submit the reports to Merchants Credit, 
and would leave it to his discretion to inform the other officers of the 
Mercantile Mortgage. 

In the fall of 1950, after receiving an unfavorable credit. report on 
2 GI loan we were then processing, in the name of W. Carlisle, from 
Retail Credit Co., Atlanta, Ga.. and you can subpena Retail’s file on 
that; IT called Mr. Dobbs and asked him if the Franklin Life would 
accept a written credit memorandum of investigation over my per- 
sonal signature. I explained to him the poor service as to time and 
quality, and that I merely wanted to expedite the matter, and he and 
I previously had agreed that credit reports were more or less a waste 
of time. Asa national situation they don’t amount to much. 

Dobbs told me that that would not suffice, but he suggested that I 
organize my own credit bureau. He said to me that I should eall it 
the Merchants Credit Bureau, because that was a bureau that the 
Franklin Life was then receiving reports from in Detroit, Mich. 
Later on after having formed this bureau with Dobbs’ consent, for 
the Franklin, he suggested, I believe, that they could be used on FHA 
and VA loans, but I do not believe I am responsible for that. Dobbs 
did kid me about having my own credit bureau in the presence of oth- 
ers, and I believe in that presence was Stanley Howard of the Frank- 
lin Life; a Springfield contractor, Bill Weiss: a Springfield apartment 
owner, Walter Boddy; and a young Springfield attorney whose name 
I cannot recall immediately. 

I would like to introduce into the record approximately 100 copies 
of Merchants’ reports which I represent as being so obviously written 
by myself that no one could have helped but know. 

In May of 1952, to further substantiate these statements to you, I 
wrote the Allied Building Credits and said in there in the letter you 
already have, “I would not give a nickel for any of them,” referring 
to credit reports, “because over the last 6 years T have seen so many 
misinformed reports, biased and supercritical, that I simply feel they 
are a waste of time,” and I am ready to introduce into the record a 
report to me by Dun & Bradstreet which if that report is true I can 
assure you I wouldn't have been working. . 
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I also have these Merchant Credit Bureau reports and copies of 
some retail credit reports to submit to you. 

The Cuairnman. Without objection, they will be placed in the files. 

Do either of you gentlemen have anything further to say / 

Mr. Bauman. I can say a few other things, if you want me to go on. 

The Cuarman. Pardon? 

Mr. Bauman. I can carry ona bit, if you want me to. 

The Cuamman. I don’t care whether you do or not, excepting if 
you have anything that is factual we would be delighted to have it. 

Have you any facts that this committee ought to have in connection 
with our study ¢ 

Mr. Bauman. I will run through the facts here. 

Here is a letter signed by Joe David, the cashier of the mortgage 
department, in whic h he thanks me for the Christmas spirits; a letter 
dated May 5, Stanley Howard, in which he recites the commitment 
at 97, a 3-percent discount, and states : 

As an accommodation to you the committee did approve the subject case, 
but at a reduced price. 

A letter dated March 31, 1953, signed by J. J. Haagenmyer, com- 
pany attorney, of Franklin Life, but not general counsel, in which 
he states, in part, he sets up that there is a 2-percent discount, and 
Says. 

The preliminary title report reveals you and Mrs. Bauman are the owners 
n fee, As a result the 2-percent levy on the salary, therefore we could not 
purchase the loan for less than 90 percent of par. The 2-percent discount is with 
out VA regulations. 

Pursuant to my conversation with Franklin Life officers, we closed 
that loan through the Williamsburg Mortgage Co., which the officers 
of the Franklin Life were well aware was a one-man operation, and the 
Franklin Life made out their checks on the Williamsburg loans pay- 
able to the borrower, to the attorneys, Bush & Harrington, and I be- 
lieve to the W illiamsburg. The deal was all closed the same day. 
The mortgage was filed with Williamsburg, and simultaneously a 
release was assigned to the Franklin Life Insurance Co. 

I will say to you further that in my visits with the Franklin Life 
Insurance Co. that they have joked around down there about the so- 
called Indian wrestle on the title to some of these properties, and 
when I asked Stanley Howard what he meant by that, he said that 
it was funny, the way when they examined the title it showed the title 
went from John Doe to Bauman and back and forth, but I always 
wound up with it. 

It. is surprising to me they can decline any knowledge of that situ- 
ation at this time. 

The Cuamman. Thank you very much. If you will stand by we 
may want you, Mr. Bauman, a little later. 

I think, Mr. Dobbs, we have finished with your testimony unless 
you have something further to say. 

Mr. Dorrs. I would like to have the privilege of making a statement 
in view of the allegations that have been made, sir. 

The Cramaan. You may, 

Mr. Dosrs. And factual, sir. 

The CHarmMan. You may make a factual statement, or, rather, 
give us the facts as you see them. 
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Mr. Dorps. We met Mr. Bauman at his instance in 1949. We ap- 
pointed him at his request through his then employer, Harper Mort- 
gage Co., our mortgage loan correspondent in the Champaign area. 
We later appointed Mr. Bauman as correspondent for Franklin Life 
after he left Mr. Harper. 

Mr. Bauman submitted to us, and we accepted, approximately 125 
loans over a period of about 5 years. Among those loans were con- 
ventional—that is, noninsured loans, FHA Joans, and VA loans. In 
every instance, including our contract, the correspondent contract, we 
emphasized to Mr. Bauman that we expected all VA and FHA rules 
to be fully complied with. 

Mr. Simon. You understand, Mr. Dobbs, that the committee isn’t 
questioning the Franklin Life Insurance Co.’s activities. We are 
only interested in the things you personally did to put through phony 
loans, 

Mr. Dorrs. All right, sir. 1 am mentioning this because in this 
there had been an allegation, sir, to the effect that all of us with the 
company knew of these various deals of his. 

Now, the checks that he paid me were for inducing, and that he said 
he induced me to make loans; in the first place, I can’t make a loan 
for the Franklin Life. All I can do is submit them to our finance 
committee for their approval, after they have seen all of the papers for 
submission. 

Mr. Siaon. Does your submission have any influence on them ? 

Mr. Dorss. Not necessarily at all. I wouldn't submit one to them 
that wasn’t in good shape. I have turned down many loans of Mr. 
Bauman. 

Mr. Simon. They wouldn’t keep you on the payroll if they didn’t 
have confidence in your submissions? 

Mr. Dosrs. That is right, sir. 

I have submitted several loans, only two of which I am able to show 
the committee, which have already been mentioned, to Mr. Bauman, 
one of which was definitely closed. We have had many people call 
us about loans—call me about loans, which did not come within the 
purview of our lending policy, and I in turn have referred them, in the 
Springfield and Decatur area, to Mr. Bauman. Those loans may or 
may not have been closed, but he had every reason to appreciate it, and 
every reason to give me whisky and encourage me to send more in. 

I have a note from him wherein he encourages sending more in. 

Now, further, there has been a statement made that all members of 
the investment department were familiar with and condoned illegal 
practices. This we also vigorously deny. We had no knowledge of 
any such illegal practices. We exercised detailed precautions, as will 
be evidenced from every file that we have in our disbursements; every 
loan that we made was submitted te foreclosing the title company 
through their attorneys, with detailed instructions that they were to 
see that the loan was properly closed. 

I have here in front of me two checks which were delivered for 
closing, which were turned over by the attorneys, on their testimony, to 
Mr. Bauman after they had put their endorsement on it and we have 
the deposition of the borrowers, who are also payees, that their sig- 
nature is not the endorsement. 

The CHatrMan. It isn’t quite clear to me what bearing this has 
upon the checks that Mr. Bauman paid you and for the purposes. 
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Mr. Donrs. I am merely stating 

‘The CHATRMAN. On these checks you just named. May I see them? 
\ir. Dornrs. Yes. 

(he CHamMan. Maybe I should, but I don’t get the point. 

Mr. Dosss. There was a statement made by Mr. Bauman that I and 


all other members of the investment department were familiar with 


d condoned his illegal practices. 
Bi: r, Stuon. I think it would be more helpful and more expeditious, 
Dobbs, if you would confine your statement to what you did 
what you know, because if other people are involved, we can get 
from them their statements. 

Mr. Donps. Yes, sir. 

| am unable to give you the names of the people that I referred 

, Mr. Bauman because most of them were by telephone, and he was 
ery appreciative, which he should be; whether he closed them or 
not, I don’t know. I always took whatever he sent as payment for 

ie submission of those loans to him and his ultimate activities with 
them. 

The Cuamman. You were an employee of the Franklin Life In- 
surance Co., were you not 4 

Mr. Doprs. Yes. 

The Cuairman. Did you turn over the money he sent you, these four 
cheeks to the Franklin Life Insurance Co. ? 

Mr. Dons. No, sIr. 

Phe CHarrmMan. Did you pay income tax on it ? 

Mr. Dosrs. I paid income tax on all moneys received, and kept a 
notation during the year for income-tax purposes, and then at the 
end of the year I threw them away. 

The Cuamman. It would be very helpful to us if you could re- 

eon the purpose for the four checks. You claim you cannot re- 

ember the purpose of the four checks. Now, Mr. Bauman, at least 
he thinks he knows exactly what he paid you the four checks for, 
You say you can’t remember what it was. 

You would be very helpful to this committee and we will permit you 
to put in evidence at a later date, if you can give us your version 
of what the four checks were paid to you for. 

Mr. Doses. Those checks were paid to me for loans that I submitted 
to him. 

The Cuamman. What loans? 

Mr. Donss. That I am sorry, sir, I cannot answer. 

The Cuarrman. Mr. Bauman knows exactly what the four checks 
are. 

Mr. Donrs. He has records and I do not. 

The Cuamman. He has records and he says the four checks were 
paid to you for making loans that the F ranklin Life Insurance Co. 
handled. 

Mr. Doses. That is right, sir. 

The Cuairman. You have no records as to whether they were or 
were not; is that right? 

Mr. Dosrs. I have no records that they were not. 

The CHarrman. We want to be perfectly fair. We only want the 

acts. Tam saying to you, see if you can find documentary proof that 
the ‘y were not for the purpose th: at Mr. Bauman states they were. You 

ay they weren't. Now let’s have some proof of it. 


50690—54—pt. 3——-55 
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Mr. Dosns. I regret, sir, 1 am unable to submit names of people. 

The Cuairman. If you do find proof in your records at a later date, 
this hearing will continue for another 30 days, and we will be very 
happy to have you place it in the record. 

Mr. Doras. Thank you, sir. May I also make one more statement : 
That my salary for the period of 1949 through 1953 was from $8,400 
to $11,400 per annum. It is inconceivable that. if I were disposed 
to sell myself out, | would seli myself out for whatever the sum is over 
a per iod of 4 or 5 years. 

The CHaimman. That looks true, but still, Mr. Dobbs, you did 
accept the checks. 

Mr. Dons. Yes, sir; I did. 

The Cuairman. And you cannot explain for what purpose they 
were paid to you! 

Mr. Dorps. Yes, sir; I explained the purpose but not the names, sir. 

The Caairman. Thank you very, very much. We appreciate your 
testimony / 

Mr. McCulley, will you come forward, please 4 Will you be sworn / 

Do you solemnly swear that the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth, so help 3 you 
God ? 


TESTIMONY OF G. E. McCULLEY, ALLIED BUILDING CREDITS, INC., 
CHICAGO, ILL.—Resumed 


Mr. MceCuutey. I do. 

The Carman. Please be seated and give the reporter your name 
and address for the record. 

Mr. McCuttey. G. FE. MeCulley, 105 West Adams, Chicago. 

Mr. Srwon. Mr. McCulley, you are the manager for the Allied 
Building Materials—— 

Mr. McCuttey. Allied Building Credits, Inc. 

Mr. Simon. Allied Building Credits, Inc. ? 

Mr. McCuntitry. That is correct. 

Mr. Simon. In Chicago? 

Mr. McCuttey. Yes. 

The Cuairman. Mr. Bauman has testified, or did testify in Chicago, 
that he sent you some thirty-odd loans under title I, home repair 
loans, in which the borrowers paid him sums of money securing the 
loans and that the loans were—the proceeds of the loans were not 
used for the purpose for which they were intended, namely, to repair 
or modernize their homes, but were used for various purposes. 

I think you were present in Chicago when he testified. Some of 
them he said was to buy television sets, others were to use in their 
business and they were for different purposes. He also testified that 
he, or your company, accepted these loans, handled the loans, but that 
you did not pay him, Bauman, any moneys; that he secured, or his 
compensation was paid by the people that borrowed the money. 

We asked you to deliver to this committee here in Indianapolis a 
complete file on those 32 accounts, and my question now is: Do you 
have them? 

Mr. McCuutiry. I have them, sir. 

The CratmrMan. I am going ie suggest that you turn them over to 
our Mr. Bard, the gentleman on the right here, and you and he go 
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ver them, and then if we feel that we need them for any further 
purpose today, we will call you. But at the moment, we simply 
wanted to know that you do have the 82 files. 

Mr. MceCuuiey. IT have the 26 files, sir. 

The CuatrmMan, The 26 files / 

Mr. McCuttey. Some of them have been paid off. I don’t have the 

savailable. 

The Cuatrman. And it is a fact that on these 26 loans that you have 
with you that Mr. Bauman did send them to you; you did handle the 
loans. You did not pay Mr. Bauman any money ¢ 

Mr. McCuurey. That is right. 

The Ciamman. And Mr. Bauman—vou heard Mr. Bauman’s tes- 

nony in Chicago 4 

Mi. McCunnry. Yes, sir. 

The Ciairman. It was to the effect that the people who borrowed 
the money paid him, and that the loan or the proceeds of the loan were 
not used for the purpose for which the money was borrowed. Do you 
remember that 4 

Mr. MeCuniey. T think he had 1 or 2 exceptions, where he said he 
did not charge them anvthing. 

The CratrmMan. One or two exceptions. I think you are possibly 
right. If you will work with Mr. Bard and let him go over those rec- 
ords so that we can find out whether or not they will be of any help 
tous. we will appreciate it very much. Thank you. 

Our next witness will be Mr. Leo Lippman, a builder of Indianap- 
olis. Mr. Lippman. 

Mi. Lippman, will vou be sworn, please ? 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth, and nothing but the truth, so help 
you, God? 


TESTIMONY OF LEO LIPPMAN, ESSEX HOUSE, INDIANAPOLIS, IND., 
ACCOMPANIED BY GEORGE GINGER, AUDITOR, AND EDWARD P. 
FILLION, COUNSEL 


Mr. Lippman. I do. 

The Ciamman. Will you identify the gentleman with you, please ? 

Mr. Lirrpman. Mr. George Ginger, our auditor, Mr. Edward P. 

‘hon, our attorney. 

The CrarrMan. How do you spell that? 

Mr. Lippman. F-i-]-]-i-o-n. 

The Cuamman. Of Indianapolis? 

Mr. Lirpman. Yes, sir. 

The Ciuamman. Mr. Ginger is from—— 

Mr. Lirpman. Indianapolis. 

The CuamMan. Will you please give your full name and address 
to the reporter ¢ 

Mr. Lirpman. Leo A. Lippman: my address is 3710 North Meridien 
Street. 

The Cuamman. You may proceed, Mr. Counsel. 

Mr. Simon. Mr. Lippman, were you in this room yesterday morn- 
Inge ¢ 


Mr. Lippman. Yes: I was, sir. 
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Mr. Simon. Did you hear the testimony of, I believe it was, Mr. 
Barnett ? 

Mr. Lippman. Yes: I did. 

Mr. Stuon. That you carried a message to him from Mr. Peters, : 
Florida, with respect to the Essex House ¢ 

Mr. Lirrman. That is right, sir. 

Mr. Srmon. Is that true? 

Mr. Lippman. No; it is not, sir. 

Mr. Simon. Did you ever discuss the Essex House with Mr. Barnett ? 

Mr. Lippman. I may have, sir. 

Mr. Sron. And in your discussion with him, what did you tell 
him about the Essex House ? 

Mr. Lippman. I may have expressed an opinion given me by Mr. 
Peters as to the Essex House. 

Mr. Stmon. What was the opinion Mr. Peters gave you as to the 
Essex House? 

Mr. Lirrman. I believe Mr. Peters had a feeling that it was rather 
well known that he was more or less opposed to the project. 

Mr. Stwon. When did Mr. Peters tell you that ? 

Mr. Lippman. I believe I met with Mr. Peters in Florida. At that 
time he discussed the matter with me. 

Mr. Simon. When is your best recollection cf when that meeting 
took place ? 

Mr. Liepman. It would be, I expect, in 1950. 

Mr. Stuon. What part of the year? 

Mr. Lippman. January. 

Mr. Simon. January 1950? 

Mr. Lirrman. Yes. 

Mr. Stmon. You and Mr. Peters were in Florida ? 

Mr. Lippman. Yes: Mr. Peters had a home in Coral Gables and I 
was staying at Miami Beach. 

Mr. Stwon. Were you and Mr. Peters close friends ? 

Mr. Lippman. Yes: we had a social acquaintance. 

Mr. Stuon. What did Mr. Peters tell you about Essex House? 

Mr. Lippman. Well, sir, he asked me to express an opinion as to 
what I thought of the economic soundness of the Essex House. If I 
remember correctly, I informed Mr. Peters that I didn’t feel I was in 
a position to comment, because any statement that I would make _— 
Essex House, he would have to take with a grain of salt, inasmuch as I 
had a biased position. 

Mr. Stmon. By that you mean vou had a number of buildings that 
would be competitive with Essex House ? 


Mr. Lippman. Yes; we had about 450 apartments that were under 


construction at that time. 
Mr. Simon. In Indianapolis? 
Mr. Lippman. In Indianapolis. 
Mr. Suwon. Of the same type as Essex House? 
Mr. Lirrman. That is right, sir. 


Mr. Simon. Essex House would furnish competition for your build- 


ings? 
Mr. Lirepman. Yes, sir. 
Mr. Stmon. Please tell us the conversation. 
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Mr. Lirpman. Mr. Peters then expressed his opinion that he ques- 

oued the economic soundness of the deal inasmuch as the units we 

re proposing to develop had not yet been tested in the market. 

Phe CuarrMan. Did Mr. Peters ever tell you that someone, either 

| Indiana or Washington, was putting great pressure upon him to put 
t through ¢ 

Mr. Lippman. No, sir; he did not. 

Che Carman. He did not. 

Mr. Stuon. Any other conversation with Mr. Peters about this 
project ¢ 

Mr. Lippman. None that I can remember, Mr. Simon. 

Mr. Simon. Was any part of his opposition to the Essex House due 
to the fact that he had already given you commitments for similar 
projects, and he wasn’t sure that there was a need for any additional 

nits beyond those ¢ 

Mr. Lippman. I just don’t know what Mr. Peters was thinking, but 
| imagine—— 

Mr. Srwon. I am asking only what he told you, not what he might 

ive thought. 

Mr. Lirpman. He never mentioned it, sir. 

Mr. Suwon. You are associated with the L. & L. Building Corp. ? 

Mr. Lippman. Yes, sir. 

Mr. Stmon. Does L. & L. stand for Lippman and Lippman ? 

Mr. Lippman. Yes, sir. 

Mr. Simon. Do I understand correctly that you own 80 percent of 
the stock and a brother owns the other 20 percent ? 

Mr. Lirpman. That is right, sir. 

Mr. Simon. His name is Morris Lippman ? 

Mr. Lippman. Yes, sir. 

Mr. Stwon. The L. & L. Building Corp. built 14 section 608’s in 
Indianapolis ¢ 

Mr. Livpman. That is right, sir. 

Mr. Srwon. And is the sponsoring corporation in each of those 14 
section 608’s a wholly owned subsidiary of the L. & L. Building Corp. ? 

Mr. Lippman. Yes, sir. 

Mr. Stwon. And in each case was the L. & L. Building Corp. the 
builder ?¢ 

Mr. Lippman. Yes, sir. 

Mr. Staon. In connection with the construction of those buildings, 
| take it that in each case there was a construction contract 4 

Mr. Lippman. That is true, sir. 

Mr. Simon. And the construction contract was between L. & L. 
Building Corp., on the one hand, and its wholly owned subsidiary ? 

Mr. Lippman. That is right, sir. 

Mr. Simon. And I take it you were the head of both companies ¢ 

Mr. Lippman. That is right, sir. 

Mr. Siwon. And you decided what the price would be? 

Mr. Lippman. That is very true, sir. 

Mr. Stuon. For both companies ¢ 

Mr. Lippman. Very true, sir. 

Mr. Stmon. In Fort Wayne, Ind., there is the Hilton Construc- 


tion Co. 
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Mr. Lippman. You are in error there. You are speaking of South 
Bend. 

Mr. Sron. South Bend, excuse me. 

Who are the stockholders of Hilton Construction Co. ? 

Mr. Lippman. The same stockholders that control the L. & L. Build- 
ing Co., Morris and Leo Lippman. 

Mr. Simon. Did it have three wholly owned subsidiaries? 

Mr. Lippman. Yes, sir. 

Mr. Sirvon. And built three section 608’s ? 

Mr. Lirrman. Yes, sir. 

Mr. Simon. Are the same facts that you testified to with respect to 
the Indianapolis section 608’s also applicable to the South Bend? 

Mr. Lippman. That would be true, sir. 

Mr. Simon. In Indianapolis, was one of the 1-4 section 608’s Admiral 
Homes, Inc. ? 

Mr. Lippman. Yes. 

Mr. Simon. Where is that located? 

Mr. Lirpman. That is located in Windsor Village, out at 6100 East, 
on 21st Street. 

Mr. Simon. Is another Arlington Apartments, Inc. ? 

Mr. Lippman. Yes. 

Mr. Simon. Where is it located ? 

Mr. Lippman. In the same general area. 

Mr. Simon. Do you know the street address ? 

Mr. Lippman. I don’t have the street address with me, sir. There 
are a group of five buildings comprising the Arlington Apartments. 
Some of those buildings front on 21st Street, some front on some side 
streets, sir. Some on Arlington Avenue. I don’t have the specific 
address for each of those. 

Mr. Stvwon. Another of those Indianapolis projects is Barrington 
Heights, Inc. ? 

Mr. Lippman. Yes, sir. 

Mr. Suwon. Where is that located ? 

Mr. Lirpman. That is located at Minnesota Avenue and Keystone 
Avenue, 

Mr. Simon. Is another Barrington Manor, Inc. ? 

Mr. Lippman. Yes, sir. 

Mr. Simon. Where is it located ? 

Mr. Lippman. That is located on Perkins Avenue, north of Bethel 
Avenue. 

Mr. Simon. Is still another Barrington Manor Second Corp. ? 

Mr. Lippman. Yes, sir. 

Mr. Stuon. Where is it located ? 

Mr. Lippman. Across the street from the Barrington Manor Corp. 

Mr. Siwon. Is another Commodore Homes, Ince. ? 

Mr. Lirrman. Yes, sir. 

Mr. Simon. Where is it located? 

Mr. Lirppman. Out in Windsor Village. 

Mr. Srvon. Is another Frontenac Apartments, Ine. ? 

Mr. Lirrman. Yes, sir. 

Mr. Stmon. Where is it located ? 

Mr. Lippman. 25th and Meridien Streets. 

Mr. Simon. Is another Grandville Apartments, Ine. ? 

Mr. Lirepman. Yes, sir. 
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South \ir. Srwon. Where is it located ? 

Mr. Lippman. On Carvel Avenue, I believe in the 6100 block, 

Mr. Simon. Is another Kitley Corp. ? 

Mr. Lirpman. Yes, sir. That is in the Windsor Vill: age area. 

Build- Mr, Sion, Is another Meadows Apartments Fourth Corp. ¢ 

Mr. Lippman. Yes, sir. 

Mr. Simon. Where is it located 2 

\ir. Lippaan. That is located in an area at 38th Street and Meadows 
Drive, adjoining the Meadowbrook Apartments on the west. 

Mr. Sruon. Is another, Meadows Apartments, Fifth Corp. ? 

pect to Mr. Lippman. That is in the same area as the Meadows. 

nd? Mr. Stuon. And that is one of your projects? 

Mr. Lippman. Yes, sir. 

dimiral Mr. Stwon. Is another, Mimear Homes ? 

Mr. Lippman. Yes, sit. 

Mr. Simon. Where is it located ? 

Mr. Lippman. That is located opposite the Barrington Heights 

) East, projec t. 

Mr. Srvon. Is another Norden Court, Inc. ? 

Mr. Lippman. That is located in the Windsor Village. 

Mr. Staon. That is one of your projects / 

Mr. Lippman. Yes, sir. 

Mr. Simon. Is another, Sherwood Apartments, Inc. ? 

Mr. Lirrman. Yes, sir. 

There \ir. Simon. Where is it located ? 

ments. Mr. Lippman. It is located at 13th and Delaware. 

ne side Mr. Stmon. During the course of construction, were 2 apartments 

pecific built on the top floor, 1 for Mr. Glueck and 1 for Mr. Peters? 

Mr. Lippman. They weren't specifically built for their purpose, but 

ington there were two apartments on the top floor. 

Mr. Stwon. And they moved in on completion of the building ? 

Mr. Lippman. Yes: I believe so. 

Mr. Simon. Did they pay the same rents as anybody else # 

vstone Mr. Lirrman. I don’t know, sir; but I would assume they would. 

: Mr. Sion. You don’t know ? 

Mr. Lippman. Not for certain. I would say that they would pay 
the same rent as anyone else. They were no special provisions made 
for them other than what had been made for anyone else. 

Bethel Mr. Stuon. We asked you questions about th: at several months : ago 
in Washington. Haven't you had an opportunity to check since 
then ? 

Mr. Lippman. No. I didn’t check on that, Mr. Simon. 

Mr. Sruon. Is another one of these projects Shoreland Towers, 
ine. ? 

Mr. LirpMan. Yes, sir. 

Mr. Simon. Where is it located 4 

Mr. Lippman. 3710 North Meridien Street. 

Mr. Stuon. Another one, Webster Homes, Inc. ? 

Mr. Lippman. Yes, sir. 

Mr. Stmon. Where is it located ? 

Mr. Lirvpman. That is in the Windsor Village area. 

Mr. Son. Another, West Arlington Homes, Inc. ? 

Mr. Livpman. Yes, sir. 

Mr. Stmon. Where is it located ? 
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Mr. Lirrman. In the Windsor Village area. 

Mr. Stmon. And the last one, Windemere Apartments, Inc. ? 

Mr. Lirrman. That is located in the 6100 block of Compton Drive, 

Mr. Simon. Those 14 projects are the 14 projects built by the L. & L, 
Corp. in Indianapolis ¢ 

Mr. Lippman. I believe you listed now more than 14 projects, Mr. 
Simon, but there were 14 projects developed, built by L. & L. 

Mr. Stwon. There are 18. Now, were four of these built by some- 
one else / 

Mr. Lippman. No; they were all built by L. & L. 

Mr. Gincer. Four are not 608’s. 

Mr. Simon. Four are not 608’s? 

Mr, Lippman. That is right, sir. 

Mr. Stuon. Which of the four are not 608°s? 

Mr. Lippman. The Meadows Apartments, I believe. 

Mr. Suwon. 4th and 5th? 

Mr. Lippman. 4th and dth. 

Mr. Stmon. Were they 207’s? 

Mr. Lippman. Yes. They are 207’s and the Barrington Manor 
projects that you listed. 

Mr. Stwon. Barrington Manor, Inc., and—— 

Mr. Lirpman. Built under section 207. 

Mr. Simon. 207 of the Housing Act? 

Mr. Lippman. That is right. 

The Cuairman. They are all financed by FHA? 

Mr. Lrppman. Yes, sir. 

Mr. Sion. Going to South Bend, is 1 of the 8 projects up there 
Blackwood Apartments, Ine. ? 

Mr. Lippman. Yes, sir. 

Mr. Staon. Where is it located? 

Mr. Lirpman. On Jefferson Street at 27th, as I remember. 

Mr. Simon. Is another, Canterbury Courts, Inc. ? 

Mr. Lippman. Yes, sir. 

Mr. Suwon. Where is it located ? 

Mr. Lirpman. That would be directly east of the Blackwood Apart 
ments. 

Mr. Simon. Is a third, Eddy-Colfax Apartments, Inc. ? 

Mr. Lippman. Yes, sir. 

Mr. Simon. Where is it located ? 

Mr. Lippman. At the corner of Eddy and Colfax. 

Mr. Srvon. Do you still own these 17 section 608 projects ? 

Mr. Lippman. Yes, sir. 

The Cuamman. Do you own the section 207s, too? 

Mr. Lippman. Yes, sir. 

Mr. Srwon. Can you give us the total amount of the mortgages on 
the 17 section 608 projects? 

Mr. Lippman. Yes. The total amount of the mortgages was 
$13,239,000. 

Mr. Stuon. And did you receive premiums on any of those 
mortgages ? 

Mr. Lirpman. Yes: we did, Mr. Simon. 

Mr. Srwon. What was the total amount of the premiums? 

Mr. Lippman. I believe thirty-some-odd-thousand dollars. Mr. 
Ginger will give me the list and I will be able to read it off to you. 
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Mir. Simon. We might skip that and come back. 
9 \iv. Guncer. We have it here, Mr. Simon. 
n Driv Mir. Lirepman. The total is $34,703.61. 
IL. &L Mr. Simon. Do you have the total costs, as the actual cost of the 
. d, the construction, financing, and all the other costs that vou paid 
ets, My connection with these 17 section 608 projects ¢ 
\ir. Lippman. Yes: we do, Mr. Simon. 
Vv some Mir. Simon. What is that ? 
; Mr. Lippman. $12,587,119.96. 
Mir. Simon. The difference between the total costs and the face 
iount of the mortgage is how much ¢ 
Mr. Lippman. $651,080.04. 
Mr. Simon, $651,800— 
Mr. Lippman. And $80.04. 
Mr. Stwon. In addition to that, you got $34,000 premiums on the 
mortgages / 
Mr. Liveman. That is right, Mr. Simon. 
Mr. Stmuon. So the total proceeds was about $685,000 more than the 
Mano} work cost ¢ 
Mr. Liveman. That is right, sir. 
Mr. Simon. In spite of the costs being $685,000 less than the mort- 
gages, you still own all these properties ? 
Mr. Lippman. Yes, we do, Mr. Simon. 
Mr. Simon. And each mortgage is signed only by the particular 
corporation that owns that building ? 
Mr. Lirpman. The sponsor corporation, yes, sir. 
p ther Mr. Simon. So that if any one of these 17 projects goes bad, you 
can turn that 1 back to the Government an dstill own the other 162 
Mr. Lippman. I would say that would be true, sir. 
Mr. Smron. How much capital stock was there in each of these 17 
sponsoring corporations ? 
Mr. Lippman. Would you prefer the total or do you want a break- 
down on each ? 
Mr. Stwon. I want just the capital stock in each. In each case, of 
Apart course, the Federal Housing Commission had a hundred dollars of 
preferred stock. 
Mr. Lirpman. We understand, Mr. Simon. 
Mr. Stmon. In Windemere, was the common stock $640? 
Mr. Lippman. I have the file on that. The total original capital 
investment, one—— 
Mr. Simon. My question was whether the common stock was $640. 
Mr. Lirpman. Windemere? Yes, the common stock paid in cash 
was S640 
Mr. Staon. In Webster Homes, was the common stock paid in cash 
wes O1 $1,140? 
Mr. Grncer. The total common stock in Windemere was $32,000. 
PS Was Mr. Lirpman. He is talking about paid in cash. 
The total common stock—I would like to make a correction, Mr. 
thos Simon. The total common stock in the Windemere Apartment was 
332,000. 
Mr. Sruon. Of which part of that was the land? 
Mr. Lippman. That is right. 
Mr. Simon. And $640 was paid in cash ? 
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Mr. Lirrman. That is right, and $11,840 was invested in land, at 
cost. 

Mr. Stmon. But the only cash that went in for common stock was 
$640? 

Mr. Lippman. In addition to that figure; yes. 

Mr. Stmon. In addition to the land? 

Mr. Lirpman. That is right. 

Mr. Srtmon. In West Arlington Homes, you put in the land and 
$500 for common stock ? 

Mr. Lirrman. Well, let me see, sir. We show $500 in cash. 

Mr. Stmon. Plus the land ? 

Mr. Lippman. And $67,000 in land. 

Mr. Srmon. This figure you are giving me for the land is just the 
figure you put ont it? That is not your cost ? 

“Mr. Lippman. No, that is our cost. 

Mr. Srmon. But all these land costs that we are now talking about 
have already been included in the costs of $12,587,000 ? 

Mr. Lireman. That is right. 

Mr. Simon. They are included in those costs ? 

Mr. Lippman. That is true. 

Mr. Srwon. In Webster Homes, in addition to the land, was the 
common stock for cash, $1,140? 

Mr. Lippman. The « cash was $1,140, and the land cost us $14,500. 

The CrarrmMan. The land has already been included in the total 
cost of the project that you gave us a moment ago ? 

Mr. Lippman. That is right, but you are asking me, sir, what the 
capital was invested in the corporations. 

Mr. Stmon. I did not. I asked you whether the cash put in for 
common stock was $1,140. 

Mr. Lrepman. That is right. 

Mr. Srwon. Shoreland Towers, was the cash put in for common 
stock $500? 

Mr. Lippman. Yes, sir, that is true. 

Mr. Stmon. In Sherwood Apartments, was the cash put in for com- 
mon stock $500? 

Mr. Lippman. I expect that would be so, sir, yes. 

Mr. Sruon. In Norden Court, was the cash put in for common stock 
$1,000? 

Mr. Lippman. I expect your records are true, Mr. Simon. 

Mr. Stwon. I am just reading from some material you have given 
us. 

Mr. Lippman. Yes. 

Mr. Stmon. In Mincar Homes, the cash for common stock was 
S500? 

Mr. Lippman. Yes. 

Mr. Stuon. In Kitley Corp., the cash put in for common stock was 
S00? 

Mr. Lipeman. I assume that is right. 

Mr. Srmon. In Grandville Apartments, the cash put in for com- 
mon stock was $500? 

Mr. Lippman. Yes, sir. 

Mr. Stuon. In Frontenac Apartments, the cash put in for common 
stock was $500? 

Mr. Lippman. That is true, sir. 
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Mr. Srwon. In the Eddy-Colfax Apartments, the cash put in for 
common stock was $500 ¢ 

Mr. Lippman. That is right. 

Mr. Stwon. Commodore Homes, $500 ¢ 

Mr. Lippman. I would say so. 

Mr. Stuon. Canterbury Court, $5002 

Mr. Lippman. Right. 

Mr. Simon. Blackwood Apartments, $12,000? 

Mr. Lippman. Right. 

Mr. Sruon. Barrington Heights, $500? 

Mr. Lippman. Yes. 

Mr. Simon. Arlington Apartments, $3,000? 

Mr. Lippman. Yes. 

Mr. Srwon. Admiral Homes, $800 4 

Mr. Lippman. That is right, sir. 

Mr. Simon, you have asked me what the capital structure of our 
company was. 

Mr. Stmon. As I understand it in each of these cases you put in the 
land and the amount of cash we have stated for the common stock. 

Mr. Lippman. That is right, sir. 

Mr. Simon. But in computing the costs that you gave use a minute 
ago you included the cost of the land as part of the building costs ¢ 

Mr. Lippman. Yes, I did, but in the capital setup of these 17 cor- 
porations we had invested over $500,000, 

Mr. Simon. Yes, and of that $500,000, $483,204 was for land, which 
is included in your building costs? 

Mr. Lippman. That is true, Mr. Simon. 

Mr. Simon. I just want to make sure we are not putting this land 
in twice. You don’t want to put it in twice, do you? 

Mr. Lippman. All right, sir. 

Mr. Sraon. Is that right? 

Mr. Lirprpman. O.K.,sir. 

The CuatrmMan. In other words, you were paid for the land out of 
the proceeds of the mortgage ? 

Mr. Lippman. No, that isn’t true. 

Mr. Sion. Whether you physically used that money for that pur- 
pose, the proceeds of the mortgage were $685,000 in excess of the 
total cost of the land, the building, the financing charges, and every 
other cost that you had in connection with the constructing of these 
17 buildings ? 

Mr. Lippman. Yes, that is true. 

Mr. Srron. Thank you. 

The Cramaran. Thank you very much. 

Mr. Lippman. Mr. Capehart, may I be permitted to carry on for a 
moment, please ? 

The Cuarrman. You may make any statement you care to. 

Mr. Lippman. You have from time to time made statements to the 
effect that you were interested in what the facts of the case were. 

The Cratrman. That is right. 

Mr. Lippman. I would like you to know, sir, that we invested a 

cash amount of $507,000 in our original 17 sponsoring ere ations. 

The Cuamrman. We have just discussed th: at, the $483,000 was for 
land that was included in the mortgages. 

Mr. Lippman. That is right, sir. 
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The Cuarrmman. Paid back out of the proceeds of the mortgage. 

Mr. Lirrman. That is right. There was $13 million received out of 
FHA-insured loans. 

Now, the entire proceeds of the FHA loans were received by these 
17 companies, and all of the proceeds of these loans were paid out 
to a contracting company, together with expenses that were incurre«| 
during construction for interest, taxes, insurance. 

The Cuatrman. Was the contracting company your own company ! 

Mr. Lirrman. There was an identity between the contracting com 
pany and the 17 owning companies. 

The Cuairman. There were the same stockholders? 

Mr. Lippman. Yes, there was a very definite identity of interes! 
between the two corporations. 

Mr. Stuon. I take it for income tax purposes you did not pay any 
income tax on the $685,000, but filed a consolidated return and treated 
them all as one? 

Mr. Lippman. We did file a consolidated return. 

Mr. Smon. That permitted you not to pay any income tax on that 
$685,000 ? 

Mr. Lippman. Mr. Simon, I am not fully aware of what our income 
tax returns showed. The L. & L. Building Corp. engaged in some 
other projects, aside from these section 608’s, and I assume that our 
tax return has been made in proper order; that the tax has been paid 
that was due the Government. 

Mr. Sraon. Would there be any other purpose of filing a con- 
solidated tax return other than to be excused from paying an income 
tax on the $685,000? 

Mr. Lirpman. It is permitted, isn’t it, under the law ? 

Mr. Smron. Oh, yes; no question about it. 

Mr. Lippxtan. Well. sir, a statement appeared in last night’s paper 
to the effect that we had made a windfall profit. I understand a wind- 
fall profit by your definition to be that portion of a loan that exceeds 
the cost of a structure. 

The Cuairman. Let me ask you this—— 

Mr. Lrepman. Yes, Senator. 

The Cramrman. When you started in to build these, was it 17 
projects ? 

Mr. Liven. Yes. 

The Crarrman. Knowing that the law said 90 percent of 100; that 
the mortgages were to be 90 percent of the Commissioner’s estimated 
appraised replacement cost, did you expect to get back or to build all 
these projects after paying all the expenses, have $685,000 left over? 

Mr. Lirpman. No, Senator; we did not expect it. 

The Cnairman. That wasa windfall, then; was it not ? 

Mr. Lippman. No, sir; it was nota windfall. 

The Cuarmman. What was it? 

Mr. Lippman. It was a profit earned by the construction company 
out of a contract that it had entered into with its own owning cor- 
poration. 

The CrarrMan. But you owned both the construction company and 
you put in each of these projects as little as $500 in cash, plus the land. 

Mr. Lirrman. No, sir; together with our land. There was a half- 
million dollars that went into the project. 

The Ciaran. Including the land? 





Mr. Lr 
The C1 
Mr. Li 
tween it. 
and the t 
The C1 
five-hund 
QUO more 
Mr. Li 
The Cy 
Mr. Lt 
The C 
and if on 
ment and 
Mr. Lr 
The 
Mr. Li 
Mr. Si 
G00 surp] 
went for 
The C 
Mr. la 
of the ite 
The @ 
here a 
Mr. Li 
you say— 
The © 
we will a 
Mr. Li 
tor Cape 
these jok 
general ¢ 
Mr. Si 
Congress 
ing these 
every fei 
as closely 
Mr. Li 
Mr. Si 
Mr. L 
that we 
The C 
itisa fa 
Mr. Li 
here, Sei 
prefabri 
liouses, 1 
those ho 
The C 
objection 
The thin 
own the 
own pur 


age. 


l out of 


y thes 
uid out 
reurred 


ipany / 
g com 


nteres! 


ay any 
treated 


on that 


income 
n some 
lat our 


nm paid 


a con- 
Income 


paper 
wind- 
xceeds 


): that 
mated 
ild all 


_ over’ 


npany 
@ cor- 


vy and 
> land. 
. half- 


FHA INVESTIGATION 2637 


Mr. Lirpman. That is right. 

The Cnarrman. But your money was returned out of the profit. 

Mr. Lirpman. Yes. I don’t know how you can differentiate be- 
tween it. The net result was there was a difference between the loan 
ind the total costs of the structure. 

The Cuamman. For argument’s sake, let’s say that you did put in 
five-hundred-some-thousand cash. You got $685,000. That is $185,- 
0 more than all the cash you put in. 

Mr. Lippman. Yes. 

The Cuatrman. And you still own the property 4 

Mr. Lirpman. Yes, that is true. 

The Cuarrman. And the Government guaranteed the mortgages, 
ind if one of the projects goes sour, you will give it back to the Govern- 
ment and keep the other ? 

Mr. Lirpman. May I have a drink of water, Senator? 

The Cuaiman. Yes; we will give you a glass of water. 

Mr. Lippman. Please. 

Mr. Suwon. I think these figures are wrong, Senator. The $685,- 
000 surplus is after reimbursing him for the half-million dollars that 
went for the land. 

The CuarrMan. I thought we brought that out 2 or 3 times. 

Mr. Lippaan. Senator C apehart, may I go into the det ails of some 

f the items that we did in the construction which I feel were unusual / 

The Crairman. Unless it has some bearing upon the subject matter 
here ——== 

Mr. Lippman. Yes, I think it does, sir. Senator Capehart, would 
you say— 

The CHamman. If you are trying to prove you are a good builder, 
we will admit that. 

Mr. Lirpman. No; I have gone beyond being a good builder, Sena- 
tor Capehart. We have undertaken to perform in construction of 
these jobs any multiplicity of work that isn’t ordinarily done by a 
general contractor. 

Mr. Siuon. Mr. Lippman, were you aware of the fact that in 1947 
Congress amended the law to provide that the Commissioner, in mak- 
ing these estimates of cost on which he gave his mortgage, was to use 
every feasible means to assure that such estimates would approximate 
is closely as possible the actual cost of the efficient building operation / 

Mr. Liurpman. I didn’t know that, sir. 

Mr. Simon. You didn't? 

Mr. Liepman. But I have no objection to that statement and I say 
that we operated——— 

The Cuamman. Why do you say you have no objection to it when 
itisa fact? It is law. 

Mr. Lippman. All right, sir. I feel we have a different condition 
here, Senator Capehart. For instance, would you feel it proper for a 
prefabricator who supplies a group of builders with prefabricated 
llouses, it would be proper for him to earn a fee for manufacturing 
those houses ¢ 

The Cnatmman. Mr. Lippman, the thing you forget, we have no 
objection to people making a profit. We want them to make a profit. 
The thing you seem to forget is that in this instance you continued to 
own the projects when they were finished. You built them for your 
own purpose- 
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Mr. Lippman. Is there anything wrong in that, Senator Capehart? 

The Cuarrman. The Government was guaranteeing the total 
amount of the mortgage and the law said 90 percent of ‘100. 

Mr. Lippman. The law said 90 percent of 100 of an estimated cost 
of an efficient builder. 

Mr. Simon. And you are an efficient builder; aren’t you? 

Mr. Lirpman. Yes, we are. I hope so. We have done any number 
of jobs there that aren't ordinarily done by the efficient builders in this 
town. 

Mr. Simon. You mean you are a supereflicient builder / 

Mr. Lippman. No, sir; | don’t mean we are a supereflicient builder 
except we undertook to do the work ordinar ily let to a subcontractor, 

Mr. Simon. The thing that—— 

The Ciamman. Of course you did and thereby reduced the cost of 
building your own project, that you yourself opened when it was fin- 
ished and are now renting and getting the rents. 

Mr. Lirpman. That is correct. 

The Ciaimman. They were built for the purpose of making income 
out of rents not for the purpose of making a profit when you build it. 
and continue to own it. 

Mr. Lippman. Does it lessen the value of the structure if we had 
undertaken to do contract work on it? 

The Cuamman. We dont care what you do excepting when the 
Government is guaranteeing the mortgages. That is all. That is the 
only interest we have. 

Mr. Lippman. I don’t see how it has adversely affected the value of 
the mortgage, Senator Capehart, if we have undertaken to do and to 
perform in these jobs the work ordinarily let to subcontractors. 

Now may Lask you this: Would you have any objection to an archi- 
tect earning a fee for architectural services? That is an added cost to 
astructure. You don’t expect that to be done by the general contractor, 
do you, sir?) Now, if we were to undertake to do the work of an archi- 
tect, how would that jeopardize the building in any way? <Aren’t we 
entitled to the fee that the architect would ordinar ily e: arn? Does the 
security of the Government lessen any of the fact 

The Cnarrman. If you did the work for some other concern, yes, 
but you did it for yourself and you continue to own the project. 

Mr. Lippman. Is that an unusual thing, Senator? 

The Ciairman. It certainly is when the Kederal Government guar 
antees the mortgage. 

Mr. Liepman. Take the General Motors Co. 

‘The Cuairman. I don’t propose to argue the case with you. The 
facts speak for themselves. 

Mr. Lippman. May I read a prepared statement, sir? 

The CnHatrman. You may. 

Mr. Simon. Mr. Lippman, when you mow the 
your house, does anybody pay you for it? 

Mr. Lirpman. No; but if Phired someone to do it, sir, I would expect 
to pay him for it. 

Mr. simon. When you do it yourself, you don’t expect anybody to 
pay you for it, do you? 

Mr. Lippman. May I read the statement? 


grass in front of 


Congress created title VI of the National Housing Act as an emergency measure 
to relieve the critical housing shortage developed during the war years. Under 
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ction 6OS of this title sponsors of rental-housing projects were offered FHA 
isurance of loans equal to 90 percent of the estimated replacement cost. The 
FHA pointed out to builders that the 10-percent fee for builders and architects 
ould be used to establish the required equity in a section 608 project, thereby 

rtually assuring a 100-percent loan on estimated cost. This was the law which 
Congress enacted to cure the postwar housing shortage. 


Mr. Stmon. You forget Congress amended the law in 1947 which 
you say you didn’t even know about. 
' Mr. Lippman. May I goon, Mr. Simon? This will only take a few 
moments, 

Mr. Simon. You ought to be fair. If you are going to talk about 
the law Congress enacted—— 

Mr. Lippman. May I continue—— 

Mr. Stmon. And recognize the amendment. 

The CuarrmMan. Let us be the judge as to when you talk and when 
we talk. 

Mr. Lippman (reading): 


Despite the attractive aspects of section 608, builders were reluctant to enter 
into the program because of a short labor supply and constantly rising costs. 

was fear of loss through inability to accurately estimate cost in this time 
f runaway inflation which kept most builders out of the program. 

In early 1949, we undertoook our first rental housing project under section 
§0S and ultimately completed 17 projects, varying in style from 1-story row 
housing to 9-story elevator buildings, containing a total of 1,707 apartments. 
These projects were designed to meet the housing needs of various groups of 
our citizens and were received as a blessing not only by the occupants but also 

y the community at large. Each project, in accordance with FHA regulations, 
was owned by a separate corporation. 

We made a capital investment in cash or land at cost in these companies in 
excess of half a million dollars, 

We wish to present the facts regarding the FHA-insured loans which these 
17 companies received. The total loans received were $15,239,000. This entire 

1m Of money plus other funds of the companies was used to pay the contractors 
vho built the building and to meet charges for financing, interest, insurance, ete., 

uring the construction period. No unused mortgage proceeds remained in any 
these companies, 

The contracts let by these companies for construction of the projects were 

t to two contractors having an identity of interest with the owning companies 
fhrough stock ownership just as an identity of interest exists between General 
Motors Corp. and Allison Engineering Co., between A. T. & T. and Western 
Klectrie Co., and between thousands of other companies which are affiliated. 

We feel that the important question is whether the 17 owning ecmpanies 
entered into contracts which were unreasonable, thereby enabling the con- 
tracting companies to earn an unreasonable profit. Our answer is “No,” and we 
Wish to present the facts regarding these contracts. 

Mr. Simon. Are you concerned with whether you violated the 
statute ¢ 

Mr. Lippman. No, Tam not. T know we did nothing improper nor 
illegal. 

Mr. Simon. You indicate you are only concerned with whether you 
made an unreasonable profit—ot course, this committee's only concern 
is Whether the statute was violated and not whether you made an 
unreasonable profit. 

Mr. Lippman. I think we have some circumstances here that ought 
to be made known to this committee. 

Phe Cuaiman. We want the facts. You may proceed. 

Mr. Lippman (reading) : 

Contracts let totaled $12,718,353.91, and the contractor’s costs were $11.912,- 
489.71, leaving a net cash gain to the contractors of $800,844.20, or slightly over 
6 pereent on the volume of work performed. 

I may say we invested, reinvested $150,000 back into the structures. 
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Mr. Stwon. The contractor owns the builders ? 

Mr. Lippman. That is right. Out of this $800,000 we reinvested 
this $150,000, leaving that net of six hundred some-odd thousand as 
we cliscussed. 

We cannot regard this as an unreasonable profit, even for the usual 
general contractor. 

The Cuairnman. We are not saying it is unreasonable. We are 
simply saying it isn’t a profit at all, but a windfall, because you, on a 
Government-guaranteed mortgage, you hold the mortgage. 

Mr. Lirpman. I regard this as a contract between two contracting 
entities, 

Mr. Stwon. You said 2 or 3 minutes ago that you understood FHA 
permitted you to put the builder’s fee in as part of the 10-percent 
equity. 

Mr. Lippman. Yes. 

Mr. Srvon. If I understand you correctly, you want to put the 
builder’s fee in as a 10-percent equity. In addition to the 10-percent 
equity, you want a $650,000 second profit on the job and you want to 
own the properties to boot, is that right ? 

Mr. Lirpman. No, Mr. Simon, I would say this: That we earned 
the $600,000 that you talk about. 

Mr. Srwon. As one profit ? 

Mr. Lippman. No, sir. Let me go on. 

Mr. Sruon. That is in addition to the 10-percent fee ? 

Mr. Lippman. Yes. I say we performed additional services, un- 
usual to the ordinary general contractor, and that we were entitled to 
earn a fee that a subcontracto r would ordinarily earn. 

Mr. Simon. Aren’t you saying exactly what I said, that in addition 
to the 10 percent builder’s and architect’s fee that you put up for the 
equity between 90 and 10 percent, you want an additional fee of 
$650,000, and you still want to own the properties, isn’t that true? 

(Conference between Mr. Ginger and Mr. Lippman.) 

Mr. Stmon. Isn’t that true, Mr. Lippman? 

Mr. Lippman. Mr. Ginger informs me and he thinks I ought to 
make it known to the committee here that in FHA’s estimate of cost 
that a builder’s fee had been set up. 

Mr. Srmon. Five percent. 

Mr. Grncer. Eight percent. 

Mr. Lippman. Eight percent. 

Mr. Simon. We will give you 10 percent. 

Mr. Lippman. Which exceeded our costs, our builder’s fee by some 
three-hundred-some-odd thousand dollars in this project. 

Mr. Stmon. Getting back to this question I eh you 3 times, isn’t 
it true that after taking a 10 percent builder’s fee for the equity 
money, you want- 

Mr. Lirrman. No, we didn’t take any fee out. We didn’t take the 
entire fee out, Mr. Simon. 

Mr. Ston. Mr. Lippman, the $650,000 we are talking about is over 
and above the total proceeds of the mortgage, is that right? 

Mr. Lippman. That is true. 

Mr. Srmon. And the total proceeds of the mortgage was 90 percent 
of the estimated cost. Is that true? 

Mr. Lirpman. What is that, sir? 
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Mr. Simon. The mortgage was 90 percent of the theoretical esti- 
nated cost? 

Mr. Lirpman. Yes. 

Mr. Srmon. And the difference between 90 percent and 100 percent 
is the 10 percent fee that FHA allowed you? Is that correct? 

Mr. Lippman. Yes. 

Mr. Srmon. So that in addition to getting your fee in as the 10 
percent equity, you want an additional fee of $650,000 in cash, and 
vou still want to own the property. Isn’t that true? 

Mr. Liepman. No, I would not. 

Mr. Stmon. My question was not whether you earned it. 

Mr. Lippman. Whether we received it? 

Mr. Stmon. My question is whether it isn’t a fact that in addition 
to the 10 percent equity fee that represented the difference between 
90 and 100 percent of cost, in addition to that 10 percent you asked 
for $650,000 in a cash profit, and you still want to own the building? 

Mr. Lippman. Certainly we expect to own the building, Mr. Simon. 

Mr. Stmon. And you want $650,000 in cash fee; is that right? 

Mr. Lippman. Because we had earned it, sir. 

Mr. Stmon. And in addition you want 10 percent equity in there 
representing builders and architects’ fees? 

Mr. Lippman. We feel we earned that also, sir. 

The Cuatrman. Mr. Lippman, let me ask you a couple of ques- 
tions. 

The total amount of the mortgage to all those projects was $13 mil- 
lion; is that right? 

Mr. LiermMan. That is correct. 

The Carman. Is that correct? 

Mr. Liepman. That is correct. 

The CHarrMANn. Your position is you put something like $500,000 
in in the form of cash and land; is that correct ? 

Mr. LirrMAn. That is correct. 

The Cuatrman. The law said 90 percent of 100, which intended that 
you put 10 percent of your own capital in. Now, 10 percent of $13 mil- 
lion is $1,800,000, In reality you should have put $1,300,000 in instead 
of taking out $685,000 ? 

(There was a conference between Mr. Lippman and Counsel 
Ginger. ) 

Mr. Sruon. Could we get you to do that tonight, maybe, and finish 
reading your statement now ? 

Mr. Lirpman. Allright. If you will— 


we wish to further point out that, in the construction of these projects, our con- 
tractors did many things which were not usual to general contractors. 





Mr. Stuon. By “our contractor” you mean yourself ? 
Mr. Lippman. Our company, our affiliate, L. & L.— 


and we feel that the gain which the contractors realized would have been wiped 
out completely had they not performed the following unusual functions and 
realized the gain normally going to others for such work: 

(1) Purchased materials in carload and directly from mills and manufac- 
turers, thereby realizing a materials dealer’s profit. 

(2) Owned and operated a materials yard and cutting mill, thereby realizing 
a prefabricator’s profit. 


50690—54—pt. 3——_56 
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(3) Owned and operated its own heavy construction equipment (scoops, 
shovels, dozers, graders, etc.), thereby realizing a grading and excavating con- 
tractor’s profit. 

(4) Constructed a team track for rail freight and operated a fleet of ready- 
mixed concrete trucks and other trucks, thereby effecting a substantial savings in 
hauling cost. 

(5) Performed on most projects all or a substantial part of the work of the 
following trades which are generally subcontracted, thereby realizing the usual 
subeontractor’s profit: 

(a) Plumbing, (0) heating, (c) electrical, (d@) decorating, (e) concrete, (f) 
lathing. 

Had our contractor not performed the unusual functions set forth above, the 
costs of construction of these projects would have far exceeded the FHA estimates 
of such costs. 

Much of the saving effected by the contractor through efficient operation were 
passed on to the owners, resulting in a cost to the owners which was far less than 
the cost at which they could have let a contract to strangers. 

To criticize our contractors for making a profit from its usual business of con- 
struction is therefore to criticize initiative and enterprise and to-place a premium 
upon inefficiency. 

Since lh HA estimates were estimates of cost to the average builder, it would 
indeed have been remarkable if some difference between estimated and actual 
costs did not result in each and every project. 

At the close of our last fiscal year rents received from all our 1,707 apartments 
constructed under section 608 since they were first oceupied totaled $5,752,749.80, 
while net rents remaining for dividends to stockholders for the same period were 
only $160,242, or less than 3 percent of gross rents. We doubt if anyone would re- 
gard 3 percent as an excessive return or even the normal profit which most land- 
lords expect. Even this small return would have been impossible were it not for 
the fact that none of these 17 owning companies have ever paid any officers’ sal- 
aries or many of the other expenses necessary to a business operation, such as 
salaries for bookkeepers and clerical help, auditing expenses, office rent, telephone 
expense, etc., all of these services having been donated without charge by the 
stockholders, 

We feel that we have always conducted our affairs in accordance with good 
business practices and in a highly ethical fashion with full awareness of our 
responsibilities to our conscience, our Government, and our fellow citizens and 


neighbors. We ask only that we be judged fairly and with full awareness of 


the facts, and, if this be done, we are confident we will be found blameless of 
any charge of wrong-doing or sharp practice. 

The Craiman. Well, Mr. Lippman, the facts are that you built 
$13 million worth of projects. The Federal Government guaranteed 
the mortgages, and we claim you increased a very, very small amount 
of money. You claim you increased $500,000. We claim the law says 
90 percent of 100, which meant that you should have put $1,300,000 
in the projects. We will take your figures for it, which we think are 
not the proper way to figure it. You put in $500,000. You still own 
the properties. 

Mr. Lippman. We hope to carry on for a long time, Senator, with 
them. 

The Cuamman. Let me say this to you: You could not have got 
$15 million in mortgages had FHA not approved it. 

Mr. Lippaan. That is true, Senator. 

The Cuamman. What we are trying to prove in this investiga- 
tion— 

Mr. Lirpwan. Our conscience is clear. 

The CrarrMan. The looseness in which it was operated. We cer- 
tainly find in this case there was a windfall profit and there was mort- 
gaging out. 

Mr. Lireman. I deny that. 

The Cuatrman. Thank you, sir. 
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Our next witness will be Mr. Zerman. 

Mr. Zerman, will you be sworn? 

Do you sole nny swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so he Ip. you God ¢ 


TESTIMONY OF MILTON E. ZERMAN, CRANE VILLAGE, CRANE, 
IND., ETC. 


Mr. Zerman. I do. 

The Cuarrman. Thank you, sir. Will you be seated. 

Will you give your full name and address to the reporter, please, 
tor the record. 


Mr. Zerman. Milton BE. Zerman, 115 Central Park West, New York 


City. 
Mr. Siaronx. Milton EK. Zerman, 115 Central Park West, New York 
City ? 


Mr. ZeRMAN. Yes, sir. 

Mr. Simon. Mr. Zerman, you are the principal owner of the Crane 
Village project at Crane, Ind. ? 

Mr. Zerman. Yes, sir. 

Mr. Suwon. What is the name of the corporation that owns the 
project ¢ 

Mr. Zerman. Crane Villiage, Ine. 

Mr. Simon. And who are the stockholders of Crane Villiage, Inc. ? 

Mr. Zerman. [am, sir, plus the FHA. 

Mr. Simon. You own all the stock except the $100 of preferred stock 
that FHA owns? 

Mr. ZerMan. Yes, sir. 

Mr. Suwon. And who constructed the project ? 

Mr. Zerman. The Eagle Construction. 

Mr. Simon. Eagle Construction Co. ? 

Mr. ZermMan. Yes, sir. 

Mr. Staon. Do you have any connection with that company ? 

Mr. ZerMAN. I am president of that company, also. 

Mr. Stuon. Do vou also own the controlling stock interest in that ? 

Mr. Zerman. I do. 

The CratrmMan. In other words, you own both the construction 
company that built this project and likewise you own the project, 
itself ? 

Mr. ZerMan. Yes, sir. 

The CuarrmMan. You own both companies? 

Mr. ZerMan. Yes, sir. 

The CHamMan. So it is one and the same? 

Mr. Zerman. Yes, sir. 

The Cramman. As far as the stockholders are concerned, and as 
far as the earnings, 1f any earnings, is concerned ? 

Mr. ZerMan. Yes, sir. 

The Cuarrman. You own both the construction company and the 
project ¢ 

Mr. Zerman. I do, sir. 

The Cuamman. That is the same situation as the witness we just 
had before us. 

Mr. ZermMan. Exactly. 
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Mr. Sruon. Mr. Zerman, this project was built under title VIII of 
the National Housing Act commonly known as the Wherry Act? 

Mr. ZerMan. Yes, sir. 

Mr. Simon. Built on Government property ? 

Mr. ZerMan. Yes, sir. 

Mr. Smmon. And a 75- or 99-year lease ! 

Mr. ZerMAN. Seventy-five. 

Mr. Spron. What is the rental ? 

Mr. ZerMAN,. I believe it is $100 a year. 

Mr. Simon. Now, initially, did you become interested in this project 
through a solicit: ation of bids by the Navy Department ? 

Mr. Zerman. We did, sir. 

Mr. Srmon. And the Navy Department invited you and other 
builders to bid for the construction of this job? 

Mr. ZerMan. That is correct, sir. 

Mr. Stwon. And the successful bidder would be given an FHA 
mortgage on the completed project ? 

Mr. ZerMan. Based upon the amount of our bid; yes, sir: within the 
limitations of the FHA cost figures. 

Mr. Stuon. And what was the amount of the FHA mortgage / 

Mr. Zerman. I don’t have the exact—wait a minute. Without look- 
ing too quick, or wasting your time, I believe it is $1,563,000, approxi- 
mately. 

Mr. Sron. What was your cost of building the building, Mr. Zer- 
man ? 

Mr. Zerman. I don’t have my exact figures here, but thinking in 
terms of including the cost to Eagle and the cost to me, and the owner- 
ship company, and what has occurred in the interim periods, I would 

say in the vicinity of $100,000 over the mortgage. 

Mr. Srwon. Over the mortgage ? 

Mr. ZermMan. Yes, sir. 

Mr. Stwon. How many units are there in this Crane project ? 

Mr. Zerman. Two hundred. 

The CratrmMan. Will you identify where Crane is located? Is it 
the Crane Naval Base at Crane, Ind. ? 

Mr. Zerman. The ammunition depot ; yes, sir. 

The Cuamman. Down in Martin County, Ind.? 

Mr. ZerMan. Yes. 

Mr. Sion. As of the day before this project was completed, what 
housing was available to the Navy personnel at that ammunition 
depot - 

Mr, Zerman. They had a group of dwellings that they called the 
cottages. 

Mr. Sraon. 300 of those ? 

Mr. Zerman. Approximately, sir. Then there was also a group of 
substandard housing, complete slum areas, of about 270 units. 

Mr. Srwon. 270 units ? 

Mr. Zerman. They were in the process of being demolished or a 
large percentage of them; some people stayed in them, of course. 

Mr. Stow. Prior to your building this project, what investigation 
did you make of the need for this housing unit that you built? 

Mr. Zerman. We had a certificate of need signed ‘by the Secretary 
of the Navy, which said that housing was required at this project, this 
place. 
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Mr. Simon. When did the Secretary of the Navy issue that 
ertificate ¢ 

Mr. Zerman. Immediately prior to our—I believe that the Secre- 
‘ary assigns certificates of need after we bid a project. 

Mr. Sivox. And FIA can’t give the mortgage without that 
certificate ¢ 

Mr. ZERMAN. Yes, sir. 

Mr. Stwon. When was the certificate issued ? 

Mr. ZerMAN. I would say in late 1952. 

Mr. Simon. Late 1952. Do you recall the month ¢ 

Mr. ZermMaAn. No, sir. I will look it up. 

[ would say it would be in the vicinity of June or July. 

Mr. Stuon. June or July of 1952? 

Mr. ZermMan. This is—I believe that is. I don’t have the exact date. 

Mr. Stwwon. When did you finish building the building? 

Mr. Zerman. The project was finaled out 100 percent completed 
in—in May 1954. 

Mr. Simon. May 1954? 

Mr. ZerMAN. Yes, sir. 

Mr. Simon. How big was the rush to occupy the project? 

Mr. ZermMan. Well, we had our first units available in December 
1953, the first 30 units. By February we had 12 families in the project. 
Mr. Simon. How many units were then available for occupancy ? 

Mr. ZermMan. By February it went up to 60, between February and 
April, the remaining units on the project became available up to the 
complete 200. 

Mr. Srwron. 200 were available in April? 

Mr. ZerMAN. Yes, sir. 

Mr. Stwon. And how many were occupied in April 4 

Mr. Zerman. Twelve. 

Mr. Staon. How many were occupied in June? 

Mr. ZermMan. Twelve. 

Mr. Stuon. How many were occupied in July? 

Mr. Zerman. Twelve. 

Mr. Stuon. Out of 200? 

Mr. ZERMAN. Yes, sir. 

Mr. Srwon. What was the reason, Mr. Zerman, if there was a 
creat need for this housing in June or July of 1952, that you could 
only rent 6 percent of the apartments after you completed the job? 

Mr. Zerman. I think it can come down to two reasons, sir: One, 
I don’t think there was ever any need for that amout of housing at 
that price. 

Mr. Simon. Do you mean in the first place? 

Mr. Zerman. Yes, sir. 

The Cratmeman. What was the amount of the mortgage? 

Mr. Zerman. About $1,500,000, or $1,600,000, sir. 

The Cuarrman. You built this at the request of the Navy? 

Mr. ZerMAN. Yes, sir. 

The Cuatrman. The mortgage was guaranteed by FHA? 

Mr. Zerman. Yes, sir. 

The Cuatrman. So far you have only been able to rent 12 of the 
apartments ¢ 

Mr. Zerman. No, sir; the situation has changed. 

Mr. Srwon. I was getting into that. 
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Up until July when you hadn’t reduced these rents you only rented 
a few of them? 

Mr. ZerMan. Yes, sir. They didn’t need the apartments, particn- 
larly at those high rents. The people in that area weren’t ready to 
accept rents 

The CHairman. Have you testified as to what the amount of the 
unit rental was? 

Mr. Simon. That FHA provided for in the project analysis? 

The Crarrman. What were the rents? 

Mr. Simon. The rents on the 314-room apartments was $69 a month; 
41/4 rooms, $79.25; and the 6-room apartments, $89.50. 

The Ciaran. How many six-room apartments did you have? 

Mr. Zerman. There were 40, sir; 20 percent of the job. 

The Cuamman. Tell us why you weren't able to rent them ? 

Mr. Zerman. As I said, I feel one of the primary reasons is the 
lack or was the lack of need in the area. The other reason 

The Cuatrrman. Let me ask you this: Why didn’t you go down there 
and check this yourself ? 

Mr. Zerman. As I said to Mr. Simon, sir, when we receive a. certifi- 
cate of need from the United States Navy, and a request from the 
Nav y to the effect that they want this housing built on a project, and 
a location, I don’t think—maybe it is, sir, but T never thought it was 
our job to question that need. 

The Cuatrman. In other words, you took the Navy’s word that 
200 units were needed at the Crane Naval Ammunition Depot? 

Mr. Zerman. Yes, sir; by the nature of the Wherry bill. 

The Cuairman. Then you bid on the project, did you? 

Mr. Zerman. Yes, sir. 

The Cuarrman. Were you the lowest bidder? 

Mr. Zerman. We were. 

The Cuairman. You were awarded the contract by the Navy? 

Mr. Zerman. Yes, sir. 

The Cuamman. And FHA guaranteed the mortgage? 

Mr. ZerMan. Yes. sir. 

The Criamman. Who is carrying the mortgage today? 

Mr. Zerman. At the present time it: is supposed to go to Fanny 
May. 

The Cnairman. Who has the mortgage at the moment ? 

Mr. Zerman. Right now it is with the Trust Co. of New Jersey 
because the mortgage is in default. Fanny May refuses to take the 
mortgage because the moneys haven't been paid to carry it. They 
insist on having a current, up-to-date mortgage before they take 
possession. 

The CHatrMan. Fanny May is the Government itself ? 

Mr. Zerman. Yes, sir; and the Government itself refuses to take the 
mortgage because the carrying charges haven’t been met on it. 

Mr. Stmon. Of course, Fanny May, which is the Federal National 
ee Association, doesn’t want to take out a lability that they 
think belongs to FHA if the mortgage is already in default. 

Mr. ZermMan. That is true, sir. 

Mr. Simon. Now, in the last couple of months you reduced the 
rents, didn't you ? 

Mr. ZeRMAN. We did. 


Mr. Siuox. To what level did you reduce them ? 
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Mr. ZerMAn. Well, did you want me to proceed / 

Mr. Simon. You hadn't finished? Excuse me. 

The CHARMAN. You may proceed. 

Mr. Zerman. | feel the other reason resulting in the lack of interest 

n our Crane Village project was the attitude of the residents of the 
irea, the Navy, Congressman Brey, and everyone concerned in tearing 
down of the flattops or the temporary housing that was available in 
the Crane Village area. 

The CHarrMan. Let me ask you this: There were at this location 
iow many of the old-type units ? 

Mr. ZerMan. 275, I believe. 

The CuarrMan. 275 temporary units? 

Mr. ZeRMAN. Yes, sir. 

The CHatrMan. You were promised by the Navy that the Navy, 
who owned these temporary units, would fear them down and thereby 
the tenants would move into these new buildings that you built ? 

Mr. ZermMan. It was guaranteed to us, and the FHA and the letter of 
instructions to it are in great length. 

The CHamman. Do you have those instructions? 

Mr. ZerMan. We were never given it in writing. 

The CHAIRMAN. It was purely verbal / 

Mr. ZerMAN. Yes, sir. 

The Cuarrman. Did the Navy tear down these temporary buildings ? 

Mr. ZermMan. They tore down or are tearing down now those units 
that are empty. There is being no force used to eject the people from 
these temporary quarters. 

Mr. Stuox. What is the rent on those Lanham Act houses? 

The CHarrmMan. ‘Temporary quarters. 

Mr. ZorMAN. I believe it is in the vicinity of $ * $40 a month. 

Mr. Stmon. The problem that you have is hat ‘the naval personnel 
who are living in those houses and paying $35 or $40 a month would 
rather live in the substandard houses at substandard rentals, than to 
move into your building and pay twice the rent 4 

Mr. Zerman. In the beginning, that was the problem, but, then, 
when this tussle developed over whether the flattops should come 
down or not people started leaving the area completely. 

The CrarrMan. You are talking about temporary housing when 
you say “flattop”’? 

Mr. Zerman. Yes. People started flocking away from the areas. 
Articles came out in the paper that rents were ridiculously high 
and people should not move into our project. These notices came out 
by a number of people of importance in the State. They also said if 
they stand pat and don’t move in the rents will be removed. As a 
result people moved out of 08 flattops but not into Crane Village. 
They moved away from the area. 

Mr. Stuon. How much did: you have to reduce the rents ? 

Mr. ZerMan. We made an arrangement with the FHA, Congress- 
man Brey, and the Navy as regard to what to do to overcome this 
situation. One of the parts of that arrangement was for us to reduce 
the rent $20 a month, approximately. 

Mr. Srwon. $20 across the board ? 

Mr. ZermMan. We could not afford to wait for all the multiple fac- 
tors to occur, so we reduced the rents in advance hoping that at least 
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some income would be available to carry the project during: this 
interim period, 

The CiatrMan. Since you have reduced the rents how many units 
are occupied 4 

Mr. Zerman. We have gone from 12 at the end of July up to 89, 
sir. 

The Cuamman. Eighty-nine of the two hundred ? 

Mr. ZerMan. Yes. 

The Ciatrman. You have 121 units that are empty 4 

Mr. SIMON, 111. 

The CuatrMan. 111 apartments that are empty ? 

Mr. Zerman. | will say we are increasing at the rate of 8 or 9 a 
week. 

The CuatrmMan. Do you think the reduced rents are going to be able 
eventually to rent all of the apartments ? 

Mr. ZerMan. I am very hopeful of it, sir. 

The Cuamman. Will the reduced rents pay the mortgage, meet 
the mortgage amortization requirements each year / 

Mr. Zerman. If the other factors are complied with, sir. 

The Cuarrman. What are the other factors ? 

Mr. Zerman. One, that we get an extension of amortization and 
interest—not interest, amortization and reserve for replacement for 
a 2-year period. 

Mr. Srwon. Moratorium, you mean? 

Mr. ZerMan. Moratorium for a 2-year period. 

Mr. Stmon. The Senator’s question was whether the reduced rents 
could carry the mortgage with its amortization provisions as called 
for? 

Mr. ZerMan. Yes. 

The Cyatrman. How much capital did you invest in this cor- 
poration / 

Mr. ZermMan. We ‘generally form our corporations with $1,000 eapi- 
tal stock, so I would assume—— 

The Cuairman. In other words, just $1,000 in that corporation 4 

Mr. ZerMan. Yes, sir. 

Mr. Simon. Since then you have had to put a lot of money in to 
keep it going? 

Mr. Zerman. Yes, sir. I have done that in the form of loans so if 
and when the corporation gets the money I can get it back. 

The Caiman. The corporation has $1,000 in capital. That is all 
you put in the building corporation, or the building project ? 

Mr. Zerman. Yes, sir. 

Mr. Sruon. As long as you keep putting more money in, it can stay 
afloat. If you don’t put more money in FHA has got to give a 
moratorium on the amortization payments: is that r ight ¢ 

Mr. Zerman. They will have to keep it afloat ; yes, sir. 

Mr. Srron. Otherwise, the project goes into default, and FHA 
has to take it over and pay the mortgage ? 

Mr. Zerman. Well, sir, we in the past 3 months, we haven’t been 
able to meet our interest payments, so the Trust Co. of New Jersey is 
in the process of foreclosing the loan at this time. 

The Cramman. Do you have any other FHA-guaranteed mort- 
res? 
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The CHairmMan. How many do you have? 

Mr. ZerMan. About 12 or 13. 

The Cnarrman. Are they all successful ? 

Mr. Zerman. They are relatively successful. 

The Cuamman. What is the total amount of the mortgages? 

Mr. Zerman. I would say about $14 million, sir. 

The Cuarrman. $14 million. For example, here is another case you 
ee where this gentleman has how many corporations, 13 / 

Mr. ZerMAn. I would say so. 

The CnarrMan. He has 13 corporations, you see, with $14 million 
if FHA mortgages. They are all successful except this one at Crane, 
Ind. 

Now, you are going to be forced to give that back to the Government 
and keep the good ones; isn’t that what has happened / 

Mr. ZerMan. Well, 1 hope that that doesn’t happen. 

The Cuarrman. I am not blaming you particularly. Iam blaming 
FHA. 

Mr. ZerMan. For what, sir? 

The CuarrMan. Because FHA was the one that showed poor busi 
ness judgment, you see. 

Mr. ZerMan. Senator 

The CratrMan, They should have tied them all together, been 
businessmen, put them all in one so if one goes sour you can’t give it 
back to the Government and keep the good ones. 

Mr. ZerMan. Senator, we were not sponsors of this project. We 
did not desire to have it. The Navy requested it. 

The CnarrMan. I know, but, nevertheless FHA had to approve it, 
you see, and did approve it. 

Let me say this: The law also says that if the Navy or the Air 
Corps, or the Army, certify under the Wherry Act, and then the 
ILA has no other course except to guarantee it. 

Mr. ZerMaAn. That is right, sir. 

The Cramman. | am trying to show the general pattern in the 
United States, with which I have become pretty much discouraged— 
disgusted with, I should say—this multiplicity of corporations, with 
S500, $1,000 capital. A great series of them. They run up mort- 
gages into the millions, and then as one goes sour they give it back 
to the Government and keep the good ones. A good businessm: an, 
and FHA, had they been on their toes, would have never permitted 
that sort of thing. I get a little discouraged. I am not blaming you 
in this instance, but I just couldn’t help but remember. We have 
been investigating this matter now, I think this is our 86th or 37th 
day of hearings. ‘The pattern is the same—the multiplicity of corpo- 
rations, for $500, $1,000, and one goes bad and they give it back to 
the Government. In this instance I will say that it is not your fault 
because the Navy certified that this project was needed. You haven't 
been able to rent it. 

Mr. Zerman. This wasn’t based upon our good judgment. 

The CuairmMan. IT understand. You testified to that. 

You may proceed. 

Mr. Simon. I have no further questions, Senator. 

Your testimony is that there never was a need for = project, in 
the first place, and that you built it only because the Navy certified 
that there was a need for a 200-unit rental housing; is that correct ? 
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Mr. ZerMan. I would say that. 

Mr. Simon. And that at the rents required to maintain the inort 
gage as originally drawn the project just can’t be rented ¢ 

Mr. ZerMan. It is economically infeasible. 

Mr. Sron. Therefore, the only way to rent it is for somebody, 
either you or FHA, to take a loss? 

Mr. ZerMan. Lam afraid I have already done it. 

Mr. Simon. You have already taken a loss? 

Mr. Zerman. And the FHA, I am afraid, is next. 

The Cramman. That was the purpose of your testimony. That 
project is at Crane, Ind. The FHA, in case you don’t know it- 
and I presume you do—is going to have to repossess it. They will 
have to sell it to someone else at a reduced price, or have to operate 
it themselves. The project, of course, you have just testified, was 
unsound and should never have been built in the first place. 

Mr. ZerMAN. I am of that opinion. 

The Cuamman. You are of that opinion? 

Mr. ZeERMAN. Yes, sir. 

The Cuairman. What rental do you think those apartments can be 
rented / 

Mr. Zerman. I feel that at the rents we have now, the apartments 
at now, there is no question that they will rent up. The question 
is whether the Navy, the FHA, and everybody concerned, will go 
along and make it possible to keep it that way without turning it 
back to the FHA, and it can be done. 

The Cramaman. The reason I ask that is we are soon going to be 
in the rental business, meaning the Federal Government, at Crane, 
Ind. I am wondering what rents we can rent those apartments at. 

Mr. Zerman. If anything can be done, I am going to do it, and have 
been doing it, and don’t intend to drop it as a hot potato. 

The Cuairman. The amortization, or the mortgage, was a 30-year 
mortgage ¢ 

Mr. Zerman. That is right. 

The CnairMan. Suppose the payments were materially reduced, 
and then you materially reduced the rents. You think you could 
make a success of it then? 

Mr. ZerMAN. Yes, sir. 

The CuairmMan. Thereby eliminating the necessity for the Federal 
Government to get into renting of apartments / 

Mr. Zerman. That is true, sir. The proof of how we are trying to 
do it, and we are not attempting to be negligent on this thing, even 
after we have reduced the rents $20 a month, we have done consid- 
erable advertising, spent a great deal of money, trying to fill the 
project, trving to make a success of it. We are not looking to unload- 
ing something on the hands of the FHA. There is selfish motives, 
too, we have money invested. 

Mr. Simon. If you amortize this mortgage over 60 instead of 30 
years, what is the property going to be like at the last 10 or 15 years 
at the end of the period? 

Mr. Zerman. That happens to be a well-built project. I am sure 
100 years from now it may not be a beautiful thing, but it will provide 
better housing than there is at Crane Village today. 

Mr. Simon. You don’t think it is right to amortize a property over 
50 or 60 years, do you? 
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Mr. Zerman. I think in an exceptional case, when a sponsor is being 
hurt not because of his own doing, it would be prudent to do that 
ind keep it out of the hands of the FHA. 

Mr. Stmon. It would have been more prudent never to have built 
the building ? 

Mr. Zerman. Unquestionably. 

Mr. Siaon. Thank you. 

Mr. Dinkins. Mr. Zerman, if the Navy had torn down their 275 
temporary units, as your new units were becoming ready for posses- 
sion, what effect, if any, do you think that would have had on the 
~ituation ¢ 

Mr. ZermMan. That is a very theoretical question. I feel we would 

ave rented more apartments than we did rent, but I don’t think it 
would have solved the problem, in all due fairness to the Navy. 

Mr. Dinkins. Did I understand you to say you thought the Navy 
vas going to tear them down as your units became available? 

Mr. Zerman. They promised to do that. 

The Cuarman. They promised that they would have them torn 
lown ¢ 

Mr. ZERMAN. Yes, sir. 

The Cramman. Our next witness will be Mrs. Glasier. 

Do you solemnly swear the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth, so help you 


God ? 


TESTIMONY OF MRS. MARGUERITE GLASIER AND MRS. BETTY 
WILLIAMS, GOLFMOOR PROJECT, GARY, IND. 


Mrs. Guiasier. I do. 

The Ciaran. This lady, will she be a witness? 

Mrs. Wintiams. Yes. 

The Ciaiman. Do you solemnly swear the testimony you are 
ibout to give will be the truth, the whole truth, and nothing but the 
truth, so he ‘Ip vou God? 

Mrs. Wintrams. Yes. 

The Cuamman. Will you give your name and address to the re- 
porter for the record, please. 

Mrs. Guaster. Marguarite P. Glasier, 844 Broadway, Gary, Ind. 

The Craman. And your business, please? 

Mr. Graster. I am a lawyer. 

The CuarrmMan. You are a lawyer? 

Mrs. Guaster. Yes. 

The Cuairman. And the lady with you? 

Mrs. Wintiams. Betty Williams, 3046 Kenwood, Hammond, Ind. 

The Cuairman. Counsel, you may proceed. 

Mr. Simon. Mrs. Glasier, are you acquainted with the Golfmoor 
housing project in Gary ¢ 

Mrs. Guaster. Yes, I am. 

Mr. Simon. You have represented a number of people who have 
bought houses in that project ? 

Mrs. Guasirer. Right. 

Mr. Simon. Will you tell the committee where the project is located ? 

Mrs. Guiasier. It is between 34th and 30th Avenues, from Pearce 
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to Buchanan Streets, Gary. It is across the street from the golf 
course out there. . 

Mr. Simon. At what price were the houses sold ? 

Mrs. Guasier. Approximately $9,000 apiece. 

Mr. Srwon. When did the people buy them / 

Mrs. Guaster. In 1948. 

Mr. Simon. Were most of the purchasers veterans / 

Mrs. Guasrer. Yes, they were. 

Mr. Suwon. Were the houses sold under FHA loans, plus VA loans / 

Mrs. Guasrer. Right. 

Mr. Simon. What was the amount of the FHA loan? 

Mrs. Griaster. $7,900 a house—approximately $7,900. 

Mr. Simon. And then was there a $1,050 VA loan in addition? 

Mrs. Giaster. That is right. 

Mr. Stwon. What were the problems that confronted the owners 
after they bought the houses? 

Mrs. Guaster. Within 6 months most of the houses were finished; 
in the spring of 1949. By fall the houses were sold, occupied by these 
veterans. Now, there were 37 houses in this project. Out of the 37 
about 34 or 35 were purchased by GI’s. That is not including one 
house was a model home. That was sold to a family. He was 
not a GI. 

Another house was privately built by the same builder. Within 
6 months after these people moved in, the first heating period, they 
noticed that the houses were wet, damp, icicles started to form in 
the clothes closets, around the windows, in the cold-air ducts; the 
heating was absolutely inadequate, and the water started rising from 
the floor in the corners of the room, and some of the houses clear to 
the ceiling—water marks. 

The Cuatrman. When were these houses built ? 

Mrs. Griaster. 1948, Senator. 

The Cramrman. How many were there ? 

Mrs. Graster. Thirty-seven. 

The CnarrmMan. Single houses? 

Mrs. Giasrer. Yes: four and a half rooms. 

The Cuatrman. Who built them ? 

Mrs. Griaster. Dix Construction Co. 

Mr. Stuon. You say the water rose to the ceilings ? 

Mrs. Giasier. Yes. I have photographs. 

The CHamman. To the ceilings? 

Mrs. Guaster. Yes, ceiling height. 

Mr. Stuon. When was that ? 

Mrs. Graster. That started in within 6 months after the houses were 
occupied. 

Mr. Stmon. Did the city of Gary ever seek to condemn these houses 
as uninhabitable ? 

Mrs. GiAsrer. Yes. 

Mr. Stuon. When was that? 

Mrs. Guasrer. Finally, after a great deal of trouble, and many inves 
tigations by every FHA official available, on the 14th of March 1952, 
approximately a year after the houses were vacated by my clients, 
the mayor ordered the building department to condemn the houses 
until they would be put in proper condition. 

Mr. Simon. Why did these veterans have to move out # 
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Mrs. Grasier. Well, the foreclosure suits were brought. The Gov- 
ernment foreclosed the mortgages. They stopped making payments. 

Mr. Sron. Why did they stop making payments? 

Mrs. Guaster. The houses weren’t livable. They tried to get them 
repaired, and nothing was ever done. 

Mr. Stuon. Did you ever find out the character of the lands on 
which the houses were built ? 

Mrs. Guaster. Yes. 

Mr. Stwon. What was the character? 

Mrs. Guaster. Filled-in swamp. 

Mr. Stuon. Were there any foundations in the housing? 

Mrs. Guastrr. Well, yes; foundations, no basements. 

Mr. Staon. Were they built on what is known as a slab? 

Mrs. Guaster. Yes; a floating slab. 

The CuatrrmMan. A floating slab so it would float in the water? 

Mrs. Guaster. It floated away from the walls, I can tell you that. 

Mr. Sion. Do you know how thick that slab was supposed to be in 
the specifications, and how thick it actually was? 

Mrs. Graster. Well, it was supposed to be 4 inches, but Captain 
Billick 

Mr. Srwon. Captain Billick is an investigator ? 

Mrs. Guaster. For the prosecuting attorney of Lake County. He 
was at that time. Captain Billick and I got into some of the houses. 
We got into quite a few of them before we turned the keys over. We 
wanted to see them as they were when the tenants moved out—or the 
owners, rather—and we made cuttings into the floor of 2 of the houses, 
and 1 place the slab was a little bit over an inch and the other was not 
quite 3 inches. 

Mr. Sron. What did you find below the slabs ? 

Mrs. Guasrer. Well, in one we found nothing. In one we found a 
scattering of ashes. There was some wire, reinforcement. 

Mr. Suwon. What happened to the walls in these properties ? 

Mrs. Griasier. They cracked completely. AJ] the exterior cracks. 

Mr. Stuon. The veterans who moved in there and weren’t able to 
pay their rent and lived there had the houses foreclosed on them ? 

Mrs. Giaster. That is right. 

Mr. Stwon. Does that mean they lost their veterans’ rights ? 

Mrs. Guaster. That is right. 

Mr. Stuon. And, therefore, couldn’t buy another house under the 
veterans’ rights? 

Mrs. Guaster. That is right. 

Mr. Stwon. After the mayor condemned these houses did the FHA 
have to spend some money to fix them up ? 

Mrs. GLAstEr. Yes, they did. Within a very short—not too long 
ago, I think la: e finally repaired and resold by 
KHA. 

Mr. Stuon. Do you know how much it cost FHA to fix them up ? 

Mrs. Guaster. Somewhere between $12,000 and $15,000. They 
wouldn’t give me the figures. 

The Crramman. Did FHA repair them ? 

Mrs. Graster. Yes. 

The Cuamman. Where did they get the funds to repair them? 

Mrs. Graster. I don’t know. 


The Cuamman. What FHA repaired them ? 
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Mrs. Guasrer. The Indiana FILA. 

Mr. Stmon. FITA became the owner of the properties after fore- 
closure / 

Mrs. Guasier. That is right. 

The Cuaiman. You mean after they foreclosed they repaired 
them ? 

Mrs. Guasirer. Yes. 

Mr. Simon. They were the owners of them ? 

Mrs. Guasier. Yes. 

Mr. Stuon. Before they could resell they had to repair them ? 

Mrs. Griaster. That is right. 

The Ciaimmanx. You mean all the people that purchased these—— 

Mrs. Guaster. No: 10 families eventually moved out. 

The Craimman. And those are the 10 units that FITA had to 
repossess ¢ 

Mrs. Guaster. That is right. 

The Cuatrman. They now own them: is that right? 

Mrs. Guasier. No, they have sold them. They repaired them and 
sold them at a very nice profit. 

The Ciaran. What happened to the other houses ? 

Mrs. Guasier. Well, frankly speaking, they are very slowly falling 
apart. The conditions in some of those houses, some of the ones that 
are still occupied, are just bevond description. The furniture is fall- 
ing apart, the rugs are all mildewed. 

The Ciammanx. What did the original contractor that built them 
do about it ? 

Mrs. Guasier. Nothing. He said that if FILA approved them, if 
they were good enough for FILA they were good enough for these 
tenants or owners. 

The Cuamman. Do you know who it was that approved them for 
FILA? 

Mrs. Gvasrer. The Gary office, the inspector, Mr. White, Charles 
White. 

The Crarman. Does he live in Gary? 

Mrs. Guasier. He has been transferred to South Bend. 

The Cramman. Is he still with FHA? 

Mrs. Guasier. As far as I know, he is. 

The Cuarrman. He was the inspector on this? 

Mrs. Guasrer. That is right. 

Mr. Simon. Have you had any conferences with FHA officials about 
these houses ? 

Mrs. Guasier. Yes, many of them, for many years. 

Mr. Stuonx. How high up did you go in your conferences ? 

Mrs. Guaster. Well, a gentleman by the name of Miller—I was told 
that he was a supervisor, if that is the correct expression, of 7 or 8 
State districts. Tle came out to Gary in a conference with me. 

Mr. Simon. Did you have a conference in Chicago with some people 
from Washington ? 

Mrs. Guaster. Yes. That was terrible. 

Mr. Siuon. Who did you meet. with there? 

Mrs. Guiaster. T don’t have the list. Captain Billick has the list. 
I can give you that. 

Mr. Simon. What did the FITA people tell vou about the work- 
manship ¢ 
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Mrs. Guasirr. Well, Mr. Miller, the first time that I ever heard that 
the doctrine of caveat emptor prevailed was from Mr. Miller, when 
| tried to tell him the houses were falling apart: “Mrs. Glasier, don’t 
you know that old doctrine,” and before he could finish I finished it 
forhim. He thought it was funny, but I didn't. 

Mr. Simon. Did they ever have any justification for the FHA 
nspection ¢ 

Mrs. Giaster. No. I questioned Mr. White. I conducted a grand- 
ury investigation, 

Mr. Simon. You were a special prosecutor for the Lake County 
prosecuting attorney ? 

Mrs. Guasier. That is right. 

Mr. Suwon. Mrs. Williams, did you live in one of these houses? 

Mrs. Wititams. Yes, I did. 

Mr. Simon. What was the address of the house you lived in? 

Mrs. Witirams, 3434 Pearce Street. 

Mr. Sraon. You and your husband bought the house ? 

Mrs. WiturAMs. Yes. 

Mr. Simon. How much did you pay for it? 

Mrs. Witiiams. Nine thousand. 

Mr. Simon. Who did you buy it from ¢ 

Mrs. Wintiams. From the Deutsch Construction Co. 

The Cnamman, Are they local? 

Mrs. Guaster. Yes. Mr. Deutsch is dead. The construction com- 
pany is dead, too, I think. 

Mr. Srmwon. Did you get an FHA mortgage and a VA mortgage on 
the house ? 

Mrs. Wuttiams. Yes, | did. 

Mr. Stwon. What was the condition of the house after you lived 
in it for 6 months? 

Mrs. WitiiaAMs. Well, after 6 months it was pretty bad, but—— 

Mr. Stwon. Will you describe to the committee just what the con- 
dition was? 

Mrs. Witutams. Yes. We had only lived there, I would say, about 
3 months, and all of a sudden in the back bedroom, where the children 
slept, the water was all over the floor. As a matter of fact, it was 
running into the hallway, so it happened quite quickly, though, so 
[ didn’t know what was the matter, and I called up Mr. Lock’s office, 
and told him about it. 

Mr. Simon. He was superintendent of the company that built the 
building ¢ 

Mrs. Witiiams. He was in the construction company. I don’t know 
exactly what his job was. Anyway, he said that he would send some- 
body out to work on it. Some workmen came out and did something, 
[ don’t know what it was, so the water disappeared for a while, and 
so by that time the moisture was quite evident all over the walls, the 
watermarks, you know, was going up the walls, and in the clothes 
closets, the clothes when you would take them out were quite «: amp and 
just shortly after that, I ‘would say about 2 months, I started noticing 
that when you would walk on the tile, it was an asphalt tile floor. 
If you would walk on the cracks the water would jump up between 
the cracks, and if there as much traffic there would be quite a bit of 
water on the floor, so we had to take the little girl out of there. She 
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couldn’t sleep in there. There were great big waterbugs like that, 
that would be on the walls. It was terrible. 

Mr. Simon. You made a figure with your hand, about the size of 
a quarter ¢ 

Mrs. WittiAms. Yes; a great big bug. 

Mr. Sron. About the size of a quarter ? ¢ 

Mrs. Winuiams. Yes. 

Mr. Stmon. Where did the water and the waterbugs come from. 

Mrs. Wintiams. I don’t know, but it was there. 

Mr. Simon. Did they come from the area beneath your house? 

Mrs. Winuiams. Evidently it had to because it had been swamp 
previously. 

Mr. Simon. That is what I was trying to get at. 

Mrs. Winxiams. Yes. 

Mr. Sron. The house was built on a filled in swamp? 

Mrs. Witiiams. Yes. 

Mr. Stmon. Do you think the water came up from beneath the 
floors ? 

Mrs. Witi1ams. Having the concrete floor, and the asphalt tile on 
top of it, I don’t know how it did that, but it did; whether it came up 
through the openings in the walls and under the floor, or how it hap- 
pened 

Mr. Suwon. Did the walls ever separate from the floor? 

Mrs. Witi1ams. Not in my particular home, but in many of them 
they did. 

Mr. Sron. Did you personally see the houses? 

Mrs. Witttams. Yes: I personally saw them. 

Mr. Stuon. Where the walls separated from the floors? 

Mrs. WittraMs. In one home I know of particularly, well, there was 
one of my friends, and the floor in the living room and the wall in 
between the utility room and the living room, you could push it like 
this, and it wasn’t connected down here. It had evidently pulled away 
from each other, and that wall would just swing back and forth. 

Mr. Stmon. You mean the wall was an inch or two separated from 
the floor? 

Mrs. WituiaMs. Yes. Well, I know the floor had to drop and nat- 
turally the wall pulled away from it this way, and that wall would 
swing back and forth like this. 

Mr. Sron. That was because the floor had sunk? 

Mrs. Winttams. It hadtobe. It was terrible. 

Mr. Stuon. How long did you live there? 

Mrs. Witttam. Let’s see, from 1948 to 1950, I believe it was. That 
was 2 years. Better than that, I believe. 

Mr. Stmon. Was this matter of the water coming through the floor 
an occasional matter, or relatively frequent ? 

Mrs. Winu1aMs. No. After the first time they fixed it, it was all 
right like I say for 2 months, and then after that for the whole time 
we lived there it was like that and it continually got worse, so we 
couldn’t go in the back bedroom hardly at all. You could see the wall 
soaking that water up. You could see the watermarks on the wall. 
It was terrible. You couldn’t paint or anything. If you did paint, 
why, then, a month or so you would notice that over again. 

Mr. Srton. Did the Government finally forec lose on your house? 

Mrs. Winttams. Yes; they did. 
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Mr. Srwon. And you and your husband lost the home through fore- 
losure ? 

Mrs. Wiuutams. Yes. 

Mr. Stwon. Was yours one of the houses condemned by the mayor? 

Mrs. WitxtaMs. I believe it was. 

Mrs. Graster. It was. 

Mrs. WitttaMs. I know at one time Dr. Moris, with the board of 

ealth, came in and told us that if it wasn’t for the fact that he had 

o place to put all us people—we all had small children—he said he 
would condemn them immediately. All of us had children, and there 
yasn’t much he could do. 

Mi. Sion. He delayed condemning because the occupants had chil- 

ren and had no place else to go? 

Mrs. WiturAMs. That is right. 

Mr. Simon. Who told that? 

Mrs. Witttams. Dr. Harris. 

Mr. Srwon. Who is Dr. Harris? 

Mrs. WintraMs. He was with the board of health at Gary. 

Mr. Stwon. Of the city of Gary ? 

Mrs. WituraMs. That is right. 

Mr. Suwon. Did he tell you that it was unhealthy for your children 
to live there? 

Mis. Winitims. Yes; he did. 

Mr. Simon. Will you tell us as best you can recall what he told you? 

Mrs. Witi1aMs. He simply said the dampness and condition of the 
house would eventually cause a lot of trouble. Even before that our 
children—all of ours, I am speaking for all of us—had numerous 
illnesses. There was a couple of children I can recall that were in 

hospital for penumonia at different times. My own boy, who 
was born in that house—he is four now—he developed a chronic bron- 
chitis that can be very bad if it would turn into acute bronchitis. 
And, of course, you have to watch that. 

Mr. Srmon. He still has that? 

Mrs. Winttams. Yes; he does. He will have it too for the rest of 
us life. 

Mr. Stwon. That is from this damp condition ? 

Mrs. WinutaMs. It is from this damp condition. 

Mr. Staron. You had two children, did you? 

Mrs. Witirams. Yes, we had two within—I was pregnant with the 
third ; the last year we lived there, I was. Moved from that house 
5 weeks before my third baby was born, and that boy eventually died. 
He was 4 months. 

Mr. Sion. Thank you very much. 

Mr. Dinkins. May I ask a question? 

The Cuamrman. Yes. 

Mr. Dinkins. When you made these complaints to the Veterans’ 
Administration, Mrs. Glasier, did they ever offer you further excuses 
or explanations other than this doctrine of caveat emptor? 

Mrs. Guasrer. No; they did goso far at one stage of this entire hassle, 
they went on for years, was that the c ity of Gary should never have 
approved, or never permitted the use of that land for houses. That 
was a garbage-filled swamp. 
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Mr. Dinxins. The reason I asked you that question, this story of 
course, is pretty bad about this situation, and I w ondered if there was 
any merit at all to the other side of it. 

Mrs. GuAsier. No. 

Mrs. WittraMs. I don’t think so. 

Mrs. Guasrer. I may add this: One of the things that made me very 
angry during this entire time, ever y time I would meet with somebody 
from the FHA and tr y to get some form of something, get the houses 
repaired—do something ; we weren’t asking for the impossible—these 
veterans purchased homes to live i in, and I think at least that is the 
least that they could have asked for. Every time we had a meeting 
Mr. Lockwood would appear and the first thing he would start out 
would be to jump all over these people. 

The CruarrMan. For what reason ? 

Mrs. Guaster. Well, what can you expect from that type of tenant, 
and I tried to ask him what was wrong with them. 

The Cuarrman. Who was Mr. Lockwood ? 

Mrs. Graster. Mr. Lockwood was with the Deutsch Construction 
Co., one of the builders. ‘That was the only excuse he could give, as the 
fact that people had knocked holes in the plaster. 

Now, another thing I think that should go into the record here, these 
houses were built of brickcrete. It is a glorified cement block, is 
what it really is. It is a cement block in the form of a brick, but it 
is not as good as a brick because it doesn’t have the insulating powers 
or properties. There are no airspaces. It is practically solid. 

Then they plastered directly on this cement block. There are no 
laths. Then for partitions they used a type of material that. is 
suspended from the ceiling. The partitions are not a part of the 
floors, so as the floors dropped the partitions are hanging in space. 

They should have used 4 inches of insulation in the attic. We 
found as much as 1 inch in some of them. The first winter months 
most of the pipes froze in the attic, cold-water and hot-water pipes. 

Mr. Dinkins. Do you know if the property was inspected before 
being occupied ? 

Mrs. Guaster. Yes: it was inspected. In fact, I fouad one house, 
the Hyde house over at 3422 Lincoln Street, in their haste to complete 
these houses the ventilating louvers in the gable end had been put in 
backwards, and that passed final inspection, also. 

But, Mr. White, the inspector, told me that was architectural detail. 
I didn’t know anything about that. 

The Ciaran. One of our complaints and sort of a general pat- 
tern we have discovered in this investigation, has been that under the 
regulations of FHA, under their operations, too many of the builders 
and too many people involved get released from any responsibility 
whatsoever. 

Mrs. Guaster. You are right, Senator. 

The Cuarrman. And here i is a case, and we have had many of them, 
in which the builder built the project on swampland. The buildings 
were poorly constructed, and the water ruined them. These people 
lost their savings. 

He had secured his money from the mortgages guaranteed by the 
Federal Government, and proceeds to walk completely out of the job. 
Just like I said a moment ago, they organized these multiplicity of 
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ory of corporations, with a little amount of money. One of them goes sour. 
re was They walk completely off and turn it back to the Government. 
We have had many, many instances of where shoddy construction 
imilar to your situation here—not like it, of course—in which the 
ople that received the money guaranteed by the Government walk 
ey uupletely off and they say “We have no further responsibility.” 
1ebod) It ought to be stopped, and one of the purposes of this investigation 
houses to secure the facts so that we can stop that sort of thing. 
these Mrs. Guaster. The only thing I want for these veterans, Senator, is 
Is the me relief so that they can be reinstated as to their GI rights. 
eoting The Crrarrman. If a builder, or somebody else, makes a mistake, and 
aes Out all make mistakes, you want the builders to make good their 
istakes. 
Mrs. Guasrer. And that these GI’s be reinstated as to their GI 
chts, even if that would take an act of Congress, if that is possible. 
The Cuamrman. To reinstate them as a result of losing their homes 
' | this instance 4 
‘uction Mrs. Guaster. That is right. 
, as the The CuatrmMan. I think they ought not to lose their rights under 
such ag amr 
», these Mrs. Guastrer. I don’t think that is fair. TI don’t know how far the 
ock, is loss of Visio rights go. IT have been informed that these people would 
but it he deprived of their rights as GI’s of even obtaining help in a vet- 
OWe’S eran s hospits i] beecaus se they owe the Government money. 
lid. 1 don’t know whether that is true or not. 
BES: D0 There is another thing to add inal to injury in this particular 
hat is These houses were not built in comphance with the building 
of the code of the city of Gary, and they were not built in compliance with 
ce. the FHA code. They were merely built. That was all. 
. We The Ciamman. Well, FHA ought to insist that people that receive 
nonths he money for these homes, where the mortgage is guaranteed by the 
pipes. rovernment, that that person or that corporation, or group, have 
before responsibility. 
Mrs. Giaster. They should, but they don’t. 
house, lhe Cuamman, Unfortunately, they haven't insisted on it, appar- 
mplete ently. 
put in Mrs. Guasier. No. 
; Phe Cramman. Unless there are further questions, we appreciate 
detail. your testimony. 
; Our next witness will be Mr. H. G. Whittenberg, of Louisville, Ky., 
ul pat I believe. 
ler the Mr. Whittenberg, do you solemnly swear the testimony you are 
ulders about to give will be the truth, the whole truth, and nothing but the 
sibility truth, so help you God ? 


enant, 


TESTIMONY OF H. G. WHITTENBERG, ARCADIA APARTMENTS, 


them, LOUISVILLE, KY., ETC. 
dings 
peopl Mr. Wutrrenserca. I do. 
The CrairMan. Please be seated and give your full name and ad- 
by th dress to the reporter for the record. 
he job. Mr. Wuirrenserc. H. G. Whittenberg, 1900 Tiller Lane, Louisville, 


‘ity of Ky. 
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Mr. Srron. Mr. Whittenberg, are you the sponsor, or one of the 
sponsors, of three section 608 projects in Louisville, Ky. ? 

Mr. Wurrrenserc. That is correct. 

Mr. Stuon. One of them is called Walton Realty Co. ? 

Mr. Wurrrenserc. Yes, sir. 

Mr. Sruon. Another Arcadia Realty Co. ? 

Mr. Wutrrenserc. Yes, sir. 

Mr. Srmon. And the third one, Gileen Realty Co. ? 

Mr. Wurrrenserc. That is correct. 

Mr. Srwon. Who are the stockholders in those three companies? 

Mr. Wutrrenserc. I am the principal stockholder. 

Mr. Stuon. You are the principal stockholder in all three of them? 

Mr. Wurrrenserc. That is correct. 

Mr. Simon. Did each of them build a section 608 project in Louis- 
ville? 

Mr. Wurrrensera. That is correct. 

Mr. Stmon. And where are those projects located ? 

Mr. Wurrrenrerc. Near Arcadia Avenue, between Taylor Boule- 
vard and Seventh Street Road. 

Mr. Srwon. Are they all three together there ? 

Mr. Wurrrensere. That is correct. 

Mr. Sprron. Now, as I understand it from your balance sheets, you 
subscribed to stock in these companies but never paid for the stock; 
is that correct ¢ 

Mr. Wurrrenperc. If that is what the balance sheets show, that is 
correct. 

Mr. Staton. The balance sheet shows capital stock of $100, to the 
Federal Housing Commissioner, and then it shows under capital stock, 
common, $12,600, and then under the assets is less stock subscriptions 
receivable of $12,600, so that if the balance sheet is correct, you sub- 
scribed for $12,600 worth of stock but never paid for it, and it is still 
a subscription receivable. 

Mr. Wurirrenserc. If that is what it says, that is correct. 

Mr. Stmon. Is that correct ? 

Mr. Wuitrrenserc. That must be correct; yes, sir. 

Mr. Staton. So there was no money paid in for stock in any of these 
companies ? 

Mr. Wuirrenserc. Apparently not. You are reading from my 
CPA report. 

Mr. Simon. I am reading from a balance sheet by Charles M. 
Wheeler, certified public accountant, filed with the FILA. 

Mr. Wurrrenserc. That is correct. 

Mr. Sraon. Now, what was the amount of the mortgage on these 
three projects? 

Mr. Wuirrenrerc. The total amount of the mortgage on the three 
projects was $2,419,200. 

Mr. Stuon. Who built the buildings? 

Mr. Wurrrenserc. The Whittenberg Construction Co. built the 
buildings. 

Mr. Simon. What was the cost of the land on the Gileen project? 

Mr. Wurrrenserc. I can’t answer individually. I have a joint re- 
turn they prepared for all three together. We have always considered 
in keeping books the 3 corporations as 1 entity. 
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Mr. Stmon. Do you have a figure for the total cost of land, the 
buildings, interest during construction, and everything else that you 
paid anybody ? 

Mr. Wurrrensera. That is right, on a combined consolidated basis ; 
ves. 

Mr. Straon. What is that figure? Was that $2,220,454? 

Mr. Wurrrenserc. Yes. You had cost. of land; didn’t you? 

Mr. Sron. The figure I have of $2,220,454 is total cost of land, 
buildings, financing ¢ shar ge, and everything else. 

Mr. Winrrennerc. I don’t identify that direct question; I mean 
that direct answer. I find here under this questionnaire, the form 
don’t seem to be numbered. Cost of land, $71,673.87; on the three. 

Mr. Stwon. What is the cost of construction ? 

Mr. Wurrrennerc. Total principal amount of the insured loan— 

Mr. Stwon. What was the actual cost of construction ? 

Mr. Wurrrensera. Actual total construction cost, $2,058,891.99. 

Mr. Stuon. Does that $2,058,000 include everything other than the 
land @ 

Mr. Wutrrenserc. Those figures would total $2,229,000. We have 
viven you credit for portable equipment you apparently had, to bring 
the total to $2,200,000. 

Mr. Wuirrenserc. There is a considerable number of others, archi- 
tects’ fee, engineering, interest on construction, insurance during con- 

struction, FHA examination fees, title and recording expense. You 
ave trying to get just what was paid Whittenberg Construction Co. ? 

Mr. Stuon. No. I am trying to get the total amount that either 
you or Whittenberg paid out for the land, cost of building and the 
fanecing charge. 

Mr. Wurrrenserc. Total cost 

The Cuarrman. Total cost of construction, including everything. 

Mr. Wurrrennerc. Total cost of construction, including everything, 
total project cost, $2,257,809.22. 

Mr. Stuon. Is that the amount that the right hand paid the left 
hand, or is that the amount that Whittenberg actually paid out? 

Mr. Wuirrenperc. That is the amount Whittenberg actually paid 
out, including rental of equipment that you mentioned just before. 

Mr. Sraon. You say the total is $2,257,000? 

Mr. Wurrrenperc. $2,257,809.22. 

Mr. Stmon. You are including t the furniture in that, aren’t you? 

Mr. Wurrrenserc. I have no furniture. 

Mr. Sron. You have in your balance sheet here, furnishings. You 
are including both motor vehicles and furnishings, aren’t you? 

Mr. Wuirrenserc. Motor vehicles? There are no furnishings in 
there outside of stoves and refrigerators. 

Mr. Simon. I have a balance sheet in my hand for Arcadia Realty 
Co., which shows motor vehicles at $1,400 in there. It shows furnish- 
ings at $3.964. I will be glad to show you that. 

Is that the statement you filed with FHA? 

Mr. Wurrrenberc. Yes, sir. 

Mr. Simon. Doesn’t it show motor vehicles and furnishings as I have 
indicated ? 

Mr. Wuirrenperc. Yes. I see tiie item here of $3,964.84 furnish- 
ings. That must possibly be misnamed, because there is no furniture. 
Perhaps they may have considered 
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The Cuairman. Maybe lobby furniture. 

Mr. WurrrenserG. No. We have no lobby furniture. It may have 
heen window shades. Maybe they called that furnishings, maybe 
stoves, refrigerators. That motor vehicle should not be in there, 
That is an error in the accountant getting that up. That was a truck 
purchased about the time for our operation. 

Mr. Srwon. In any event, your figure, the total cost, land, buildings, 
and everything else, including motor vehicle, is $2,257,000? 

Mr. Wurrrenserc. And $809.22, yes. 

Mr. Simon. That is $161,000 less than the amount of the mortgage?’ 

Mr. Wurrrenserc. That is right. 

Mr. Simon. So that as of the completion of the building you owned 
the three buildings, you had $161,000 in cash left over after paying all 
the bills, including the cost of the land ? 

Mr. Wuirrenserc. That is correct. 

Mr. Simon. And you still haven’t paid the subscription of the stock ? 

Mr. Wurrrenserc. That is correct. 

Mr. Simon. Thank you, sir. 

The Cuarrman. Do you mean to tell me in this case they made 
$161,000; and didn’t put up a nickel for capital stock ? 

Mr. Sruon. They subscribed to it, Senator, but they still haven't 
paid for it. 

The Cuatrman. They own all the buildings, now, and had $161,000, 
and didn’t put up anything for stock? 

Is that your testimony ? 

Mr. Wuirrenserc. According to this report. I remember paying 
out. some moneys. I thought there was something paid in that. 

The Cuatrrman. How many corporations do you own, three? 

Mr. Wuirrenserc. Yes. 

The Cuairman. They are separate corporations? 

Mr. Wuirrensere. Yes. 

The Cuatmnan. If 1 goes bad you can give it back to the Govern- 
ment and keep the 2 good ones? 

Mr. Wuirrenserc. Apparently so, yes. 

The Cuatrrman. Why didn’t you put all 3 of them in 1 corporation 
so that if something happened the Government could take all 3 of them, 
the bad one and the good ones, as well ? 

Mr. Wurrrenrerc. That was not the reason for putting them in all 
three, Senator. The reason for not putting them in 1 was in the event 
I wanted to sell a portion I could sell 1 portion without selling the 
whole project. 

The Cuairman. You could have arranged that later; couldn’t you? 

Mr. Wuirrenserc. No. You have to go through a lot of trouble 
with FHA regulations to change them. 

The Ciaran. Did vou personally guarantee the FHA mortgage ! 

Mr. Wuirrensera. No. 

The CHarman. If you wanted to do what you said, wanted to sell 
them off, couldn’t vou put up the stock in all 3 corporations to 
guarantee the Government so that they would have had the collateral! 
of all 3 projects behind it instead of just 1? 

Mr. Wurrrenserc. I don’t follow the question. 

The Cuarrman. Iam trying to find out why FHA didn’t use a little 
common horsesense in their rules and regulations, and protect the 
United States Government. As it stands now, you have a multiplicity 
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of corporations in the United States. We don’t know how many 
i them there are. There are literally thousands and thousands of 

them. Corporations with big mortgages, so that if one goes sour they 
ire going to give it back to the Government. We get into a depression 
hey will give the sour ones back to the Governme nt. 

lam try ing to find out why FHA did not tie it up so that they would 
have as collateral and protection against their mortgages the good 
nes as well as the bad ones, and we, of course, know there will be 
ome bad ones. There can’t help but be. 

Mr. Wurrrenserc. That was not the intent in this particul: ir case. 

Che Cuarrman. I am not saying it was particularly in your case. 

un just giving you a pattern that happened all over the United 
states. 

Mr. Wurrrenserc. These buildings were all identical. It happens 
to be that the 2 small ones are, represent about 25 percent each of 

ie project, and the larger one, the Arcadia, represents about 50 per- 
cent of the project. 

Mr. Simon. If they had all been in one corporation you still could 
have sold one bwilding at a time. You could have had—— 

Mr. Wrrrrenserc. I don’t believe you can under FHA regula- 
tions. I don’t believe you could sell one off. I don’t think you could. 

Mr. Stwon. You could have still put 3 different mortgages on the 
5 different buildings, as you did, and still had one corpor ration as the 
owner of all and 1 corporation sign all 3 notes. 

Mr. Wurrrenserc. That possibly could have been done. Maybe so. 

Mr. Staon. Then if you wanted to sell one you had a separate mort- 
gage, but the same corporation would then be sponsor for all three 
projects. 

Mr. Wiirrrenserc. That could have been done. 

The CrarrMan. The pattern I am talking about—and that is one 
of the reasons for this investigation—-we want to find out what hap- 
pened, and what went on. We find this pattern: For example, in 
New York City, we found a man who had four projects. On one 
he made $5 aaa. on another one he made a million; on a third one 
he didn’t know how much, and we didn’t have time to figure it out. 
The fourth one went sour. It was no good. It amounted to several 
million dollars. He gave it back to FHA. 

Why weren’t all of them put in 1 and why weren’t all 3 of yours 
placed in 14 

Mr. Wurrrenserc. I would imagine—— 

The Cuairman. I am not picking on you in this case. 

Mr. Wurrrensere. I apprec iate that. 

The Cuairman. I am not doing that. [I am trying to show a pat- 

ern. We are trying to find out why, and unfortun: itely Mr. Powell, 
of course, the head man in Washington—Clyde Powell—won’t testify. 
He has hidden behind the fifth amendment twice. He will not tell us 
why he did many, many of these things in respect to section 608’s, and 
rental property. We can’t find out, because he was the head man. He 
was the man that made the rules and regulations, and he hid behind the 
fifth amendment. 

Mr. Wurtrrenserc. I believe where these projects, if one had gone 
bad, all three would have gone bad. The rentals are the same. 

The Cuarmman. Thank you very much. We appreciate your com- 


ing. 
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Mr. Wurtrrensera. I have one little item here. 

The Caiman. You may proceed. 

Mr. Wuirrenserc. Of this $161,000, a fee as paid to the construc- 
tion company which is the same owners, of some $40,000, which the 
reason it was done, you might say, for internal revenue purposes. 
They always require us to pay up a certain fee to the construction 
company for working for us individually. That happens to be the 
only FILA project that we have completed under section 608. How- 
ever, we have built numerous private projects, commercial, and so 
forth, and each time we have been required to pay the construction 
company, even though I own both companies, a fee and pay taxes on 
that, which was done in this case here. 

Mr. Simon. Thank you, sir. 

The CrratrmMan. Thank you very much. 

I think that we will be able to finish by 4 or 4:30, if we work from 
2 until that time. I think at this time we will recess until 2 o’clock, 
and our first witness at 2 o’clock will be Mr. Allen and Mr. Kelley, 
and Mr. O’Brien, of the Meadowbrook Apartments. 

(Whereupon, at 12:05 p. m., a recess was taken until 2 p. m. of the 
same day.) 

AFTERNOON SESSION 


The CuarrmMan. Our first witness will be Mr. Glueck. Please come 
forward, Mr. Glueck. Will you be sworn ? 
Do you solemnly swear the testimony you are about to give will 


be the truth, the whole truth and nothing but the truth, so help you 
God? 


TESTIMONY OF CHARLES GLUECK, MID CITY INVESTMENT CORP., 
GARY, IND., ACCOMPANIED BY ALFRED DRAPER, COUNSEL— 
Resumed 


Mr. Guvrck. I do. 

Mr. Suwon. You are the same Mr. Glueck who testified here yes- 
terday ? 

Mr. Giueck. Yes, sir. 

Mr. Simon. Did you or your company handle the mortgage financ- 
ing on Meadowbrook ? 

Mr. GLveck. Yes, sir. 

Mr. Simon. How much was the premium ? 

Mr. Guiueck. May I look? 

Mr. Stmon. Yes, sir. 

Mr. Guiveck. I have to add this total here. 

If my addition is correct, it is $71,987.57. 

Mr. Sruon. Who received that amount? 

Mr. Guivueck. The Brookfield Corp. received $35,943.75. 

Mr. Simon. $35,943? 

Mr. Guvueck. $943.75, sir. 

Mr. Sruon. Do you know who the stockholders of the Brookfield 
Corp. are? 

Mr. Givueck. Not of my knowledge, sir. Mr. R. H. Davider received 
$8,985.95. 

Mr. Srvon. Who is he? 

Mr. Guurck. He is a mortgage broker in Cleveland, Ohio. 
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Mr. Simon. What did he do? 

Mr. Guurck. He negotiated the loan originally with the John 
Hancock Life Insurance Co. 

Mr. Simon. All right. 

Mr. Guvrck. The Mid- City Investments received $26,957.80. 

Mr. Stmon. That is your company ? 

Mr. GLUECK. Yes, sir. 

Mr. Sron. What did the Brookfield Corp. do for its $35,000 ? 

Mr. GuiurcKk. That was—they were, as I understood, they were the 
sponsors of—one of the sponsors of the project. 

Mr. Stmon. They were? 

Mr. Giurck. That was 

Mr. Stmon. Were they a sponsor? 

Mr. Guiurck. The principals of the Brookfield were sponsors. 

Mr. Srmon. Brookfield had nothing to do with Meadowbrook, did 
it‘ 

Mr. Guurck. To my knowledge, they did. 

Mr. StmMon. What did they have to do? 

Mr. Guiueck. I mean I don’t know what their corporate setup was. 

Mr. Stmon. Why did you pay it to them ? 

Mr. Giureck. Because the sponsors directed me to. 

Mr. Stmon. In other words, this $35,000, as far as you were con- 
cerned, belonged to the sponsors and you paid it to Brookfield or 
you had it paid to Brookfield because they told you to? 

Mr. Guiurck. Yes, sir. 

Mr. Stmmon. Thank you, sir. 

The CuarrMan. Who is Brookfield ? 

Mr. Stmon. He doesn’t know who the owners are. 

Mr. Guiurck. To my knowledge, I don’t. 

The Cuamman. You paid half of it, you say, or all of it to Brook- 
field 4 

Mr. Sruon. Not quite; $35,943 went to Brookfield. 

Mr. Givueck. That is right. 

Mr. Simon. Thank you, sir. 

The Cuatrman. Thank you. Any questions ? 

Thank you. That will be all at the moment. If you will just re- 
main around, we will appreciate it. 

We are finished with you. 

Mr. Grueck. Thank you very much. 

Mr. Draver. We are all done, Senator ? 

The CnarrmMan. You may go. 

Mr. O’Brien, please. Mr. O’Brien, will you be sworn, please ? 

Do you solemnly swear that the testimony you are about to give 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 


Mr. O’Brien. I do. 


TESTIMONY OF THOMAS J. 0’BRIEN, MEADOWBROOK, 
INDIANAPOLIS, IND. 


The CuatrMan. Please be seated and give your name and address 


for the record. 
Mr. O’Brien. Thomas J. O’Brien, 8102 North Pennsylvania Street, 
Indianapolis. 
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Mr. Stmon. You are president of the Meadowbrook Corp. ? 

Mr. O’Brien. No, sir, vice president. 

Mr. Simon. Vice president of the Meadowbrook Corp. ? 

Mr. O’Brien. Yes, sir. 

The Carman. You may proceed, Mr. Counsel. 

Mr. Simon. Mr. O’Brien, who are the stockholders of Meadow- 
brook? I ask you this: Do you and your group own five-eighths and 
Allen and Kelley own three-eighths ? 

Mr. O’Brien. We own approximately 6214 percent of the stock, 

Mr. Sruon. That would be exactly five-eighths ? 

Mr. O’Brien. That is right, sir. 

Mr. Simon. And Allen and Kelley the architects own 3714 per- 
cent / 

Mr. O’Brien. That is right,sir. I have a complete breakdown as to 
the stock holdings, sir, if you would like to have it. 

Mr. Srmon. Yes, sir. 

The Cuamman. Will you read them, please ? 

Mr. O’Brien. Yes, sir. Mr. Alvin Johns, president of the corpora- 
tion, owns 18214 shares. 

The CuarrmMan. What percentage is that of the total ? 

Mr. O’Brien. There is a thousand shares. 

The Cuamman. That would be about 18 percent ? 

Mr. O’Brien. Yes, of the total issue. 

The Cuatrman. Give it to us in percentages if you can. 

Mr. O’Brien. I don’t have it broken down. 

The Carman. When you talk about 183 shares out of 1,000, it 
would be 18 percent. 

Mr. O’Brien. Approximately so. homas O’Brien owns 18214 
shares. 

Mr. Simon. That is 18.2 percent ? 

Mr. O’Brien. Approximately. 

Thomas Mahaffie owns 18214 shares. Mr. J. Emmett Manamum 
owns 78 shares. He is now deceased. 

The Crairman. That would be nearly 8 percent of the total. 

Mr. O’Brien. Approximately. 

Mr. J. Lloyd Allen 

The CHarrman. Who? 

Mr. O’Brien. Mr. J. Lloyd Allen— 

The Crairman. J. Lloyd Allen is the architect? 

Mr. O’Brien. Yes, sir—18714 shares. Mr. John Kelley, 18714 
shares. 

Mr. Suwon. That is the architect? 

Mr. O’Brien. Yes, sir. 

That is a total amount of common stock, 1,000 shares. 

The CuHarrman. That is how many stockholders, 6 or 7? 

Mr. O’Brien. Six. 

Mr. Srwon. Six stockholders ? 

Mr. O’Brien. Six stockholders in addition to the preferred stock, 
100 shares. 

The Cuairman. Which is owned by the FHA ? 

Mr. O’Brien. That is right, sir. 

The Cuamrman. That is the corporate setup? 

Mr. O’Brien. That is right, sir. 
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Mr. Suwon. There was an FHA mortgage issued under section 
G08 ¢ 

The CnatmrmMan. Let me ask you: What did you pay for this stock? 
\We will get that later ? 

Mr. O’Brien. Yes. 

Mr. Srwon. Yes. Was an FHA mortgage under section 608 4 

Mr. O’Brien. Yes, sir. 

Mr. Stwon. How much was the original commitment for? 

Mr. O’Briex. Approximately somewhere around $4,700,000. 

Mr. Sruon. Was the original amount $4,704,747 ¢ 

Mr. O’Brien. I think you are right, sir. 

Mr. Srmon. Was the original deal that Allen & Kelley were to 
perform the architectural services for their stock and your people were 
to furnish the land for your stock? Is that right ? 

Mr. O’Brien. We weren't in the deal at the start of the deal, but 
that is the way the deal was originally worked out, as I understand. 

Mr. Stwon. That was the way it was originally worked out with 
Mr. Sadler and you and your group acquired Mr. Sadler’s position 
in it? 

Mr. O’Brien. That is right. 

Mr. Stmon. That position was that you would put in the land and 
get the stock position that you had for that land ? 

Mr. O’Brien. Plus cash, sir. 

Mr. Stwon. How much cash did you put in for the stock other 
than the land? I am not talking about the money you loaned. We 
will get tothat ina minute. Iam talking about the money you put in 
for the stock. 

Mr. O'Brien. At one time, sir, we put in $10,000. 

Mr. Srwon. Anything else you ever put in for stock ? 

Mr. O’Brien. We pai id Mr. Sadler, I think, thirteen-thousand-and- 
some dollars for his stock. 

Mr. Siuon. That is $23,000 for the stock ? 

Mr. O’Brien. Approximately so. 

Mr. Stwon. Now, on the land, there was a total of 150 acres? 

Mr. O’Brien. That is right, sir; approximately so. 

Mr. Simon. And you put 50 of those acres into this project ? 

Mr. O’Brien. Forty-nine, I believe, to be exact. 

Mr. Stmon. Forty-nine acres ? 

Mr. O’Brien. Yes. 

Mr. Simon. And the land was acquired by the Brookfield Corp., 
was it? 

Mr. O’Brien. That is right. 

Mr. Stmon. Who were the owners of the Brookfield Cor p.? 

Mr. O’Brien. I was president of the Brookfield Corp. 

Mr. Sraon. Who were the stockholders? 

Mr. O’Brien. Myself, Mr. Johns, Mr. McManamum, and Mr. Ma- 
haftie. 

Mr. Simon. The four people in your group? 

Mr. O’Brien. Four people; yes, sir. 

Mr. Simon. This land you ‘originally bought the 150 acres, and 
you put 49 of it in this project and later sold the other 101 acres? 

Mr. O’Brien. That is right, sir. 

Mr. Stwon. On your books, how much of the cost did you allocate 
to the 49 acres that went into this project ? 
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Mr. O’Brien. Approximately $13,000, sir. 

Mr. Stmon. Is that the same $13,000 that you gave Sadler? 

Mr. O’Brien. No, sir. 

Mr. Simon. That is another $13,000? 

Mr. O’Brien. Wait a minute. That is what we set the land in, 
into Meadowbrook Corp. for. That wasall. We paid approximately 
$150,000 for the land. 

Mr. Simon. For the 150 acres? 

Mr. O’Brien. That is correct. 

Mr. Simon. Then you sold the 101 acres for $200,000? 

Mr. O’Brien. That is approximately 214 or 3 years later. 

Mr. Simon. But the 49 acres that went into this project, you valued 
at $13,000 ? 

Mr. O’Brien. That is right, sir. 

Mr. Sruon. So the stock cost you $10,000, $13,000, and $13,000, or 
$36,000 ? 

Mr. O’Brien, Well, there was some other cash expenditures at the 
time. They were small. I don’t remember just exactly what they 
were. 

Mr. Simon. A couple of thousand dollars? 

Mr. O’Brren. Approximately so, I would say. Well, now, wait a 
minute. No. It would be far more than that. 

Mr. Stwon. I am talking about the money you paid for stock and 
not the loans. I know you made a lot of loans, and we will get to that 
in a minute. 

Mr. O’Brien. Yes; considerably over a million dollars. 

Mr. Simon. Is this all you paid for the stock ? 

Mr. O'Brien. As far as I can recollect, I think it is, sir. 

Mr. Simon. Then out of the mortgage proceeds, Mr. Glueck has 
just testified, that $35,943, roughly $36,000 of the premium money, 
went to you people or went to Brookfield, which you owned; is that 
right? 

Mr. O’Brien. That is not of the mortgage proceed, sir. 

Mr. Simon. It is the premium ? 

Mr. O’Brien. As I understand it, it was a premium paid by John 
Hancock Life Insurance Co. for buying the mortgage. 

Mr. Simon. They paid that when they bought the mortgage? 

Mr. O’Brien. Yes, but it has nothing to do with the mortgage 
proceeds. 

Mr. Stmon. It is part of the mortgage proceeds? 

Mr. O'Brien. No, sir; it was not. 

Mr. Sion. What did they pay the $71,000 for ? 

Mr. O’Brien. Well, sir, the mortgage on the property, as I remem- 
ber right, was $5 million. That is the amount that was insured by 
the FHA. 

Mr. Sron. That is right. 

Mr. O’Brien. This amount was over $5 million. In other words, 
it is not insured by the FHA and there was no part of the mortgage. 

Mr. Simon. It would—nobody would ever have to pay it back ¢ 

Mr. O’Brien. No, sir. 

Mr. Stmon. In other words, they paid you $5,071,987 for the $5 mil- 
lion mortgage; is that right? 

Mr. O’Brien. They paid us what, sir? 

Mr. Simon. They paid $5,071,987 for the $5 million mortgage. 
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Mr. O’Brien. In essence, that is what the total amounted to. 

Mr. Simon. Had it been sold at a discount they would have paid 
you less than the face amount for the mortgage? 

Mr. O’Brien. That is right. 

Mr. Ston. After the commitment had been issued and your cor- 
poration was set up, did the corporation enter into a contract with the 
\lars Co. to build the building 4 

Mr. O’Brien. That is right, sir. 

The Cuairman. It isn’t quite clear to me about this $35,000, half 
of this premium. Was it paid to the Brookfield Corp. ? 

Mr. Simon. That is right; which Mr. O’Brien, Mr. Johns, Mr. 
Mahaflie, and Mr. McManamum owned. 

Mr. O’Brien. That is right. 

The Cuarrman. That was more than they paid for the $33,000 of 
stock ¢ 

Mr. Simon. It was approximately exactly the same. 

Mr. O’Brien. Senator, this wasn’t paid until the project was com- 
pleted some 2 years |: ater, 

The CuHamrMan. I understand. It was more than you paid for the 
= tock ? : 

Mr. O’Brien. I think in the testimony when we get down into it we 
will find there was quite a considerable sum paid for the stock. 

The Cuarrman. Why was it paid to Brookfield? That isn’t clear 
to me. 

Mr. Sraron. The Senator is inquiring why it was paid to Brookfield 
instead of Meadowbrook. 

The Crarrman. Was it in order that you could get your $33,000 
uit of your original investment ? 

Mr. O’Brien. No, sir; I wouldn’t say that that was the reason. 

The CHAIRMAN. What was the reason ? 

Mr. O’Brien. It was a premium that was paid for buying the 
nar. 

The Cuatrman. It belonged to the Meadowbrook Corp., not the- 

Mr. O’Brien. No, it didn't. 

The Cuamman. Why did it belong toBrookfield ? 

Mr. O’Brien. Because, I would say it belonged to Brookfield any 
more so than any other corporation, but we as sponsors 

The CHarrman. What do you mean “any other corporation’ ? 

Mr. O’Brien. Well, I mean they could have paid us as sponsors. 

The CHamman. Who is it that has to pay back this mortgage? 

Mr. O’Brien. We do. 

The Cuamman. Who is “we”? You mean Meadowbrook Corp.. 
they have to pay back the $5 million ? 

Mr. O’Brien. Only $5 million, Senator, plus interest. 

The Cuamman. This premium of $71,000 rightfully belonged to 
Meadowbrook, did it not ¢ 

Mr. O’Brien. I wouldn't say so, Senator. 

Mr. Stuon. What did Brookfield do to earn that premium ? 

Mr. O’Brien. Well, they enabled John Hancock Life Insurance Co. 
to buy the mortgage. 

Mr. Simon. How did they enable it? I thought the Federal Gov- 
ernment enabled it to buy the mortgage. 

Mr. O’Brien. The Federal Government did enable it to buy the 
mortgage, but there were a lot of mortgage companies that would have 
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bought the mortgage. Some of them would have bought it at the dis- 
count and some of them offered to pay a premium. It is like a broker 
age fee. 

The CHamrman. Glueck just testified he was ordered to pay half 
of this premium to the Brookfield Corp., which you named as you 
four gentlemen, and he also testified that he put $33,000 in it. You 
got $35,000 back from premium Therefore, you had absolutely noth- 
ing in Brookfield; is that correct ? 

Mr. Stuon. In Meadowbrook. 

The Cuarrman. In Meadowbrook. 

Mr. O’Brien. No, sir; I wouldn’t say. We will get into that later. 

The Cuarrman. I think the record will speak for itself. 

Mr. O’Brien. Yes, sir. 

Mr. Stmon. You made a contract, then, with Mars to build this 
building? 

Mr. O’Brien. That is right, sir. 

Mr. Stmon. Mars was owned by Allen Kelley; is that right? 

Mr. O’Brien. Well, I think there was another individual. 

Mr. Sruon. Reynolds? 

Mr. O’Brien. Harry Reynolds. 

Mr. Simon. Allen, Kelley, and Reynolds owned Mars? 

Mr. O'Brien. That isright, sir. 

Mr. Stuon. Reynolds was an employee of Allen Kelley ? 

Mr. O’Brien. I believe that is right, sir. 

Mr. Srwon. Then halfway through the project, the Mars Co. went 
broke; is that right? 

Mr. O’Brien. I wouldn't say it was halfway through, but they did 
go broke: yes, sir. 

Mr. Simon. At what stage did they go broke ? 

Mr. Stuon. I would say the project was probably, maybe a third 
of the way done or a quarter, or somewhere between a third and half- 
way. 

Mr. Srwon. Somewhere between a third and halfway through Mars 
went broke? , 

Mr. O’Brien. That is right. 

Mr. Simon. Now, Mars had a firm contract by which they agreed to 
build this building for a fixed sum of money ? 

Mr. O’Brien. That is right, sir. 

Mr. Suwon. And had they performed their contract, of course, the 
building would have been built for that amount of money? 

Mr. O’Brien. That is right, sir. 

Mr. Simon. And Allen Kelley personally guaranteed the _ per- 
formance of Mars on that contract; is that right ? 

Mr. O’Brien. T don’t remember whether that is right or not, sir. 
They might have to the surety company. 

Mr. Stuon. There was a surety bond to the Seaboard Surety Co. 
of New York? 

Mr. O’Brien. That is right, sir. 

Mr. Stwron. Completion bond. 

Mr. O’Briex. Ten percent completion bond, sir. 

Mr. Srwon. Ten percent, which is virtually half a million dollars? 

Mr. O’Brien. That is right, sir. 

Mr. Srvon. Then Allen Kelley guaranteed the surety com- 
pany: didn’t they ? 
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Mr. O’Brten. I think they did. 

Mr. Stmon. When the project went—when the Mars Co. went 
broke, did the surety company claim that they had a defense to the 
bonds; that they didn’t have to pay the bond because FHA had paid 
out the money too fast ? 

Mr. O’Brien. They claimed that, sir, but we never did agree to that. 

Mr. Son. They claimed that? 

Mr. O’Brien. That is right. Of course, anybody that is going to 
have to pay out half a million dollars is going to claim some thing. 

Mr. Sraon. Did FHA in fact pay out the money faster than the 
work proceeded ¢ 

Mr. O’Brien. I wouldn't say that they did, sir. That I don’t know. 
[ am not qualified to answer that directly. 

Mr. Srwon. In any event, in order to get the building completed, 
an agreement was entered into in April of 1949 between all the people 
involved, including yourself and FHA ? 

Mr. O’Brien. That is right, sir. 

Mr. Srmon. Under that agreement, the surety company agreed to 
put up some money 4 

Mr. O’Brien. That is right. They agreed to put up the full amount 
of their bond. 

Mr. Srmon. And Allen Kelley agreed to assign some of their 
funds to the surety company, $200,000 worth ¢ 

Mr. O’Brien. No. I don’t know what their agreement was with 
the surety company. I understand, however, they did pay him 
$200,000 out of that fee. 

Mr. Stwon. FHA agreed—— 

Mr. O’Brren. Pardon me. May I go on, sir? 

Mr. Stmon. Yes, sir. 

Mr. O’Brien. The entire amount of the surety company amount is 
borne out by Allen Kelley and their stock. We have no part of 
that. I mean the sponsors had no part of the building company in 
any way, shape, or form, and as a matter of fact, I think payments 
are still being made. 

Mr. Sruron. Now, also as a part of that agreement, FHA agreed to 
increase their commitment by $296, 000, didn’t they 

Mr. O’Brien. That is right, sir: but m: iy I i that, sir, by say- 
ing that no increase in commitment was asked for until the project got 
in trouble. Now before it got in trouble, there was 11 additional 
apartments added to the project. It was not cut down, the quality ; 
| mean from any extent. 

The Chairman. We understand that. The facts are you got an 
additional $296,000 commitment. 

Mr. O’Brien. That is right, sir. 

Mr. Srox. What was the reason for the $296,000 increase in com- 
mitment? 

Mr. O’Brien. Because at that time, sir; we understood that based 
on figures that we had, first of all we felt the project was turning a 
quarter of a million dollars sour. We called in the surety company 
and had their auditors to go over the accounts, ever ything, as it sta@od 
at that time, and they come back with a figure that it took eight 
hundred-some-thousand dollars additional to build the thing. 
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Mr. Srron. What I am trying to get at, you filed an application for 
a mortgage loan of so much and FHA gave you what you asked for, 
and then—— 

Mr. O’Brien. Yes, sir. That wasn’t a 90-percent loan at the start, 
sir; if vou will check. 

Mr. Srion. When you got into trouble, though, they gave you an 
extra $296,000, and I was wondering what was the reason for FHA 
giving you the extra $296,000. 

Mr. O’Brien. To help to complete the project, sir. 

Mr. Stuon. To help to complete it because it was in trouble? 

Mr. O’Brien. That is right, sir. 

Mr. Stuon. Of course, that was the very maximum the law per- 
mitted them to give you? 

Mr. O’Brien. That is right, sir. 

Mr. Stuon. That made the mortgage an even $5 million ? 

Mr. O’Brien. That is right, sir. 

Mr. Stuon. And the law provided that no mortgage of FHA could 
be in excess of $5 million ? 

Mr. O’Brien. That is right. As a matter of fact, it was even sug- 
gested we could drop a building or two from it, which we didn’t do. 

Mr. Srron. Then as I understand it, you and Mr. Johns also loaned 
substantial sums of money to the company to help them complete the 
job? 

Mr. O’Brien. That is right, sir. 

Mr. Stuon. I believe Mr. Mahaffie loaned some money, too, but not 
as much as you and Mr. Johns? 

Mr. O’Brien. He pledged himself for the same amount, sir. We 
matched, three of us as individuals, matched the exact amount the 
surety company put up, which was $458,000. 

Mr. Smron. As a loan? 

Mr. O’Brien. That is right. I put my third up in cash, Mr. 
Johns put his third up in cash, Mr. Mahaffie pledged securities with the 
surety company that it was acceptable to them, for his third. 

Mr. Sron. But they didn’t need his money, is that right? 

Mr. O’Brien. Oh, yes. 

Mr. Stuon. They did? 

Mr. O’Brien. Yes, we did. I mean, as a matter of fact, 3 days 

The CaarrmMan. That was put up as a loan? 

Mr. O’Brien. That is right. 

The Crarrman. In other words, you three men put up that and 
received notes for it? 

Mr. O’Brien. That is right. 

The Cratrman. Not as capital stock? 

Mr. O’Brien. That is right, sir, but the notes, the note was not a 
mortgage against the Meadowbrook Corp., and could not be paid back 
in any way, shape, or form other than out of income. 

The Cuarrman. No mortgage—the FHA will not permit a mort- 
gage to go ahead of their mortgage. 

Mr. O’Brien. That is right. 

Mr. Strvon. Since then the building is completed, of course ? 

Mr. O’Brren. That is right, sir. 

Mr. Stuon. Have all the moneys you advanced been returned to 
you! 

The Craimrman. The money you loaned to them been returned ? 
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Mr. O’Brien. The money I loaned personally has been; yes, sir. 
The Crairman. Is that true of Mr. Johns? 

Mr. O’Brien. Yes, sir. 

The Crarrman. Is that true of Mr. Mahaffie? 

Mr. O’Brien. Yes, sir. 

Mr. Sion. Is that true of Mr. McManamum’s estate / 

Mr. O’Brien. Yes, sir. Mr. McManamum didn’t advance any cash. 
Mr. Suwon. He did not advance any cash ? 

Mr. O’Brien. No, sir. 

Mr. Sruon. So you people have had returned to you all the money 


vou advanced to the project ? 


Mr. O’Brien. No; I wouldn’t say that, sir. We had the money that 
we had loaned returned to us. 

Mr. Suwon. Well, now, you have testified earlier that you put in 
<10,000 in cash for the stock, and 

Mr. O’Brien. May I qualify that, sir, by this remark? This cor- 
poration was already incorporated before we ever had gotten into it. 
We had only gotten into it approximately 30 days before the loans, 
| mean before we completed it, and what the amount was paid in, at 
that time, I don’t know. I mean after we got it, what I am talking 
about, we put in. 

Mr. Sumon. Iam trying to find out the total amount that your group, 
and by “your group” I mean you, Mr. Johns, Mr. Mahaflie, and Mr. 
McManamum put in. You loaned roughly $450,000 to complete the 
building. 

Mr. O’Brien. That is right. 

Mr. Sion. That has all been repaid to you ? 

Mr. O’Brien. That is right, sir. 

Mr. Stwon. In addition to the $450,000-—— 

Mr. O’Brien. We loaned in addition, I mean in addition to that we 
also put up $72,000 in cash with the John Hancock Life Insurance Co. 

Mr. Sion. What was that for ? 

Mr. O’Brien. Out of our proceeds, to show we had enough money to 
run the building after they would complete it. 

Mr. Stwon. Has that been returned to you ? 

Mr. O’Brien. Yes, sir. 

Mr. Siaon. What else did you put up? 

Mr. O’Brien. At the moment I can’t think of anything. 

Mr. Soon. You put up $13,000 for the land that went into this? 

Mr. O’Brien. No. We actually paid $50,000. I mean we actually 
paid $150,000 for the land. 

Mr. Stwon. That was for 150 acres? 

Mr. O’Brien. That is right, sir. 

Mr. Smron. But $13,000 was what you allocated to the part that 
went into this project; is that right ? 

Mr. O’Brien. Yes, sir. It was awful cheap. 

Mr. Srmon. At any rate, in addition to the $13,000, as your allo- 
cated figure for the land that went into this project, are there any 
other funds that you put up? 

Mr. O’Brien. Not that I can remember at the moment. 

Mr. Simon. See if I have the recapitulation correct: You put up 
$450,000 in loans to get the building completed, all of which has been 
repaid to you. Is that right? 
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Mr. O’Brien. Well, you are talking about what we put up indi- 
vidually ? 

Mr. Stuon. I am talking about the four of you. 

Mr. O’Brien. Yes, sir. 

Mr. Simon. You put up $450,000 in loans to complete the building ? 

Mr. O’Brren. We put up more than that, sir. I mean we actually 
loaned the corporation far more money than that. 

Mr. Simon. How much more money ? 

Mr. O’Brien. You are talking about the Meadowbrook Corp. ? 

Mr. Srwon. Yes. 

Mr. O’Brien. Well, we loaned it that $72,000. 

Mr. Simon. IT am—— 

The CuairMan, We will get to that. 

Mr. Simon. I am taking it one at a time. You loaned them the 
$450,000 and the $72,000, the first to complete the building and the 
second, as performance money with the John Hancock Insurance 
Co. / 

Mr. O’Brien. That is right, sir. 

Mr. Stuon. All of that has been repaid to you? 

Mr. O’Brien. That is right, sir. 

Mr. Simon. And you paid $15,000 for the allocated figure for that 
part of the land that went into this project, and you received $36,000 
of the mortgage premium money; is that right ? 

Mr. O’Brien. Through the Brookfield Corp. 

Mr. Simon. Through the Brookfield Corp. which the four of you 
own: is that right? 

Mr. O’Brien. That is right, sir. 

Mr. Srmon. So that as of today, you 4 own 621% percent of this 
corporation ? 

Mr. O’Brien. That is right, sir. 

Mr. Simon. And you have no investment in the corporation at the 
moment ? 

Mr. O’Brien. Well, we have capital stock that is paid for. 

Mr. Simon. You own 60 percent ? 

Mr. O’Brien. We have land that was put in. 

Mr. Simon. You own 6214 percent of the stock ? 

Mr. O’Brien. That is right, sir. 

Mr. Simon. And all the funds that you advanced the corporation 
have been returned to you and the land which you allocated at $13,000 
is still in there, but against that you have got the $36,000 of premium 
money / 

Mr. (’Brren. Not all the funds that we have advanced the cor- 
poration have beem returned to us. The money that we loaned in 
addition to what we paid for our stock has been returned to us, sir. 

Mr. Simon. [ tried to find out a minute ago, is there any money 
you loaned to the corporation or advanced the corporation, other than 
the land, the $72,000 and the $450,000 @ 

Mr. O’Brien. Not that I know of, sir. 

Mr. Simon. That is everything? 

Mr. O’Brien. As far as I know, yes, sir. 

Mr. SrwMon. And the $450,000 has been returned, the 872.000 wil! 
be returned, the land, of course, is still there? 
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Mr. O’Brien. Yes, sir. 

Mr. Smwon. And you have the $36,000 of premium money, is that 
right? 

Mr. O’Brien. That is right, sir. 

Mr. Srmon. Thank you very much. 

The CuarMan. So you own 62 percent of that project without 
having any money invested in it at all at this time? 

Mr. O’Brmex. Yes. We have money, time, and everything else 
invested in it, Senator. 

The CuarrMan. I thought—— 

Mr. O’Brien. Our capital stock, we didn’t get that for nothing. 

The Crairman. You said you paid $33,000 for it. 

Mr. O’Brten. That is approximately right. 

The CuarrMan. You got $36,000 back from the premium on the 
mortgage? 

Mr. O’Brien. That is through the Brookfield Corp. 

The Cuamman. You are $3,000 better off than you were and you 
still own 62 percent of Meadowbrook. 

Mr. O’Brien. That is right. 

The Cratman. And the Federal Government is guaranteeing a 
$5 million mortgage. 

Mr. O’Brien. That is right, sir, but at one time we had—we could 
have lost the whole works. 

The Cuamman. You could have lost $456,000, $72,000, no question 
about that, but it has been returned to you later. 

Mr. O’Brien. That is right. 

Mr. Srwon. And Allen & Kelley, who are the architects, owned 
3814 percent ? 

Mr. O’Brien. That is right. 

The Cuatrman. They, of course 

Mr. O’Brien. 371% percent. 

The CuHatrrman. They, of course, put up $220,000, I believe it was, 
as the architects, or the security company, which has not as yet been 
returned to them? 

Mr. O’Brien. That is correct. 

The CuarrMan. Is that correct? 

Mr. O’Brien. That is right. 

The Cuarrman. In other words, they still have $220,000 left in it ? 

Mr. O’Brien. They paid that—— 

The Cuarrman. The Brookfield Co. consisting of you 4 gentlemen 
own 62 percent without any investment ? 

Mr. O’Brien. Yes. The $200,000 they paid they paid because the 
corporation they owned, another corporation defaulted. 

Mr. Simon. That is the Mars Corp. that was going to build it de- 
faulted, and they had to make good on that? 

Mr. O’Brien. That is right. 

The Cuarrman. Of course, there was no mortgaging out in this 
ease. We want the record to show that. 

Mr. O’Brien. That is right. 
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The Crairman. There was no mortgaging out. We simply want 
to show by the pattern of this case that here is a case where the project 
got into trouble, where FHA allowed them an additional $298,000, 


but we have the same pattern here that we have had in all of these. 


when they got all through the investors had little or no money invested 
and the Government was sitting there holding the mortgage, so if 
it went sour the Government then picked up the check. 

Mr. O’Brien. Senator, may I add a point or two? 

The CuarrMan. Yes, sir. 

Mr. O’Brien. We have paid in payments since we got this loan 
approximately, in excess of $1,500,000. 

The CuatrmMan. You paid back that much ? 

Mr. O’Brien. Principal and interest; yes. 

The CnatrMan. I think the project will pay out. 

Mr. O’Brien. We hope so. No stockholder, or officer of the 
Meadowbrook Corp. has ever taken one cent in salary. 

The CiairmMan. You have taken no salary ¢ 

Mr. O’Brien. No salary and no dividends since the project has 
been started. 

The Cramman. You have a manager? A manager runs it? 

Mr. O’Brien. Yes. 

The CrarrMan. He is on a salaried basis? 

Mr. O’Brien. That is right. In addition to that, I have spent con- 
siderable time myself. 

The Cuairman. You can well afford to with a $5 million project. 

Mr. O’Brien. Yes, sir. 

Mr. Simon. As a matter of fact, I understand, Mr. O’Brien, that 
after the project was completed, you people had to spend something 


like a half million dollars to fix it up, because of inadequate inspec- 
tion ¢ 


Mr. O’Brien. That is right, sir. 


Mr. Sion. Was that because the FHA inspectors didn’t do their 
job? 


Mr. O’Brien. I don’t know; but I know that we had to correct some 


defects that we found in the thing and that amounted to inspection. 

Mr. Suwon. And these sums that have been repaid to you, that is 
after the spending of a half million dollars for fixing up those defects ? 

Mr. O'Brien. That is right, sir. 

Mr. Sron. Thank you. 

‘The Cuamman. We are simply trying in this investigation to show 
the people and the taxpayers, of course, who were guar ‘anteeing these 
mortgages exactly what happened, in as many instances as we can. 
There is no way—I would say you have shown good business sense. 
because—I will not repeat what has happened because the record 
speaks for itself. I will not take the time. 

Thank you, sir. 

We are now going into title I witnesses, title I of the Housing Act, 
being the title that has to do with home repair and modernization loans 
and our first witness will be Mr. Don Johnson, 3135 South Roena, 
Indianapolis. Will you be sworn, please 

Do you solemnly swear that the testimony you are about to give 


will be the truth, the whole truth, and nothing but the truth, so help 
you God? 
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TESTIMONY OF DON JOHNSON, INDIANAPOLIS, IND. 


Mr. Jonnson. I do. 

The Cuarrman. Thank you, sir. 

Please be seated ; and your name is Don Johnson ? 

Mr. Jonnson. Yes, sir. 

The CuarrmMan,. 3135 South Roena Street ? 

Mr. Jonnson. Roena. 

The Cuarrman. Indianapolis? 

Mr. Jounson. Yes, sir. 

The Cuairman. You may proceed, Mr. Counsel. 

Mr. Simon. Mr. Johnson, do you own your own home ? 

Mr. Jonson. Yes, sir. 

Mr. Sumon. Some time ago did you make an FHA loan, a repair 
loan ? 

Mr. Jonnson. I have a title I loan. 

Mr. Simon. That is what I mean. On October 27, 1949, did you 
sign a note for $1,718.94 for a title I loan ‘ 

Mr. Jounson. Yes, sir. 

Mr. Sraon. What was that loan for? 

Mr. Jomnson. The erecting of a new home. 

Mr. Sumon. Erecting of a new home? 

Mr. Jounson. Yes, sir. 

Mr. Suwon. Was ita home or garage? 

Mr. Jounson. Well, it was supposed to be a home, but what they 
put up was a garage. 

Mr. Simon. What they put up was a garage? 

Mr. Jounson. Yes, sir. 

Mr. Simon. What do you mean it was supposed to be a home? 

Mr. Jonnson. Well, it was supposed to be a cottage and when they 
put it up they put up a utility cottage. 

The Cuarrman. Who was “they”? 

Mr. Jomnson. Diamond Construction Co. 

The Cuarrman. Where are they located ? 

Mr. Jornson. They are out of business now. 

The Cuamman. Where were they located ? 

Mr. Jonson. 2100 block of East Washington Street, Indianapolis. 

The Cuatrman. And it was to have been a home? 

Mr. Jonnson. It was to be a home. 

The Cratrman. Tell us how it came about. Did they solicit your 
business? Did you solicit theirs? 

Mr. Jonnson. I went to them. 

The Cuairman. You went to them? 

Mr. Jounson. I worked across the street from them and I went over 
to see them about it. 

Mr. Suwon. Whose idea was it to get a title I loan? 

Mr. Jounson. It was theirs. 

Mr. Suwon. Did they tell you that the title I loans were only avail- 
able for home repairs and home improvements? 

Mr. Jonnson. No, sir. 

Mr. Srwon. Did you ever know that? 

Mr. Jounson. No, sir. 

Mr. Srwon. And you signed an application fora title Tloan? Did 
vou sign an application ? 
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Mr. Jounson. I believe I did. 

Mr. Simon. Did you read the application before you signed it? It 
says on the application in big letters that it is for home repairs, home 
improvements. 

The CHairman. What bank handled the paper ? 

Mr. Jounson. Mercantile Mortgage Co. 

The Cuairman. Mercantile Mortgage Co. ? 

Mr. Jonnson. Yes, sir. 

The Cruairman. They were the bankers and the dealer, the man 
that sold you was the Diamond Construction Co. ? 

Mr. Jounson. Yes, sir. 

The Cuatrman. Have you paid it in full? 

Mr. Jounson. Yes, sir. 

The Cuatrman. You had a dispute with them about paying for it 
and then finally settled with you by giving you some lumber and 
other materials to build an addition to your ‘house, is that right? 

Mr. Jomnson. Yes, sir; that is right. 

Mr. Srton. But so far as the FHA is concerned, you got a home 
repair loan to build a garage, is that right / 

Mr. Jounson. Yes. That is what it amounted to. 

Mr. Stmon. Thank you. 

The Cuatrman. What was the business of this Diamond—was it 
Diamond Construction Co. ? 

Mr. Jonnson. Yes, sir. 

Mr. Stwon. What was their business? 

Mr. Jounson. They were selling prefabricated homes. 

Mr. Stmon. They are now out of business? 

Mr. Jounson. Yes, sir. 

Mr. Srmon. Were they local Indianapolis people? 

Mr. JoHnson. Yes, sir. 

Mr. Stmon. And it was their idea that you do it? That. is, it was 
their idea that you get a home repair modernization law to put up a 
new prefabricated house ? 

Mr. Jounson. They said they would send the paper work through 
Mercantile and handed me the papers, and I signed them. 

The Cuatrman. Does it show, Mr. Counsel, that—did they describe 
a house on these papers? We do not have the application. 

Mr. Jonnson. I do not either. I never received it. 

The Cratrman. Do you remember whether they described that 
this loan was to be for a house, or prefabricated house, or what did it 
say? Do you remember, Mr. Johnson? 

Mr. Jonnson. No, sir. 

The CuarrmMan. In any event, it was a violation of the law, because 
under title I you can only borrow money to repair or modernize your 
home, not to build a new home? 

Mr. Jomnson. Yes, sir. 

The Cuarrman. How much did you pay on this contract ? 

Mr. Jonnson. $1,718. 

Mr. Srron. The or iginal was for how much? 

Mr. Jonson. $1,495 was what I borrowed. 

Mr. Stmon. The difference was interest ? 

Mr. Jounson. Yes, sir; that is right. 

The Cramman. You actu: illy paid the full amount? 

Mr. JoHnson. Yes, sir. 
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Mr. Stmon. They gave you the extra lumber and materials to settle 
the controversy ¢ 

Mr. Jounson. Yes, sir; that is right. 

The Cuatirman. Any other questions ¢ 

Mr. Drnxrns. No, sir. 

The CHamrMan, Thank you very much, Mr. Johnson. 

Our next witness will be Cora W yrick, of Shelbyville, Ind. 
Cora ¢ 

Mrs. Wyrick. Yes. 

The CHarrMan. Mrs. or Miss? 

Mrs. Wyrick. Mrs. 

The Cnatrman. Will you be sworn, please? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help. you God ? 


TESTIMONY OF MRS. CORA WYRICK, SHELBYVILLE, IND. 


Mrs. Wyrick. I do. 

The Cyamman. Will you please be seated? Your name is Mrs. 
Cora Wyrick, Shelbyville? 

Mrs. Wyrick. Yes, sir. 

The CHairMan. You may proceed, Mr. Counsel. 

Mr. Simon. Did you also build a garage on a home modernization 
loan ¢ 

Mrs. Wyrick. The FHA have got now 

The Cuairman. Will you speak a little louder? 

Mrs. Wyrick. Is on the siding of my house. 

The Cuarrman. Will you repeat that ? 

Mrs. Wyrick. It is on the siding of my house. 

Mr. Stmon. You had some siding put on your house? 

Mrs. Wyrick. Yes. 

Mr. Simon. When did that take place? 

Mrs. Wyrick. June 2, 1953. 

The CnarrMan. Last year you mean / 

Mrs. Wrrick. Yes. 

Mr. Simon. Who did the work for you? 

Mrs. Wyrick. A. C. Brown. 

Mr. Stuon. How much did you agree to pay? 

Mrs. Wyrick. $327. 

Mr. Stmon. Did you sign a note for that? 

Mrs. Wyrick. Yes, sir. 

Mr. Simon. Didn’t you have a previous title I loan for a garage ? 

Mrs. Wyrick. Well, I did and I didn’t. 

Mr. Stmon. What do you mean by that? 

Mrs. Wyrick. Well, it was my son-in-law, but my name was 
switched around so I was the first signer. I was supposed to be the 
second cosigner, and it was switched around so they had me first. 

The Cuairman. Was it your son-in-law that got the loan? 

Mrs. Wynrick. Yes, sir. 

The Cuairman. Did he get the money ? 

Mrs. Wyrick. Yes, he got the money. 

The CuairmAn. How much wasthat? How much money was there? 

Mrs. Wyrick. I won’t say for sure, but I think it was $657. 

Mr. Suwon. Did he use that to build a garage? 
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Mrs. Wyrick. He built a garage but when he bought, he bought it 
for adwelling. That was what they sold it to him for, a dwelling. 

The Cuairman. What was the name of the company that sold it to 
him? 

Mrs. Wyrick. I couldn’t tell you, but he had it through the Mer- 
cantile. 

Mr. Suwon. Was it Diamond Construction Co. ? 

Mrs. Wyrick. Well, it could have been that, I won’t say. 

The Cuatrman. Who were the bankers? 

Mrs. Wyrick. The Mercantile. 

Mr. Suwon. Mercantile Mortgage Co. ? 

Mrs. Wyricr. Yes. 

The Cuarrman. They handled the loan ? 

Mrs. Wyrick. Yes. 

‘The Cuarrman. You don’t remember who the dealer was 

Mrs. Wyricxk. No. 

The CuamrMan. That was the loan your son-in-law got? 

Mrs. Wyrick. Yes. 

The CrHarrmMan. The loan you made; who was the dealer? 

Mrs. Wyrick. A. C. Brown. 

The CuatrmMan. Located where? 

Mrs. Wyrick. Well, his home is in St. Paul, but he was located in 
Shelbyville. 

The Cuarrman. St. Paul, Minn. ? 

Mrs. Wyrick. No. 

The Cuarrman. St. Paul, Ind. ? 

Mrs. Wyricx. Yes. 

The CnarrmMan. And how much was the amount? 

Mrs. Wyrick. $327. 

The Cuarrman. Who was the banker in this instance? 

Mrs. Wyrick. Farmers National. 

The CuarrMan. Farmers National at Shelbyville? 

Mrs. Wrricxk. Yes, sir. 

Mr. Sruon. At any rate, you know that your son-in-law’s loan was 
not to repair or modernize a house? 

Mrs. Wyrick. I know it wasn’t. It was for a dwelling, was what 
they bought it for. It turned out to be a garage. They had trouble 
with it before it wasall paid. They had trouble. 

Mr. Stuon. That is all. 

The CHarrman. That isall. Thank you very much. 

Mrs. Wyrick. Will you need me any more? 

The Cuatrman. No more, thank you. 

Our next witness will be Mr. Edgar L. Baker, 1303 South Alabama 
Street, Indianapolis, Ind. 

Mr. Baker, do you solemnly swear the testimony you are about to 


give will be the truth, the whole truth and nothing but the truth, so 
help you God? 


TESTIMONY OF EDGAR L. BAKER, INDIANAPOLIS, IND. 


Mr. Baxer. I do. 


The CuatrmMan. You are Mr. Edgar L. Baker, 1303 South Alabama, 
Indianapolis, Ind. ? 


Mr. Baxer. Yes, sir. 
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Mr. Simon. On January 31, 1946, Mr. Baker, did you make a title I 
Joan for $1,034.82 thr ought the Indianapolis Morris Plan Bank? 

Mr. BAKER. One thousand what, six? 

Mr. Simon. $1,034.82. 

Mr. Baker. No, sir; it was $1,100 and something. 

Mr. Srwon. $1,100 and something? 

Mr. Baker. Yes, sir. 

Mr. Simon. In 1946? 

Mr. Baker. Yes. 

Mr. Simon. That wasa title 1 FHA loan? 

Mr. Baker. Supposed tobe. I never seen the loan. 

Mr. Srwon. Did you get the money ¢ 

Mr. Baxrr. I didn’t; no. 

Mr. Simon. What happened to the money ? 

Mr. Baker. Who done the work got the money. 

Mr. Sruon. What was the work for? 

Mr. Baxer. Siding. 

Mr. Srmon. Siding on your house? 

Mr. Baker. Yes. 

Mr. Srwon. Did you pay the loan? 

Mr. Baxer. I am still paying on it, sir. 

Mr. Srwon. You are still paying on the 1946 loan ? 

Mr. Baker. Yes, sir. 

Mr. Stmon. When was it supposed to be paid ? 

Mr. Baxer. Offhand 1 don’t remember. 

Mr. Simon. Was it a 3-year loan 4 

Mr. Baxer. I believe it was. 

The Cuatrman. Did you say the loan was made in 19464 

Mr. Baxer. Yes. 

Mr. Simon. January 1946? 

Mr. Baker. Yes. 

Mr. Srwon. Three-year loan ? 

Mr. Baker. I believe it was, sir. I wouldn’t be positive. 

Mr. Srwon. You are still paying on it? 

Mr. Baker. Yes. I am paying straight to Washington. 

Mr. Srwon. The credit application on that loan, did it state that 
you owned the property free and clear ? 

Mr. Baker. No, sir. 

Mr. Simon. It didn’t? 

Mr. Baker. No, sir. 

Mr. Stwon. I know you didn’t own the property free and clear, but 
didn’t the credit application say that you owned it free and clear? 

Mr. Baxer. That I can’t anwer. I don’t know for sure. but I 
didn’t own the property. 

Mr. Stmon. I know you didn’t own the property free and clear, but 
when you signed the credit application did it say that you owned it 
free and clear? 

Mr. Baxer. I don’t remember. 

Mr. Simon. Did you sign the application in blank? 

Mr. Baker. It wasn’t filled out. 

Mr. Srwon. It wasn’t filled out? 

Mr. Baker. No, sir. 

Mr. Simon. You just signed your name to a blank piece of paper 
with printing on it, but none of the blank spaces were filled out / 
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Mr. Baxer. No, sir. 

Mr. Srwon. Were the papers arranged and filled in by the Indian- 
apolis Roofing & Siding Co.? 

Mr. Baker. Yes, sir. 

Mr. Simon. Why did you stop paying on the loan ? 

Mr. Baxer. A misunderstanding in payment through the Morris 
Plan. 

Mr. Sraon. What was the misunderstanding? 

Mr. Baxer. [ had made payment, and they had no record of it. 

Mr. Stuon. You made payments, and they have no idea of it? 

Mr. Baker. That is what they say. 

Mr. Staon. Do you have any receipts for the payments ? 

Mr. Baker. Not with me, but I have around the house. 

Mr. Stmon. Do you have receipts for the payments they say they 
didn't get ? 

Mr. Baker. I believe so; yes. 

Mr. Srron. Now, on May 11, 1946, did you make a second loan 
through this same Indianapolis Morris Plan? Was that loan to pur- 
chase storm doors and windows from the Midwest Material Co. for 
S640 ? 

Mr. Barer. Yes, sir, I believe it was. 

Mr. Simon. That was the same company that you got the first loan 
from, is that right ? 

Mr. Baxer. Yes. I was delinquent on the first loan, and they made 
the second. 

Mr. Stuon. They made the second loan even though you were delin- 
quent on the first ¢ 

Mr. Baker. Yes. 

Mr. Srmon. The application asked if you had any delinquent debts. 
You filled in “No. 

Mr. Baker. I never filled in nothing. 

The Cuatirman. Did you say you are paying direct to Washington, 
D. C., on the first loan ? 

Mr. Baker. On all. I got three loans. They go to Federal Hous- 
ing Administration, Washington 25, D.C. 

Mr. Srmon. You got three loans and they are all in default; is that 
right? 

Mr. Baker. Yes, sir. 

The Cuairman. Did you send your checks to Washington? 

Mr. Baxer. Money order; yes, sir. 

The CHarrMan. W: ishington, D.C.? 

Mr. Baker. Yes, sir. 

The Cnarman. That means one thing: That means that the Morris 
Plan Bank here, of course, has turned the loans back to the Federal 
Government, the Federal Government now is collecting from you; is 
that correct ? 

Mr. Baker. Yes,sir. ‘That is where Iam paying my money to. 

The Cuarrman. And yet you had three loans? 

Mr. Baxer. Two of them to Federal Housing, the third wasn’t sup- 
posed to be through Federal Housing. I didn’t know anything about 
that. 

The CHarrman. Did it end up through FHA? 

Mr. Baker. Yes, sir. 

The CuarrMan. It was not supposed to be? 





Mr. 
Th 
FHA 
Mr 
Th 
Mr 
Th 
home 
Mr 
Th 
first 1 
Mr 
Th 
Mi 


Ls 


° 
> 1 bee 


tA 
~ 
~ 
— + 


adie 


ie Indian- 


he Morris 


of it. 
it ? 


say they 


ond loan 
n to pur- 


1 Co. for 
first loan 
hey made 


-re delin- 
‘nt debts. 


shington, 
al Hous- 


53 1s that 


e Morris 
Federal 
1 you; is 


to. 


sn’t sup- 
1g about 


Mr. Baxer. 


FHA INVESTIGATION 2683 


No, sir. 


The Cuairman. Unbeknown to you it ended up as going through 


Mr. Baker. 


Yes, sir. 


The CuarrMan. What was the total of these three loans? 


Mr. Baker. 


Around : 3,000. 


The Cuairman. Did you spend all the money on repairing your 


home? 


Mr. Baker. 


Yes, sir. 


The Cuamman. How could you get 3 loans when the first 1 was 


first in default 2 
Mr. Baker. 


I can’t figure that out myself. 


The CHamrnMAN. W ho was the dealer on all three of these loans? 


Mr. Baker. 


Hoosier Contractor. 


The Cuarrman. Hoosier Contractor ? 


Mr. Baker. 


And Siding Co. 


The Cuairman. Is that one and the same company? 


Mr. Baker. 
Mr. Simon. 


Yes. 
Hoosier Contracting & Siding Co. 4 


The CHairnman. Who was the second dealer in the second loan? 


Mr. Baker. 


Are they the same in all three? 


No, sir; they are not the same contractors. 


The CnatrmMan. W ho was the dealer in the second loan? 


Mr. Baker. 
Mr. Srwon. 
Mr. Baker. 


Midwestern Appliance Co., I think. 
Midwestern Material & Supply Co. ¢ 
Yes. 


The CHarrmman. Who was the third one? 


Mr. Simon. 
Mr. Baker. 
Mr. Srron. 
Mr. Baker. 


That was Hoosier again, wasn’t it? 

I believe it was 

Didn't they make the Ist and 3d loans? 
L believe they did. 


The CuatrMan. Was the Morris Plan the banker in all three loans ? 


Mr. Baker. 
Mr. Simon. 
Mr. Baker. 
Mi. Simon. 
Mr. BAKkeEr. 
Mr. Simon. 
Mr. Baker. 
Mr. Sron. 
Mr. Baker. 
Mr. Srmron. 
Mr. Baker. 
Mr. Sion. 
Mr. Baker. 


Mr. Srvon. 


Mr. Baker. 
Mr. Simon. 
Co.? 

Mr. Baker. 
Mr. Simon. 
you had these other two loans that were then in default 4 
Mr. Baker. 
Mr. Srmon. 


No, sir. There was a company—— 
Mercantile Mortgage Co. handled the last one? 
Yes. 
— they know you had two loans in default? 
I don’t know whether they did or not. 
You did, of course ? 
Yes. 
Did you tell them ? 
I never talked to them. 
Did you fill out a credit application ? 
No, sir. I didn’t understand the contract. 
You signed a credit application in blank? 
Yes, 
Who took the blank credit application from you? 
The salesman that sold me the stuff on the last deal. 
The salesman from the Hoosier Construction & Siding 


Yes. I don’t remember exactly his name. 
You don’t remember his name? Did you tell him that 


Yes, sir. 
You did tell him that? 
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Mr. Baker. Yes, sir. 

Mr. Sruon. What did he say to you? 

Mr. Baxer. He said he would get it through. I told him, I says, 
“Don’t get it through FHA because I—FHA, delinquent on it now 
and paying my payments straight to Washington.” 

He said he would get it through a private concern. 

Mr. Stuon. He went and got it through FHA anyway? 

Mr. Baker. Yes, sir. 

The Cuamman. Where do you work, Mr. Baker? 

Mr. Baxer. Painter. 

The CHarmman. You are a painter? 

Mr. Baker. Yes. 

The Cuatrman. Are you certain now you are making payments on 
all three loans to Washington ? 

Mr. Baker. Yes. 

The CuarmMan. Is that right? 

Mr. Simon. Yes, -* He has defaulted in all three. 

The Cuatrman. I again want to repeat that that means then that 
the Mercantile Mortgage Co. and the Morris Plan Bank have turned 
these accounts back to the Government. 

Mr. Baker. No, that was my idea. 

The CuatrmMan. Well, they have got their money or they wouldn't 
have turned them back. 

Mr. Baker. I wrote to Washington about it myself, Federal 
Housing, about making payments right in to them. 

Mr. Simon. That was because you were in default, and the Federal 
Government, because it guarantees these loans, had to pay the banks 
and take over the loans 

Mr. Baxer. Yes. I wrote them and made payments straight to 
them. 

The Cuarruan. One of the things we are investigating in this 
matter is the fact that the Federal Government has been guaranteeing 
these kinds of loans and then when they don’t work out the banks 
turn them back to the Federal Government. and the Federal Govern- 
ment becomes a collection agency, comes out and makes you and other 
people pay. They have gone so far as to get judgments and garnishee 
their salaries. Yet the dealer and the banker get their money. 

Mr. Baker. Yes, sir. 

The Cratrman. And the taxpayer and the Federal Government; of 
course, the Federal Government becomes the bill collector. That 
seems to be the case here, excepting you say you voluntarily asked 
to pay. 

Mr. Baker. Yes, sir. 

The Cuatrman. I think it was because that—did the Attorney 
General or anybody ever come to see you to force you to pay? 

Mr. Baker. No, sir. Mr. Baker, I think was his name, from the 
Federal Housing Administration. 

The Cuatrman. Mr. Baker from the Federal Housing Administra- 
tion came out to see you ? 

Mr. Baxer. After I wrote the letter. 

The Cuatrman. And said the account had been turned back to the 
Government ? 

Mr. Baker. No. He came out after I wrote the letter and after 
making the payment. 
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The Cuairaan. Do we have any records to show whether this 
account has been returned? Is there anybody here from the local 
FHA oflice who can tell me? 

Mr. Simon. It has. The banks have been reimbursed by the Gov- 
ernment. 

The Carman. I[ see. 

Mr. Simon. Mr. Baker, do you know how much you now owe the 
Government ¢ 

Mr. Baker. Close in the neighborhood of about $1,500 or $1,700; 
somewhere along there. 

Mr. Srwon. $1,708.95. 

Mr. Baker. Around that some place. 

Mr. Stuon. You still owe them $1,700 on the loans you made in 
LD46 ¢ 

Mr. Baxer. That is on all three loans. I didn’t know it was that 
much. 

Mr. Srwon. You owe that much on the three loans ? 

Mr. Baker. They gave me a statement every time I sent a payment 
n, as to the balance. 

Mr. Stuon. You still owe them $1,700? 

Mr. Baker. Yes, sir. 

The Cuatrman. Did the work need to be done on your house ? 

Mr. Baker. Well, yes, sir; it did. 

The CHatrman. It needed to be done? 

Mr. Baker. And it ain't done yet. There ain’t complete storm doors 
and windows. They didn’t join every place. 

The CHAIRMAN. ‘They didn’t do a good job? 

Mr. Baker. No, sir. 

The Cuairman. Did you complain to them 4 

Mr. Baker. I have. 

The Cuatrman. They won't do anything about it? 

Mr. BAKER. They ain’t yet. 

The Cuamman. Any other questions? 

Mr. Dinxins. Mr. Baker, why do you sign important papers with- 
out first having them filled out so you know what you are signing? 

Mr. Baxer. When I signed, when they brought the papers to me and 
[ signed them, they said they would take them, fill in all the necessary 
stuff, with the credit. That is all it was. They filled them out. That 
was it. 

Mr. Dinxins. Don’t you ever bother to read what you are signing ? 

Mr. Baker. Not often. Sometimes. 

Mr. Dinxtns. Mr. Baker, the 3 loans originally totaled $2,200, 
principal amount; is that right? 

Mr. Baxer. I don’t exactly know. 

Mr. Dinxrns. The first loan, in January 1946 was for $1,000— 
$1,100? 

Mr. Baker. It was eleven hundred dollars something. 

Mr. Dinkins. The second loan in November 1946 was for $735; is 
that right ? 

Mr. Baker. Probably. 

Mr. Dinkins. The third loan in 1949 was for $454. 

Mr. Baker. I don’t think it was that high. It was three-lhundred- 
some-odd dollars. 
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Mr. Drxxins. That would make it less. So somewhere around 
&2,100 or $2,200 would be the total amount of the 3 loans; is that right? 

Mr. Baker. Yes. 

Mr. Dinxtns. You still owe $1,708? 

Mr. Barer. Yes. 

Mr. Dinkins. Thank you. 

Mr. Baker. I hada couple of years I couldn’t do nothing. I couldn’t 
paint. IT couldn’t do no job. 

The Cratrman. Any further questions? 

Thank you very much, Mr. Baker. 

Mr. Baker. You are entirely welcome, sir. 

The CHamman. Our next witness will be Mr. Herbert R. Johnson, 
105 South Fares Street, Evansville, Ind. 

Mr. Johnson, will you be sworn? Do you solemnly swear the testi- 
mony you are about to give will be the truth, the whole truth, and 
nothing but the truth, so help you God ? 

Mr. Jomnson. I do. 


TESTIMONY OF HERBERT R. JOHNSON, EVANSVILLE, IND. 


The Cramman. Thank you, sir. 

You are Mr. Herbert R. Johnson, 105 South Fares Street, Evans- 
ville, Ind.? 

Mr. Jonnson. Yes, sir. 

The Cnairmman. You may proceed, Mr. Counsel. 

Mr. Simon. Mr. Johnson, did yeu sign a contract with the Con- 
solidated Home Improvement Co. for some siding on your house ? 


Mr. Jonwnson. That is right. 

Mr. Stwon. When? 

Mr. Jonnson. That was February 9. 

Mr. Srwon. What year? 

Mr. Jonnson. That was this year. 

Mr. Sraron. February 9, 1954? 

Mr. Jounson. That is right. 

Mr. Stwon. Was the salesman, the two salesmen, on the job? 

Mr. Jonnson. There were two salesmen; that is correct. 

Mr. Stwon. Charles Gould and Seymour Cutler? 

Mr. JoHnson. No. Charles Gould anda Mr. Rosenfelt. 

Mr. Simon. John Rosenfelt ¢ 

Mr. Jounson. Yes. 

Mr. Stmwon. When they came out to see you what did they tell you? 

Mr. Jornson. May I tell the story? 

Mr. Sraron. Yes. 

The Ciaran. You tell it in your own way; yes. 

Mr. Jounson. Well, I work at Servel. TI got off at 4 0’clock. I got 
home at 4 o’clock. I didn’t get home very long until I got a call 
from this Consolidated Home Improvement Co. 

The Cuatrman. They are located in Evansville? 

Mr. Jounson. Yes, sir. 

The Cratmrman. They have an office in Evansville? 

Mr. Jornson. They did have, but it is closed down. 

The Crarrman. I see. 

Mr. Jonnson. So this lady says to me, “Mr. Johnson”—that is me— 
she says, “Would you be interested in having your house sided?” 
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My house is sided, but the siding is old. I could have done it and I 
told the lady, “No, I am not financially able to do that.” 

The Cuairman. This was a lady you talked to? 

Mr. Jounson. Yes. 

The Cuarrman. Over the phone or in person ? 

Mr. Jounson. No, at the office. She called to me over the phone. 

The re AIRMAN. I see. 

Mr. Jounson. Of course, I don’t know her name, but she said to 
me, she said, “Well, now, Mr. Johnson, there are four houses that was 
selected in the city to advertise this siding, and would you mind if we 
sent out the salesman and the factory representative?” And the fac- 
tory representative was supposed to be Rosenfelt. 

Mr. Simon. Gould was the salesman and Rosenfelt the factory 
representative / 

Mr. Jounson. That was told to me. I told her again I wasn’t 
financially able, but anyway she sent them down a couple of days 
after. The day they were supposed to be out I was gone, but the next 
day they came. 

Mr. Gould, the one supposed to be the salesman, he came in the house 
and introduced himself, and told me about my house being selected 
to advertise their siding. 

The Cuamman. You were to be the model house? 

Mr. JouNnson. Yes, sir. 

Mr. Simon. Model house ¢ 

Mr. Jonnson. Yes. 

The Cuatrrman. We have heard a lot about that from coast to coast. 

Mr. Jonnson. He said to me, “Mr. Johnson, if you don’t mind, I will 
go out to the car.” Rosenfelt stayed out in his car. That is the one 
that was supposed to be the factory representative. 

Mr. Stmon. What kind of a car was it? 

Mr. Jounson. I think it was a Cadillac. 

Mr. Srtmon. We have never found one yet, Mr. Johnson, where 
they weren’t driving a Cadillac. 

The CuarrMan. We ought to be the ones smiling up here, because we 
have had lots of witnesses, and in every instance I think it has been 
a Cadillac. 

Mr. Jounson. And so Mr. Gould goes out and calls in Mr. Rosen- 
felt. His name is pretty hard to say, but that is what it is, and so he 

came in, and he showed his siding to me, and it is nice siding, as far 
as I was concerned. It was good siding. He sat down, and I told him, 
I told them both, that I wasn’t financially able, that I was paying on 
a Holland furnace that is financed through the FHA, through the 
Morris Plan. 

The CuatrMaAn. You already had one FHA loan at that time? 

Mr. Jounson. On the furnace through the Morris Plan, and I was 
buying a Servel icebox, and also I was paying on my television. That 
is what I said. And I said “I am not financially able to have the 
siding.” He says, “Now, listen, Mr. Johnson, we are not going to rob 
you or take from you.” Hes says , “If you give us 3 years to advertise 
our siding, we will give you $ S50 for each sale.” 

The CuatrMAN. He would give you 3 years? 

Mr. JoHnson. Yes. 

The Cuarrman. And give you $50 for each sale they made? 

Mr. JoHnson. From advertising that siding on my home. 
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The CuHArrMan. In all of Evansville? 

Mr. Jounson. No, in a certain territory. 

Mr. Stmon. Did they give you a description of the territory 4 

Mr. JoHnson. Well, he told me that there was 2,800 houses in this 
territory, out where I live, and I says to him, I says, “How do you 
know what you can sell that siding ?’ » T for get ex: actly what he said, 
when he answered me, I forget exactly what he said, but there was 
ways they could find out. Iam not sure. I couldn’t tell you exactly 
how he said it. 

Mr. Simon. But he did tell you they were going to sell some siding? 

Mr. Jounson. Yes, on the houses they had. 

Mr. Srwon. You would get $50 on each house they sold? 

Mr. JoHnson. Yes. In the meantime I was supposed to pay on 
this FHA loan. They gave $44.40 a month what I had to pay. 

The Cuamman. That was on your first loan ? 

Mr. Jounson. No, on 

The CHarrMan. On the siding? 

Mr. JoHnson. No, on the other. 

Mr. Srwon. In addition to this $50 a house didn’t they pay you 
some cash right then ¢ 

Mr. JoHnson. They didn’t pay me nothing. Wait a minute. I 
will take that back. 

Mr. Simon. $300, wasn’t it? 

Mr. Jounson. I will come to that in a minute. 

The CuarrMan. You go ahead and tell it in your own way. 

Mr. JonHnson. So he said that he would give me $50 for every sale 
that they sold out there in that territory, and so, again, I told him 
I wasn’t financially able to do it. He says “Whenever you make your 
payment, whenever we give you the | $50 on every sale, you go up and 
pay on that loan the even amount. In other ‘words, it was $44.40, 
what I would pay, the $4.40, and that was the payment. I told him 
again, like I said before, I wasn’t financially able, and he repeated 
he wasn’t there to rob me, and so he goes on, and he goes on, and the 
deal that he gave me sounded very convincing. They wanted me to 
do it immediately, and so he said to me, he says, “W hat do you say, 


Mr. Johnson, if we gave you $300?” That is the $300 you mentioned. 


Mr. Simon. Yes. 

Mr. Jonnson. $300—“*You go up and pay ahead on your Holland 
furn: ace, and pay off your Servel box, and pay a little ahead on your 
TV.” and, of course, that made it that much more interesting. 

My wife and I fell for it, and so we go in the kitchen. “T had a 
witness that heard what was said between me and then, my wife’s two 
brothers, and so we went in the kitchen, and I signed the papers. I 


had confidence in him. I didn’t read them, but I will next time. My 


wife and I signed our names. 

The CuarrmMan. If these hearings don’t do but one thing, teach 
people to read what they sign, it will be a good thing. 

Mr. Jonson. I signed, and my wife signed the papers. 

Mr. Srmon. Were they in blank when you signed them, or filled 
in? 

Mr. JoHnson. I signed our names to them, see. That was on 
February 9, you see, so it wasn’t but a very few days, I got a notice 
from the FHA down where I had advanced a proved loan. 

Mr. Sruon. They had approved your loan ? 





Mr. Jo 
same nig 
it to you. 

The C1 

Mr. Jo 

Mr. D1 

Mr. Jo 

Mr. D1 

Mr. Jo 

The © 

This e: 
Mr. Herbe 
February 
net amoun 
as present 

Mr. JO 

The @ 
the cont: 

Mr. JO 
that I w: 
my wife 

Mr. Si 
then, dic 

Mr. Jo 
when he 
he was 

The ©: 

Mr. Je 

The © 

Mr. Je 

The C 
interest / 

Mr. Je 
he was @ 
evranted 

The C 
was add 

Mr. Je 
S1598: $ 

Mr. S 
house be 

Mr. Je 
I signed 
nace anc 
than I fi 
enough 1 
and on. 
voing te 
first time 

felt, anc 
ask him. 
know, li 


506s 


y 4 
in this 
do you 
he said, 
sre was 
exactly 


siding 


= 


pay on 


ay you 


ute. I 


ry sale 
Wd him 
ke your 
up and 
$44.40, 
Id him 
peated 
ind the 
1 me to 
ou say, 
itioned. 


Tolland 


yn your 
had a 
re’s two 
ers. I 
e. My 


, teach 


r filled 


was on 
, notice 


FHA INVESTIGATION 2689 


Mr. Jounson. Yes, advance approvement on February 9, on the 
same night I signed my contract. I have got it right here to show 
it to you. 

The CuHarrmMan. Let me see it, please. 

Mr. Jounson. It was $1,580. 

Mr. Dinkins. Was that all this year, 1954 4 

Mr. Jounson. I beg pardon? 

Mr. Dinkins. Did that happen this year, 1954? 

Mr. Jounson. Yes. 

The Cuairman, February 9, 1954. 

This came from the old National Bank of Evansville, and it says: 
Mr. Herbert R. Johnson, advance notice to applicant for FHA title I loan, 
February 9, 1954. We have approved your FHA application for credit in the 
net amount of $1,390, for 36 months, under title I of the National Housing Act, 
is presented to us by Consolidated Home Improvement Co. 

Mr. Jonmnson. That is right. 

The Cuatrman. The Old National Bank. Do you say you signed 
the contract on February 9 / 

Mr. Jomnson, Like I said a while ago, that [ had confidence in it ; 
that I was excited over this siding, that it made it sound so good that 
my wife and I, we were curious and signed our name to it. 

Mr. Simon, The contract says $1,390. They paid you $300 right 
then, didn’t they ¢ 

Mr. Jounson. I believe it was about a week or two after February 9 
when he came out with the $300, and I believe—he didn’t say how 
le was going to give that $300 to me. 

The Cuairman. Did he give it to you? 

Mr. Jomnson. Yes, within a week. 

The CuairmMan. In cash or check ¢ 

Mr. Jonnson. Cash money. 

The CHARMAN. You signed a note, an FHA note, for $1,890, plus 

nterest ¢ 

Mr. Jomnson. As I was going to say, he didn’t say how that $300, 
he Was going to give it tome. He didn’t tell me how. I took it for 
eranted it was added onto this FHA loan here, $1,390. 

The Cuamman. I don’t think there is any question about that. It 
was added on. 

Mr. Jonnson. Of course, with the carrying charges, and all, it runs 
S1.598: $1,598.22, T believe. 

Mr. Simon. Did you ever get any of these commissions for your 
house being a model home / 

Mr. Jounson. As I was going to say, I waited about 3 weeks after 
I signed the contract, and I went ahead and paid ahead on my fur 
nace and on my Servel box. I owed a little bit more on my box 
than I figured, but I went ahead and paid it off. I didn’t have quite 
enough to pay a little ahead on that because I had been off sick off 
ind on. TI have been going to the doctors 5 or 4 years. As I was 
voing to say, I believe it was about 3 or 4 weeks, I called up the 
first time to that Consolidated Home office, and I called for Mr. Rosen- 
felt, and they told me he was on his vacation, and I was going to 
isk him, I was going to ask him about the sales of that siding, you 
know, like he promised, $50 from each sale. 


50690—54—pt. 3——-59 
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Mr. Simon. Had they put the siding on in the meantime ? 

Mr. gia They started off the next day. 

The Cuamman. The next day atter February 9? 

Mr. Soak. After I signed that contract, February 9. They 
worked about 2 or 3 havigin: a day, and then they would go off some 
where else, and keep all them jobs coing, [ guess. 

= he Cuaimman. You know what they did, of course. They couldn't 
vet their money from the bank, $1,390, until you signed the certificates. 
c . WP letion certificate, and signed the notes and contracts. 

JOMNSO mw. Yes. 

The ( ‘HAIRMAN. He came out and gave vou $300 and picked up 
$1,590 from the bank, leaving him a net of $1,050, and the chances 
are, of course, that what he put on your house cost three or four 
hundred dollars. At least that is the pattern we have found all over 
the United States. 

Mr. Jounson. That is true, what I have told you on up until now. 
So the lady, or the man there at that office, said that Mr. Rosenfeit 
was out on his vacation, he was gone some place on a trip, on vacation. 
[ waited a little while longer, and so I called up again. I called 
up about 3 or 4 times. I called up again, and they was out somewheres 
else. He was out—what I mean, he wasn’t in. So I asked them, told 
them about the deal that they promised me $50 on each sale, and they 
said, “Wait a minute, Mr. Johnson, we will see.’ 

She came back to the phone and said she couldn’t find anything 
about the sales yet, so I waited awhile ago, and I called up the third 
time, end I still couldn’t get them, so finally I there decided to go 
there to the FBI on the ease. 

The Cuamman. You decided to go to the FBI? 

Mr. JOUNSON. Yes. I went there to them, first. The fourth time 

I called up, why, the man there said that when he come in his office 
in he would have him call me up, and he did that time, so I told 
Mr. Rosenfelt, I told him my furnace was going to come due before 
long. 

The Cuarman. The payment, vou mean? 

Mr. Jonson. Yes. [asked him, what are you going to do to help 
meout? I said Lean’t make it with paying my home payment. 

The Ciamman. You now had two FHA monthly payments in 
addition to other things? 

Mr. Jounson. My TV and other expenses. 

Mr. Jounson. My salary varies anywhere from $55 to $63 a week. 
but that is according to groups. We are working on groups. It is 
pretty hard to explain. I was going to explain, that he said to me, 
“Mr. Johnson, what date of the month would those bills come around 2” 
and I told him, it comes pretty close around the first. I said “T am 
going to have to sell my home or lose it, or I don’t know what T am 
voing to do.” I said “I think you people have done me dirty.” That 
is What I said to him. 

He said “Mr. Johnson, I haven’t forgotten you at all. T will tell 
you what T will do"—it was just about 10 days before the first, see. 
It was just about 10 days before the first. Well, he savs “T will come 
out to see vou and we will get together and see what we can do on them 
bills.” Well, vou know the first came, and Mr. Rosenfelt didn’t show 
up at all. Tle didn’t show up at all, see, so I go on down to his Old 
National Bank, and called for the manager, and he was out, so I talked 
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, the assistants, the assistant to the manager there, and I explained 
he case to him. 

The Cuarrman. To the Old National Bank? 

Mr. Jonnson. Yes. He says “Mr. Johnson, there ain't a thing we 
in do. We went and loaned you the money in good faith, * which 
ey did. They said, “If you don’t pay it we can sue you.” I said 
| know that, too.” And so I said to him, “Are you people still doing 
usiness with this Consolidated Co.?” and he said “No,” and I told him 
bout Mr. Rosenfelt’s promise about paying me $50, and he repeated, 

said his intention in the first place was never to pay you $50. 

The Cuamman. The Old National Bank man told you that? 

Mr. Jounson. The assistant president, and the manager down there 

the bank, the Old National Bank told me that he wasn’t aiming 

) pay me anyway. 

Mr. Simon. He didn’t intend to pay you? 

Mr. Jounson. Didn't intend to pay me. Says “There ain’t a thing 
re can do about it, Mr. Johnson, because we loaned money to you 
| good faith,” which they did. 

Mr. Suron. Of course, they didn’t loan you any money at all. 

Mr. Jounson. They paid them. 

Mr. Suaon. You had no personal dealings with the bank prior to 

their putting out the money, did you? 

Mr. Jomnson. No. 

The Cuarrman. Did the National Bank pay the money direct to you 

or to Consolidated 4 

Mr. Jounson. They paid it to—— 

The Cuarrman. To Consolidated ? 

Mr. Jounson. I believe in the letter—I don’t know. I think this 

might tell you that. 

The CuAmman. May we see it, please? 

Mr. Sraon. Mr. Johnson, is this aluminum siding or asphalt 

siding ¢ 

Mr. Jounson. It is asphalt siding. 

Mr. Sion. Did they doa good job? 

Mr. Jomnson. Yes, they done a good job, but like I was going to 
iy, it is making it hi ard for me to meet my bills, and I talked to this 
ssistant manager, as I was telling you, and asked him whether he 
ould change the date of the payments of that from the first to the 
isth, and he said he would, and he talked nice about it. 

Mr. Stwon. Would you have bought this siding if it hadn’t been 

r this advertising allowance of $50 a home you _ re going to get ? 
es Jounson. I wouldn’t have bought it at all, but like I told you 
1 While ago, he made it so convincing 

Mr. Simon. It seemed like a good deal ? 

Mr. Jounson. That is what I thought, and that is where I made 

my error. 

The Cuairman. Didn't you know the minute he gave you $300 

cash that the whole thing was phony ? 

Mr. JouNnson. I should have know that, but like I said, he made it 

convincing. 

The Cuamman. This letter you handed me is dated February 24, 
addressed to you from the bank in Evansville: 

We are pleased to inform you that your application for credit has been ap- 

proved. In accordance to your instructions we have disbursed the proceeds of 
your note to the Consolidated Home Improvement Co 
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Mr. Jounson. That is 

The Cuarrman. What is the status of it now? Did they install 
the siding? 

Mr. Jounson. They installed the siding. They went ahead and put 
the siding on my home. 

The CiarrmMan. Have you made any monthly payments? 

Mr. Jounson. I made 5 monthly payments, and as I was telling 
him a while ago, they changed it to the 18th. Now, this time—I have 
been off work off and on from sic kness, and my payments was due the 
18th, but I didn’t draw that much, so I was aiming to pay him this 
coming month. 

The Cuarrman. Is Consolidated Home Improvement Co. out of 
business now ? 

Mr. Jomnson. Yes, sir. 

The Cuairman. They have gone? 

Mr. Jonson. I will tell you how I found that. out. called up 
again, and I couldn’t get them, and the operator said to me es ho is 1 
you are calling?” and I told her the phone number and the name, and 
she says to me that they had their phone taken out, disconnected, so 
I jumps in my car and goes down oe to see. When I went down 
there they had their doors locked, and I went in through the next doer, 
a business place next door, and I told, or asked them where they went 
to, or what happened. They told me that the Old National Bank had 
closed them down because they got several people into financial 
trouble, just like he done me. 

The CuatrmMan. The Old National Bank should have been more 
careful before they did business with them in the first place. 

Mr. Jornson. Like I just said a while ago, I felt 

The Cuatrrman. The banks must accept some responsibility for this 
sort of thing. 

Mr. Jounson. I fell for his line of sales talk. 

The Cuatrman. I have listened to so much of it for the last 4 or 5 
months that it makes me nauseated, banks and Cealers in America can 
enter into this sort of thing. It happened all over the United States. 
It happened for the last ‘10 or 15 years, and nobody did anything 
about it. 

Mr. Jounson. I read this in the paper after this was over with, 
you see. 

Like I said, I can’t make my payments regular, but I am trying to 
pay forit. My wife works up at Sears, and she ain’t well, either. If it 
wasn't for her working we wouldn’t have had anything in the house 
to eat because I ain't well myself. It is like a man who promises to 
do something, and don’t stick to his promise. Of course, I have had 
there a lot of faith, and I did wrong there. That sales talk—lI signed 
my name to the papers, and so did my wife. I took it to the FBI to 
check on them and see about it. 

The CuarrMan. This is the same pattern. I am sorry we didn’t 
have the records, but I think this Consolidated Co. is a branch of one 
out of Chicago. This is the same racket that we found hoodlums 
dealing in out of Chicago, Des Moines, Detroit, and other parts of the 
United States. Setting up temporary offices, sending crews of men 
out, canvassing, getting hold of people such as yourself, giving them 


Soe 


money in advance, getting them to sign contracts, and the thing that 
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makes me so angry, going to reputable banks like the Old National 
Bank and having them fall for it. 

I can understand why they might fool you, but I can’t understand 
how they can fool reputable banks. 

Mr. Joiunson. I went to sign the papers and it sounded good to me. 
I thought I had a good thing, but I didn’t. He stated, Mr. Rosenfelt 


stated in the room among my wife’s two brothers, and my wife and I, 


he says “Don’t repeat this out of this room because if you do you are 
coing to hurt the sales of your house out here in this territory,” and 
he didn’t do nothing but go down the next block to see Johnny Dod- 
con, one of the group leaders that works with me at Servel, went down 
to his house and tried to put the same story up to him. They offered 
him $200 instead of $300. 
The Crraiman. Thank you very much, unless you have something 
more to give us. 
Mr. Jounson. No. That is all I have got to say about it. 
The Cuamman. Thank you, sir. We appreciate your coming up. 
Mr. JOHNSON, I guess I am ready to go home. 
The Cnamman. Yes. Thank you. “You m: Ly. 
Our next witness will be Mrs. Evvie Louise Betty, 554 Bryam Street, 
indianapolis. 
Mrs. Betty? Does anybody know where Mrs. Betty is? 
While we are looking for her, then, we will call Roy Yoho, 714 
St. Louis Avenue, Cannelton, Ind. 
Do you solemnly swear the testimony you are about to give will 
be the truth, the whole truth, and nothing but the truth, so help you 
God ? 


TESTIMONY OF ROY YOHO, CANNELTON, IND. 
Mr. Yorro. I do. 


The Cramman. Thank vou, sir. Please be seated. 

You are Mr. Roy Yoho? 

Mr. Yorro. That is Roy Yoho. 

The Cramman. Roy Yoho, 714 St. Louis Avenue, Cannelton, Ind. ? 

Mr. Yono. That is right. 

Mr. Sron. Mr. Yoho, do you own your own home at Cannelton, 
Ind. 2 

Mr. Yono. I am buying it, sir. 

Mr. Sron. Did two men come to sell you aluminum siding for 
your home? 

Mr. Yoro. Yes,sir; in August 1951. 

The CrarrM An. August 1951? 

Mr. Yono. Yes, sir. 

The CHamman. Will you tell us as best you can what they said to 
you when they came into your home to sell you this aluminum siding 4 

Mr. Youo. It will be rather drab after Mr. Johnson, but—— 

The Cuarrman. There is one difference in your case, as I under- 
stand it: Your people were driving a Lincoln instead of a Cadillac; 
is that right? 

Mr. Yono. Yes, sir. 

The Cuamaan. Were their names Mareus W. Morgan and W. O. 
‘Thompson ? 

Mr. Yono. Yes, sir. 

Mr. Srwon. Would you tell us what they said, please? 
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Mr. Youo. They gave us the story that they wanted to use our house 
as a model. They were going to put on aluminum siding. They 
represented the siding as being Reynolds siding, which it didn’t turn 
out to be, but that is what they represented it as. We were to get a 
rebate each month from the Morgan Home Improvement Co., of $25, 
in addition to a $50 bonus in case they sold siding for other houses 
in that area. 

Mr. Sruon. You were to get $25 a month, whether or not they made 
any sales? 

Mr. Youo. Yes. 

Mr. Stwon. And $50 on every sale they made in your area ¢ 

Mr. Yono. Yes. In case of the $50 there would be no $25. 

Mr. Simon. Now, was there anything said about a newspaper adver- 
tising campaign and radio advertising / 

Mr. Youo. Yes. 

Mr. Srwon. What did they say about that ? 

Mr. Youo. Well, they just said that they would advertise over the 
local station, radio station there at home, and also advertise in the 
local newspapers. 

Mr. Srmuon. Did they tell you whether the project was going to be 
guaranteed? Was there a 20-year guaranty ? 

Mr. Youo. The maieeeadt 

Mr. Smrron. Yes. 

Mr. Youo. Yes. 

Mr. Simon. Did they give you a certificate of guaranty ? 

Mr. Youo. Yes. 

Mr. Sron. Do you have that with you? 

Mr. Youo. Yes, I have. 

The Cuairman. You did make the purchase? You did buy the 
siding? 

Mr. Youo. Yes, sir. 

The Crarrman. They did install it? 

Mr. Youo. Yes, sir. 

The Cuatrman. They never paid you any $25 or $50 bills; is that 
right ? 

Mr. Youo. No, sir. 

The Cuarrman. Have they been back since # 

Mr. Youo. The last time I saw them was the day that they installed 
the siding, sir. 

Mr. Sron. What was the name of the company again, sir? 

Mr. Youo. The company that I bought the siding from was the 
Frank Aver in Evansville, Ind. 

The CHatrman. How do you spell that? 

Mr. Youo. Frank Apco. 

The Cuarrman. They were the dealers. Who was the banker? 

Mr. Youno. The Old National Bank. 

The CuarrMan. This is another one, other than Consolidated ? 

Mr. Suwon. Mr. Yoho. aren’t there 2 contracts vou signed, 1 with 
the Frank Apco and another with the Morgan Home Improvement 
Co. ? 

Mr. Youo. That is right. 

Mr. Sruon. What was the reason for the two contracts ? 
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r. Youo. The story was they couldn’t give us this rebate with just 
one contract. There had to be 2 contracts, 1 with the Morgan Home 
lmprovement Co, and 1 with the Frank Apco. 

The Cnamman,. Is the Frank Apco still in business ¢ 

Mr. Yono. Yes, sir. 

Mr. Suwon. Still in Evansville ¢ 

Mr. Youo. Yes, sir. 

The Cuairman. Do they deny they promised you the $50 a month? 

Mr. Youo. They disclaim any responsibility for the action of their 
salesmen. 

The CuarrmMan. Do they maintain these two salesmen are not with 
them any more ¢ 

Mr. Youo. No, sir. They left. 

The Cuamman. What do you mean they left? 

Mr. Youo. They left almost immediately, so I was told. 

The Cuairman. Left the employ of the company 4 

Mr. Youo. After their dealings with us. 

The CuatrMan. That is a common practice, too, in the pattern we 
have discovered. These dealers will not take responsibility for the 
salesmen and claim the salesman left them. They are gone, and they 
can’t find them. 

Mr. Simon. Did they tell you this was an FHA-approved loan ¢ 

Mr. Youo. Yes. That is why we fell for their story. They told us 
that this would be taken to the Old National Bank. 

The CuarrmMan. That is the unfortunate part about it. Tens and 
thousands of cases in the United States where people bought it be- 
cause they thought it was honest and upright, because the Federal 
Government was guaranteeing them. 

Mr. Youo. Not so much the Government as the Old National Bank. 

The CuatrMaNn. How is that? 

Mr. Youo. Not so much the Government, sir, as the Old National 
sank, 

The CHatrMAN. In your insurance, sir? 

Mr. Yoro. Yes, sir. 

The Cuarmman. You felt if the Old National Bank was financing 
1t-—- 

Mr. Youo. Certainly. It is a well-known institution in southern 
Indiana. At one time I think it was the only place you could get an 
FHA loan. ‘That is, to handle all loans in that section. Naturally, 
we would think it was O. K. 

Mr. Simon. Did you have any conversation with them about sign- 
ing the completion certificate ? 

Mr. Youo. In what way, sir? 

Mr. Srmon. Did you have any conversation with the workmen who 
did the work ? 

Mr. Yoro. Yes. 

Mr. Simon. Will you tell us about that ? 

Mr. Youro. They knew what the deal was, and they apparently felt 
that there was nothing unusual about it, because they didn’t advise 
me to contact either the bank or the Frank Apco. 

Mr. Simon. What did the salesmen tell you? What did the work- 
men who did the work tell you? 
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Mr. Youo. They told us it was up to us whether we wanted to go 
ahead with the job. If they didn’t want us to go ahead—if we didn't 
want them to go ahead with it they would stop. That was their story. 

Mr. Simon. W ho were the workmen employed by ? 

Mr. Yono, sv the Frank Apco. 

The Cramrman. What was the amount of the sale, the mortgage? 

Mr. Youo. The amount of the mortgage was $990, plus interest. 

The Cramman. Are you making the monthly payments 4 

Mr. Yoro, Iam making monthly payments of $10 per month. 

The Cuaiman. Is that what the payments ¢ ‘all for? 

Mr. Youo. The loan called for it to be paid back in 3 years, 36 
months. 

The CiamMan. How much each month ? 

Mr. Youo. $28.47. 

The Ciamman. Who did you make the arrangements with to re- 
duce the $28 monthly payments to $10? 

Mr. Yerro. A Mr. Fiekert at the Old National. 

Mr. Stwon. You are still making payments to the Old National 
Bank ? 

Mr. Youo. Yes, sir. 

The Cruamnman. Did you tell the Old National Bank what vou have 
told us here? 

Mr. Youo. Yes, sir. 

The Cnainman. Did they try to help you get the $25 or $50 from 
these sco 

Mr. Youo. They were of no help. 

The CHainman. What did they tell you? 

ee Youo. They told us they are the = that told us that the two 

a n had ers out, and a lot of our dealings with Old National 
were by * phone, and at one pol nt they quite pointedly told me that 
they were no detective agency, and th: at they had no responsibility in 
helping me. 

Mr. Simon. You say they told you this was guaranteed for 20 
vears ¢ 

Mr. Youo. Yes. 

Mr. Srwon. And this is the certificate of guaranty they gave you? 

Mr. Youo. Yes. 

Mr. Sraron. All this certificate says is— 

This instrument is proudly issued to Mr. and Mrs. Roy D. Yoho, 714 St. Louis 
Avenue, Cannelton, Ind., and is in certification of the fact that the lifetime 
aluminum siding applied to the above-listed property was manufactured by Life- 
time Industries, Inc., in strict accordance with the highest approved standards 
of engineering and production skills, and from the finest raw materials. Life 
time Industries, Ine., has recorded this installation at its home office with the 
registration number appearing below. 

That doesn’t say it is guaranteed for 10 minutes, does it ? 

Mr. Yoho. If you will note the postmark on the envelope is October. 
That hi appe ned—we received that several months after our transaction. 

Mr. Sruon. It came in this envelope? 

Mr. Yono. Yes, sir. 

Mr. Stwon. Which is dated October 10, 1951? 

Mr. Youo. Yes, sir. 

The Cramman. That isa remarkable document. 

Mr. Youo. Yes. 
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The Cuairman. This doesn’t even have the address of the corpora- 
tion. It is supposedly signed by John Sarapell something, as the 
president. It says “lifetime aluminum siding.” It doesn’t have the 
address, where it was made or manufactured, as Mr. Simon has 
just readit. Itis just somany words. 

I said a moment ago if the hearings don’t do anything more I hope 
the people listening will be very, very careful in the future what they 
buy and what they sell to these fellows that are around making pre- 
posterous propositions, 

Do you have anything else, Mr. Simon ? 

Mr. Stmon. No, sir. 

The CHairmMan, Do you have anything further to say / 

Mr. Yorro. No, sir. 

The CHatrman. Thank you very much, unless you have some ques- 
tions. 

Our next witness will be Mr. George Howard, 2843 North Temple 
Street, Indianapolis. 

Mr. Howard, will you be sworn ? 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you 
God ? 


TESTIMONY OF GEORGE HOWARD, INDIANAPOLIS, IND. 


Mr. Howarp. Yes, sir. 

The Cuarrman. Thank you. Will you please be seated / 

You are Mr. George Howard of 2843 North Temple Street, Indi- 
inapolis, Ind. ? 

Mr. Howarp. That is right. 

The CHamman. Thank you. Mr. Simon. 

Mr. Simon. Do you own your own home? 

Mr. Howarp. Yes, sir. 

Mr. Stuon. Were you fortunate enough to have your house selected 
is amodel house / 

Mr. Howarp. Absolutely. 

Mr. Simon. Will you tell us what happened when you won that 
award ¢ 

Mr. Howarp. Well, a salesman came there, to my house, or two of 
them 

Mr. Stmon. Were they from United Builders? 

Mr. Howarp. Yes. 

Mr. Sruon. Do you remember their names ? 

Mr. Howarp. Well, Mike Wayne. 

Mr. Simon. Mike Wayne? 

Mr. Howarp. I don’t know the other one. 

Mr. Srmon. When did this happen / 

Mr. Howarp. It was the 2d day of June 1953. 

Mr. Stwon. June 2, 1953 ? 

Mr. Howarp. I think. I wouldn’t be positive. I believe that is 
right. 

That is right. 

Mr. Simon. What did Mr. Wayne tell you when he came to see 
you? 
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Mr. Howarp. He wanted to use my house for a model, and it was 
pretty rugged. I had been sick and I hadn’t painted it for 5 years, 
It was pretty rugged, and I needed the siding, but I wasn’t working. 
My wife was working at the time, and I told “him I wouldn't do any- 
thing until she came home. 

He came back that night and he did come back, and we talked it 
over, and it was supposed to be $32: 

The CHAIRMAN. $5,329 ? 

Mr. Howanrp. No, $329. 

The CHAIRMAN. $329? 

Mr. Howarp. Yes, and I told him I didn’t want it done yet until 
I got some cornices put on it, and roof on my bathroom. He said he 
would do that for $30, which made $359, instead of $329. 

Mr. Sruon. What did he tell you about using your house as a model 

Mr. Howarp. He took pictures and sent a photogr apher out there, 
and took pictures of it before they did anything, also after they com- 
pleted it. 

Mr. Simon. What was he going to do with the pictures / 

Mr. Howarp. Show it to people to get more jobs. 

Mr. Simon. Was he going to pay you anything for that? 

Mr. Howarp. No. He told me if I would get leads for him, every 
lead I got he would give me $50. 

Mr. Simon. Even if he didn’t sell them ? 

Mr. Howarp. No; every one that I got that he got. 

Mr. Stmon. That he sold he would give you $50 ? 

Mr. Howarp. That is right. 

Mr. Sruon. Did you ever get him any leads ? 

Mr. Howarp. I got one, and my wife got him one. 

Mr. Simon. Did he sell them ? 

Mr. Howarp. Yes, and they done the work. 

Mr. Stuon. Did you get the $50 ¢ 

Mr. Howarp. No: nota penny. 

The Cuairman. He didn’t pay you for the two leads you gave him 
that he sold? 

Mr. Howarp. No. 

The CHarrm an. What is the name of the company ? 

Mr. Howarp. United. 

The Cuamman. Where are they located, Indianapolis / 

Mr. Howarp. Yes. 

The CHarrMan. Fareland, Ind., isn’t it? 

Mr. Howarp. They was located on 1700 block of 16th Street. No; 
it was—just the other side of Shamron Drive. I wouldn't say exactly. 

The CHairman. This contract gives their address as Fareland, Ind. 
Did they have a branch office here ¢ 

Mr. Howarp. Yes; they did at the time, because I was out at the 
office, and so after my wife came home we made the contract, and that 
was supposed to be the contract, you see. 

The Cuatmman. Who was the banker in this case? 

Mr. Howarp. American National. 

The CnatrmMan. American National Bank? 

Mr. Howarp. Yes. And when we got our notice to come up to 
make the payment we was supposed to get 60 days before we made 
our payment, and we got our notice in about 2 weeks that the payment 
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was due. We called Mike Wayne. He came out there, and he says, 
“Well, I will fix that. They just made a mistake.” He took the book 
in his poc ket, and we never saw it no more. 

The CuatrmMan. That was the coupon book ¢ 

Mr. Howarp. Yes; just like that. 

The CuatrmMan. Do you have two of them? 

Mr. Howarv. No. We went up there, and they gave us another. 
The contract in the bank was $459 instead of $359. 

The Cuairman. The contract specifically says $369. 

Mr. Howarp. I know, but they have got one at the bank $459, and 
that is what we are having to pay. 

The CuHairman. You are having to pay $459? 

Mr. Howarp. Absolutely. 

Mr. Stmon. Did you sign a contract that said $459? 

Mr. Howarp. Well, now, listen. He came out there one night 
about—the job was almost finished. He was supposed to finish the 
next day. He hada blank piece of paper. He says, “Are you satisfied 
with the work?” and I said “Yes,” because they done a good job. He 
says, “You sign this. Iam ina hurry.” He had to go some place. He 
says, “I am ina hurry. I would like to get my money. That is just 
to show the job is completed, and you are satisfied.” It was a blank 
piece of paper. I signed it, and I expect that is what I sign up there. 
He filled it out afterward. 

The Cuatrman. Do you have any documentary proof of the $459? 

Mr. Howarp. Not with me, except at the bank. 

The Cuatrman, Is all you have with you the coupon book I hold 
here and the contract? 

Mr. Howarp. Yes, the $459. 

The CuHarrMan. Have you been making the payments regularly ? 

Mr. Howarp. Absolutely; never missed a one. 

The CHarrMAN. You are going to pay the additional $100? 

Mr. Howarp. Absolutely. I don’t want my credit ruined. 

The Cuatrman. That is an admirable virtue. 

Mr. Howarp. I told them at first I wouldn’t, and they said, “Now, 
listen, Mr. Howard. You have a good reputation.” 

The CuatrmMan. Did you show the bank that contract ¢. 

Mr. Howarp. Yes. I showed it to them. 

The Cuamman. Did you show the dealer this contract, this United 
Builders & Supply Co.? Are they still in business, this United 
Builders & Supply Co. ? 

Mr. Howarp. Well, no; they are not. He was out at my place a 
little while back. Mr. Schmoe is the head of it. 

The Cuamman. How do you spell it? 

Mr. Stmon. S-c-h-m-o-e. 

Mr. Howarp. He is the head of it, and we went out there three 
times. He wasn’t home once. 

The Cuarrman. It is spelled S-c-h-m-o-e. Did you tell the bank, 
American National Bank? 

Mr. Howarp. I took it up there and showed it to them. They said 
I would have to pay it, or it would ruin my reputation. 

The Cuatrman. Any further questions? 

Anything further you would like to say, Mr. Howard ? 

Mr. Howarp. No; I would say not. It wouldn’t do any good. 
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The Cuatmrman. It is the same pattern we have found throughout 
the entire United States. We are certainly going to put a stop to it. 

Mr. Howarp. I hope so. 

The Cuatrrman. Thank you, Mr. Howard. 

Our next witness will be, I understand, Mrs. Evvie Louise Betty of 
4056 Byram Street, if she is present ? 

Will you come forward, please ? 

Will you be sworn? 

Do you solemnly swear the testimony you are about to give will the 
truth, the whole truth, and nothing but the truth, so help you God? 


TESTIMONY OF MRS. EVVIE LOUISE BETTY, INDIANAPOLIS, IND. 
Mrs. Berry. I do. 


The Cramman, Thank you. Will you please be seated. 

It is Mrs. Betty, isn’t it? 

Mrs. Berry. Yes. 

The CuatrrMan. Mrs. Betty; you may proceed, Mr. Counsel. 

Mr. Simon. Mrs. Betty, did you and your former husband own your 
home in 1948? 

Mrs. Berry. We were buying it. 

The CiarrMan. Speak a little louder, please, Mrs. Betty. 

Mr. Sion. What was the address of the property you were buying? 

Mrs. Berry. 2615 Schriver Avenue. 

Mr. Simon. That is in Indianapolis / 

Mrs. Berry. Yes. 

Mr. Sruon. How many FHA title I’s did you get in 1948? 

Mrs. Berry. I don’t know exactly how many in 1948, but altogether 
there were five. 

Mr. Staton. Altogether there were five? 

Mrs. Berry. Yes. 

Mr. Srmon. Was the first one on April 6, 1948, with Johnson & 
Robinson, of Indianapolis, for an oil burner ? 

Mrs. Berry. Yes. 

Mr. Simon. Was the next one in September of 1948 with the Mid- 
west Materials Co. for either storm doors or storm windows ? 

Mrs. Berry. Yes. There were storm doors and storm windows, or 
the same thing. I don’t remember. I have the books. 

Mr. Stmon. You have the books with you? 

Mrs. Berry. Yes. 

The Cramman. May we have those, please? We want the names 
of the dealer as well as the banker. 

Mr. Srron. Was it storm windows or storm doors? Do you re- 
member ? 

Mrs. Berry. I remember the contracts for the furnace and the storm 
windows. 

Mrs. Berry. Those are the only two contracts that I do definitely 
remember were going to put in. 

Mr. Simon. I have one book in my hand here that the total note 
was $1,278.56, and it was for 3 years, and the last payment—the first 
payment, rather, was made May 12, 1948. That is for the furance, 
isn’t it? 

Mrs. Berry. Yes. 
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Mr. Srmon. And the second book, the second one would be the one 
that was made in September of 1948. Here is one March 1948, where 
the bank was the First Bank Credit Corp. Do you remember that 
one? 

Mrs. Berry. Storm windows. 

Mr. Simon. That was for the storm windows ? 

Mrs, Berry. Yes, sir. 

Mr. Srmon. And then we have another one with the First Bank 
Credit Corp. 

The pewseingg They are located in St. Paul; is that right? 

Mrs. Berry. I don’t know. 

The CuarmMan. Your payments goto St. Paul. The record or the 
books show the First Bank Credit Corp. is in St. Paul. They have 
an Indianapolis office, but their home oflice is St. Paul, and their 
Indianapolis office is 801 Roosevelt Building. 

Mr. Suton. All of those, all five of these you stopped paying 
relatively a short time after you took out the loans; isn’t that right / 

Mrs. Berry. Yes. 

Mr. Sruon. Were all those loans necessary, Mrs. Betty ? 

Mrs. Berry. Well, I think they all were. ‘The last ones were made, 
and I didn’t know anything about them. I came home from work and 
the work had been done. My husband and I, we had an argument 
about it. 

The Cramman. Talk a little louder, please. 

Mrs. Berry. My husband and I disagreed about the loans and I 
said pay for the windows and furnace first, and then if we need the 
rest, O. KK., but somehow or other he made them. I worked days and 
he works night. He transacted the business, and he could tell you 
more about them than I. I know the last ones, when I came home 
in the evenings the contracts were there, and the doors were on, and 
the house had been termited and they were ready for me to sign the 
contract. 

Mr. Stuon. You say one of these was for termiting your house ¢ 

Mrs. Berry. Yes, I didn’t know anything about it until I got home 
that evening. How he got the contracts through, I don’t know. 

Mr. Suwon. They had done the work before you even signed the 
notes ¢ 

Mrs. Berry. Before I signed them. He had signed them. He had 
signed them. 

Mr. Simon. He had signed them ? 

Mrs. Berry. Yes, and the one man told me he was aw fully sorry, 
that he didn’t understand. My husband had given him the idea that 
I knew about it, which I didn’t. 

Mr. Simon. Why did you sign the notes, then, if you can’t approve 
of it! 

Mrs. Berry. Well, the doors were measured and on, and the house 
had been termited, and nothing they could do about it so we tried to 
make things go along as soon as possible. I didn’t feel there was 
anything else to do. 

The Carman. What was the total of the five loans, do you 
remember ¢ 
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Mrs. Berry. No, I don’t We paid them—well, two of them, we had 
the furnace and windows just about half paid. The rest of them I 
don’t know. 

The Cuairman. Are any of these five loans in default ? 

Mr. Simon. They are all in default. 

Mrs. Berry. Now they are. 

The Ciramman. They are all in default? 

Mrs. Berry. Yes, because we finally separated. 

The Cuamman. How do you suppose it was possible for these 
banks—here is the First Bank Credit Corp. of St. Paul, with branch 
ollice here, the Indiana Trust Co. of Indian: \polis, and the Indianapolis 
Trust Co. has two of them. The First Bank Credit Corp. of St. 
Paul have two and the other is the Fletcher Trust Co. How could 
they do that? 

Mrs. Berry. I don’t know. That is how I wondered. 

The Cuairnman. You wondered the same thing / 

Mrs. Berry. I have. 

The Cnairman. I would think you would have to meet all these 
monthly payments. How much are monthly payments on all five? 

Mrs. Berry. I don’t know because I didn’t meet all of them. I only 
paid one and that was the storm windows. 

The Cuamman. This one looks like $35 a month, here is one for it 
looks like was only for $5.90 per month, and this one is, it looks like, 
$14.04 a month, and this one looks like $14. 70, and what is this one? 
This one looks like 

Mr. Simon. About $80 a month for the 5 of them. 

The Cuamrman. They are all in default. You are behind on all 
of them. 

Mrs. Berry. Well, the property went into the hands of the court. 
We separated. 

The Cuairman. What is that? 

Mrs. Berry. The court was handling it. I went to the people and 
talked to them and came down to the district attorney’s office and 
talked to him. 

Mr. Simon. The property has been foreclosed; is that right ? 

Mrs. Berry. It is sold. The house has been sold and everything is 
supposed to be taken care of in court. The court here appointed a 
commissioner. 

Mr. Simon. To sell the house ? 

Mrs. Berry. To sell the house. 

Mr. Simon. That is because you didn’t pay what you owed on it? 

Mrs. Berry. No, that is because my husband wanted the house sold, 
and we were in court from 1949 until 1953 before they sold the house. 
I lived in the house, kept up payments and rent, and did the best I 
could until then. 

Mr. Simon. Why was the house sold ? 

Mrs. Berry. They said that my husband forced the court to sell the 
house. 

Mr. Simon. Your husband forced the court to sell the house ? 

Mrs. Berry. Yes. 

Mr. Simon. Of these five loans, the first one T have here, the last 
payment you made was the payment due in December 1948. This next 
ene, the last payment you m: ade was in December of 1949, and out of 

36 payments only 11 of them had been made. The next one out of 36 
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payments only 13 of them had been made. The last payment was 
made in December 20, 1949. The next 1 you made 19 of the 36 pay- 
ments, and the last payment was made in November of 1949, and the 
last 1, you only made 3 payments, the last 1 in November 1949, 
When you made the fifth one did the bank know that you had four 
thers outstanding ? 
Mrs. Berry. I don’t know. 
Mr. Staon. Did you fill out a credit application ? 
Mrs. Berry. I didn’t. 
The Cuamman. Your husband, you think, possibly did ? 
Mrs. Berry. I understand so because I didn’t want the bills. That 
- one of the reasons we didn’t get along, and the court and the attor- 
eys advised me that since it was in the hands of the court to wait and 
they would see what could be done about it. I did that through my 
lawyers. 
Mr. Staron. Who owns the house now ? 
Mrs. Berry. Mrs. Johnson, I think. It was sold. 
Mr. Srwon. Neither-you nor your husband owns the house ? 
Mrs. Berry. No, sir. 
Mr. Simon. And the Government loans haven’t been paid in several 
vears ? 
Mrs. Berry. They should be paid because when they sold the house 
| was supposed to be, as I understand it, through the attorneys, when 
he house was sold those loans were to be paid. 
Mr. Sion. Do you know why they weren't paid 4 
Mrs. Berry. No, I don’t. It is still pending in court. As far as I 


now, it is still in court. 
) 


The Cuaiman. Any questions? 


Thank you very much, Mrs. Betty. We appreciate your testimony. 
The next witness will be the Reverend Harold Baily of 1156 Livi ing- 
ton Street, Indianapolis. 
Do you solemnly swear the testimony you are about to give will be 
the truth. the whole trudh. and nothing but the truth, so help you God / 


TESTIMONY OF REV. HAROLD BAILY, INDIANAPOLIS, IND. 


Mr. Bam.y. I do, sir. 

The Cyaan. Thank you, sir. Please be seated. 

You are the Reverend Harold Baily of 1156 North Livingston Street, 
Indianapolis ¢ 

Mr. Barty. I am a minister, but at the present time I am working 

Allison, so I would like to kind of make that correction. 

The Cuamrman. Thank you, sir. 

You may proceed, Mr. C ounsel. 

Mr. Srron. Mr. Baily, did you have a business transaction with the 
Colonial Construction Co., who are the successors to the Manco Build- 
ing Supply Co. for an asbestos siding job? 

Mr. Batty. It was the Colonial Construction Co., sir. 

The Cuamman. Will you talk just a little louder, and into the micro- 
phone. 

Mr. Barty. It was with the Colonial Construction Co, 

Mr. Siaron. What were you told when they came out to sell you the 


job? 
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Mr. Bairy. I was told by Mr. Barker, the salesman, that he and the 
president of the Colonial Construction Co., he had him out in his car, 

Mr. Simon. When was this now ? 

Mr. Bary. This was either in January or February of 1953. I 
believe it was the latter part of January. 

Mr. Simon. Who was the president ? 

Mr. Batty. The fellow that he brought in and introduced him as the 
president was Mr. Bill Nemeroff. 

Mr. Simon. Nemeroff ? 

Mr. Batty. Nemeroff. 

Mr. Simon. N-e-m-e-r-o-f-f ? 

Mr. Bairy. 1 couldn’t read his name. I tried to several times, but 
T don’t know how he spelled it. 

Mr. Simon. What did they tell you when they came in? 

Mr. Batty. Well, just before Mr. Barker brought Mr. Nemeroff in 
he told me that he had the president of the company out in the car, and 
he was planning on offering a siding job, at cost of lebor and material, 
to someone out on the west side, and then he told me about—well, a few 
other things, and he brought Mr. Nemeroff in. 

Mr. Simon. Why was he going to offer this job at just the cost of 
labor and materials 

Mr. Barty. Well, he told me that he was having trouble doing effec- 
tive advertising with newspapers and radio because people had to see 
things to buy the material, and he said unless he had a place, someone’s 
house to put this siding on, that he would have to throw up 4 sides, and 
put this siding on the house, and it would be much cheaper for him to 
put it on someone’s house and advertise in this fashion than to throw 
4 sides and put the siding on in that fashion. 

Mr. Srmon. Was he going to use your home as a model home? 

Mr. Batty. That is correct, sir. 

Mr. Sion. Was he going to pay you for the sales he made from 
your house ¢ 

Mr. Bainy. That is correct, sir. 

Mr. Simon. How much was he going to pay you? 

Mr. Bairy. $50 per sale. 

Mr. Srwon. As [ understand. it, you are one of the unusual people 
who once did get paid $50 ¢ 

Mr. Barry. I did, sir. 

Mr. Simon. Is that the only one he paid you, just once? 

Mr. Bairy. That is the only one. 

Mr. Simon. You agreed to buy the job? 

Mr. Baity. Yes, sir. 

Mr. Stmon. How much was it going to cost ? 

Mr. Bainy. S790, sir. That is not including the interest and what. 
ever costs to get the loan. 

Mr. Simon. You signed a contract for $790? 

Mr. Batty. That is right. 

Mr. Simon. Did they do the work / 

Mr. Baivy. Well, they did the work, but at that time it wasn’t up 
to par and they have worked on it since. 

Mr. Simon. What is the matter with it 4 

Mr. Batty. Well, shortly afterward, some of the siding fell off. 

Mr. Simon. How long after they did the job did it start falling off ? 

Mr. Batty. It was a week or two, sir. 
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Mr. Srwon. A week or two? 

Mr. Bairy. Yes. 

Mr. Simon. Then what happened 4 

Mr. Baity. Well, one other thing I want to tell you first before 
we get to that: One or two of the pieces of this siding that they put 
on was defective, and I do have a small piece of that defective siding 
that they later on took off. 

After that, after it fell off, I kept after them and kept calling 
them. 

Mr. Simon. How _ iny times have you called them, Mr. Baily? 

Mr. Baity. Well, I didn’t keep count of the calls, but I would say 

least 100 times. I really kept after them. 

Mr. Srwon. And did they finally make it good / 

Mr. Bainy. Well, they finally came out ‘and fixed the siding. In 
fact, the latest—well, it was just about 2 or 3 weeks ago when I finally 
did get the calking done the way it is supposed to be calked. The 
way it was calked in the first place the calking was spread so thinly 
it all cracked and it wasn’t a good calking job “whatsoever. 

Mr. Simon. Do you recall signing the credit application and note? 

Mr. Batty. Yes, sir. 

Mr. Stuon. Was there anything written on the printed form when 
vou signed them ¢ 

Mr. Baity. On some of it, my name, and address, and a few other 
things he asked me for and he wrote those down, but it wasn’t every- 
thing completely filled in. 

Mr. Semon. Did the credit application have any credit informa- 
tion on you such as how many debts you had, and how much your 
assets were ¢ 

Mr. Baity. Well, I don’t remember whether it had anything like 
that on it or not, but I did mention to him that the home was not 
completely paid for. He said, “Well, 1 am not interested in that.” 
He said, “You don’t owe much on it anyway.” 

Mr. Simon. And you did get $50 once, but you have never gotten 
anything since ¢ 

Mr. Batty. Thi at is right. 

The Cuaiman. Who was the contractor or dealer—Colonial Con- 
struction Co. ¢ 

Mr, Baity. That is right. 

The CuairmMan, Are they still in business / 

Mr. Batty. No, sir. 

The Cuatrman. They were the successor to the Manco Builder 
Supply Co. 4 

Mr. Batty. I don’t know about Manco. 

The Crrarrman. Now G. C. Manco, of New Orleans. 

Mr. Batty. I am not acquainted with that, sir. 

Mr. Simon. We had Mr. Mann in New Orleans, Senator. He was 
formerly in business up here and he moved from Indiana down to 
New Orleans. 

The Cuairman. It shows the officers, William Nimeroff, the presi- 
dent, is now in Buffalo, and Stanley Grade, the secretary-treasurer, is 
some place else. 

Mr. Barty. He is still in Indianapolis. 

The Cuarman. What business is he in here £ 

50690—54—pt. 3——60 
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Mr. Batty. I don’t know, sir. He went to Chicago February 11 
of this year. Well, one of the times I talked to him, and I was com- 
plaining to him about the siding not being up to par; and he claimed 
that he didn’t know too much about it, and he was supposed to do 
a little investigating and call me back in 2 weeks, so in those 2 weeks 
he did leave town, and I checked with the bank and found out that he 
was in Chicago. 

The Cuarrman. What was the name of the bank that handled this 
transaction ? 

Mr. Barty. Bankers Trust. 

The Cuarrman. Bankers Trust here in Indianapolis? 

Mr. Batrry. Yes. 

The CuHairman. It is just part of the general pattern that we have 
been running into now for months. 

Mr. Batty. Yes, sir. 

The CHarrman. I just want to say this to the bankers and the 
dealers in America, they had better clean it up. There is no excuse 
for this sort of thing. 

Any other questions? Thank you very much. 

Our next witness will be Leora Pierce, 380 East Troy Avenue, 
Indianapolis. 

Mrs. Pierce, will you be sworn? Do you solemnly swear the testi- 
mony you are about to give will be the truth, the whole truth, and 
nothing but the truth, so help you God? 


TESTIMONY OF MISS LEORA PIERCE, INDIANAPOLIS, IND. 


Miss Pierce. I do. 

The Crairman. Will you proceed, Mr. Counsel ? 

Mr. Simon. Miss Pierce, do you live at 350 East Troy Street, 
Indianapolis? 

Miss Pierce. Yes. 

Mr. Srmon. Did you have a transaction with the Colonial Con- 
struction Co. ? 

Miss Prerce. Yes, I did. 

Mr. Srwon. When was it? 

Miss Prerce. It was in March of 1953. 

Mr. Strwon. Was your home 

The Crarrman. March of 1953? 

Miss Pierce. Yes. 

Mr. Stuon. Was your home selected by them for use as a model? 

Miss Prerce. Yes; unfortunately. 

Mr. Smron. Will you tell us what was said when they came out to 
see you ? 

Miss Prerce. Well, Mr. Stanford and Mr. Conrad contacted me 
and first he contacted my mother, and asked her if we wouldn't be 
interested in it, seeing as though our home needed painting. The 
paint didn’t seem to stay on. They selected it as a model home. First 
they didn’t tell her that. They wanted to contact me. She told them 
it wouldn’t be no use because I wouldn’t do it and ordinarily I wouldn’t 
have. I think they came out on March 19, and they were there 
before 6 o’clock in the evening, and they were there approximately 
3 hours, maybe longer, and finally they succeeded in talking me into it. 

Mr. Srron. What arguments did they use that were so persuasive ? 
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Miss Pierce. The same story, this pivot home. 

The Cuarrman. That is a new one, pivot. 

Miss Pierce. Pivot. 

The Cuarrman. That is one we never heard of. 

Miss Prerce. That is the only one in Indianapolis, it had been used 
extensively on the west coast but never in Indianapolis. 

Mr. Stmon. That is what they told you? 

Miss Prerce. Yes. It wasn’t good in advertising unless people could 
see it. They wanted to know “if it would inconvenience me in any 
way if they should bring a lot of people out to see it and each personal 
recommendation I gave would be a $50 check to my good. 

Mr. Simon. Each recommendation you made? 

Miss Prerce. Each recommendation I made to these individuals that 
they were going to bring out there. I didn’t have to go out and get 
them. They “y were going to bring them out to see us because we lived 
close to a highway and ‘it was easily accessible from a lot of different 
ways. 

Mr. Stmon. You didn’t have to dig up any of these prospects? 

Miss Prercr. No. 

Mr. Srwon. They were going to bring them out? 

Miss Pierce. Yes, and it t wouldn’t inconvenience me if they did that. 
Naturally I was going to get $50. 

Mr. Simon. All you had to do was tell them it was a good job? 

Miss Prercr. Give them a personal recommendation, very gullible. 
That is what it a to. 

Mr. Simon. What else did they tell you? 

Miss Pierce. W re of course, finally, after a certain length of time, 
I told them that I couldn’t afford to have it done. I had too many 
other things to do and it was just something that I didn’t feel I was 
fins - ially able to take care of, so they said, “What else do vou owe?” 
I said, “Well I am paying on a television set, paying on a refrigerator, 
this, that and the other.’ I had a bank loan to pay and I can’t do 

t. They said, “Don’t worry about that.” I could have all these 
things fin: inced under the same loan. 

The Cuairman. Under the same what? 

Miss Pierce. Under the same loan, that they were going to finance 

he job for me and I could finance all those, consolidate every one 
of them under this loan. That I refused to do. I don’t want to put 
all my eggs in one basket. 

The CuatrMAN. They told you they would get you more money 
than the amount of siding they were going to sell you? 

Miss Pierce. Yes, consolidate the loans together. 

The CrarrMan. If the job came to $690, they could get you $1,000 
more? 

Miss Prerce. I guess so. They were going to get me as much as I 
needed and I could, therefore, consolidate them all under one bill. 

Mr. Srmon. Even though the other money wouldn’t be used for 
home repair? 

Miss Prerce. No, it was the refrigerator, television and what have 
you, that I refused. I just couldn’t do it, and consequently they did 
talk me into putting the siding on anyhow. 

Mr. Stmon. You signed a contract for 

Miss Prerce. For $690. 

Mr. Sruon. Forty-five payments of $22.04 each ? 
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Miss Pierce. That is right. 
Mr. Simon. Are you still paying? 
Miss Pierce. I am still paying. I paid 17 payments on it to date. 
The CHarrMan. What bank handled it? 
Miss Prerce. Bankers Trust. 
The CuHairman. They were bankers for Colonial? 
Miss Prerce. Yes. 
The Cuarrman. Colonial were the dealers? 
Miss Prerce. Yes. I discovered they were out of business. 
The CuairMan. Colonial Construction is out of business ? 
Miss Prerce. Yes. I didn’t know that until now. 
Mr. Sron. Did you ever get any of these bonus payments? 
Miss Prerce. No, 
Mr. Simon. Did they do a good job? 
Miss Prerce. No. 
Mr. Stwon. What was the matter with the job? 
Miss Pirrce. In the first place, the job started falling off the same 
as the others. I have pictures to prove it. There is large cracks 
between each of them where the business has shrunk. mas 
Mr. Simon. How long after they did the work did it start falling M 
off # to tl 
Miss Prercr. That I wouldn’t say, because I don’t know. I think ei 
you will find those pictures were taken around the Ist of October. It the 
was done in March, the latter part of March. ony 
Mr. Simon. This is all 1953 ¢ has 
Miss Pierce. All 1953; yes. tear 
Mr. Simon. So within 6 months it was falling off ¢ the 
Miss Pierce. Yes. The nails were too short, I guess, and they ae 
didn’t take. When they came out and repaired part of them, they “ina 
put larger nails in, but they had to drive them in slanted and now ae 
even those are coming out, too. hot] 
Mr. Stmon. Is this an aluminum siding or asphalt ? 
Miss Pierce. Asbestos, asphalt. 
Mr. Stmon. Asbestos siding ¢ 
Miss Pierce. Yes. 
Mr. Stwon. Thank you. 
The Cnatrman. Thank you very much. We appreciate your 
coming. 
Our next witness will be Mr. Norman Carlson of 6 West Meredith 
Street, Frankfort, Ind. 
Mr. Carlson, will you please be sworn? Do you solemnly swear that 
the testimony you are about to give will be the truth, the whole truth, 
and nothing but the truth, so help you God 4 


TESTIMONY OF NORMAN CARLSON, FRANKFORT, IND. 


Mr. Cartson, I do. 

The CuatrmMan. Please be seated. Thank you. 

Your name is Norman Carlson ¢ 

Mr. Carutson. Yes, sir. 

The CHamrMan. Where do you work? 

Mr. Cartson. Golden Guernsey Dairy in Frankfort. 

The CHatrMan. Were you in the war? 

Mr. Caruson. Yes, sir. prot 





to date. 


he same 
e cracks 


falling 


I think 
ober. It 


na they 


mM, they 
tnd now 


ite your 
Meredith 


rear that 
le truth, 


1D. 


FHA INVESTIGATION 2709 


The CHarrMan. And the Korean war? 

Mr. Cartson. No; World War II. 

The Cuamman. Are you married / 

Mr. Carson. Yes, sir. 

The CuarrMan. Do you own your own home? 

Mr. Cartson. Yes, sir; Iam buying it on contract. 

The CuatrmMan. On a VA contract ! 

Mr. Cartson. No. It is a real-estate man here in town has it. I 
un buying it off him. 

The Cuamman. You may proceed, Mr. Counsel. 

Mr. Stwon. Mr. Carlson, did you enter into a contract with the 
Superior Roofing & Siding Co. for some work on your home? 

Mr. Cartson. Yes, sir. 

Mr. Simon. When was that? 

Mr. Cartson, That was June 1953. 

Mr. Srmon. June 1953? 

Mr. Caruson. Yes, sir. 

Mr. Simon. Who sold you the job? Do you know the name of the 
man ¢ 

Mr. Cartson. I don’t remember the name of the man. He came 
to the house when I was at work, and he told the wife that he would 
come back later on in the evening. He came back about 7 o’clock in 
the evening after IT was home. I never caught his name, he talked 
<o fast. but I have heard since then that he has already deceased. He 
has died. and he told me, it was on an FHA loan, and a 3-year con- 
ract, for 36 months to pay, no money down, and since I was buying 
the house at the time, I said, “I can’t afford it because the house isn’t 
nh my name.” and I said, “If I happen to get sick or anything, there 
would be the house. They could come and take the house and furni- 
ture and everything else away from me.” He said, “No; they can’t 
bother anything in your furniture, house, or anything. It is strictly 
t Government loan.” 

Mr. Simon. They couldn't bother to make you pay it, is that right ? 

Mr. Cartson. Yes; that is what he said. He says, “As far as mak- 
ing the payments, there is a clause in the contract for hospitaliza- 
tion. If you are in the hospital or off from work, your payments are 
uitomatically canceled until you get back to work.” 

Mr. Siaron. Did he show you that provision / 

Mr. Cartson. No, sir; he didn’t. I was more interested in eating 
supper than anything else at the time. 

Mr. Srnon. Did he say anything else to you? 

Mr. Cartson. Well, he said, he had a clause in there and he said 
f | was sick, he said “the payments would be automatically canceled.” 
He talked for a while and 1 told him I would have to think it over, 
so he said he would be back tomorrow. I said, all right, I would be 
home early in the evening. 

During that time I talked to the next door neighbor of mine and 
talked it over with my brother. They said, “As long as it has the 
hospitalization clause in it, you can’t go wrong with FHA.” 

Mr. Simon. What do you mean you ‘can't go wrong on FITA ? 

Mr. Cartson. Thirty-six months to pay, nothing down, and it was 
a pretty good-sized house at that. 

Mr. Simon. In other words, you thought your Government would 
protect vou ¢ 
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Mr. Cartson. Yes, sir: that is what I thought. Then he came out 
in July and put it on the Ist day of July. 

Mr. Simon. When he talked to you before you signed up, was there 
anything said about using your home as a model ? 

Mr. Cartson. No, sir. There wasn’t anv model to talk about at all. 

Mr. Stwon. Anything about consolidating your debts? 

Mr. Cartson. Well, no. Only one thing, was when he asked me if 
T wanted it, I told him No, because I already had my furniture, had 
the money already borrowed on my furniture, because T got in a little 
deep when T bought the house, and he said, “Well, I will tell you what 
we can do.” He said, “When we come out to put the siding on, how 
much of a loan have you on your furniture?” T said, “Around $375, 
something like that. I am not sure.” Tle said, “Would $400 cover 
it?” Tsaid, “I believe it would.” Te said, “We will put the siding 
on and in addition to the cost of the siding when siding is done, the 
job, and come out and inspect it, we will bring you a check for $400. 
That way you can pay your furniture off and make all payments on 
oe siding a not have to worry about your furniture.” 

I told him that would be all i They came out and put the 
siding on. When it was all done, I don’t think he even had an inspec 
tor out, because he brought a slip of paper out and IT signed it, and the 
wife signed it and he picked it up the next morning and brought the 
check out when he picked the slip up. 

Mr. “eae Did he give you a check for 84004 

Mr. msON. Yes, s 

T ie Ch AIRMAN. You ial a contract for 81.500 ? 

Mr. Cartsonx. The contract T signed called for 81.350. 

Thee CHAIRM ww. Hle did @ive a check to you for S400 7 

Mr. Cartson. Yes, sir, 8959 was what the siding cost me. The 
check was S400, making 81.550, 

—. u uRMAN. What bank or credit company handled that ? 

Mr. Cartson. Alhed Buildin 1 ¢ ‘reddit. Tdi: ali ipolis. 

The ¢ ‘HAIRMAN. At Indianapolis? 

Mr. Cartson. Yes. 

The Cuatrman. They have a branch here in Indianapolis, do they ? 

Mr. Cartson. Yes. 

The Ciaran. T hey actually gave vou a check for $400? 

Mr. Cartson. Yes, si 

Mr. Simon. Of course, no part of that $400 went for home repair? 

Mr. Cartson. No, si 

Mr. Staton. Is the total amount you owe Allied Building Credits 
$1.350 7 

Mr. Cartson. That is the contract T signed for, $1,350, but accord- 
ing to the payments Tam making it is a little over "$1,500. The way 
he explained it to me, the interest was already added in on that, in 
on the $1,350. 

Mr. Staon. Did you ever get sick / 

Mr. Cartson. Yes, s 

Mr. Simon. Hos} ihelivation takes care of the contract ? 

Mr. Carson. No. sir. It didn’t. I was out of work 8 weeks the 
first of last year. 

The CuarrMan. There was no hospitalization. That was a phony. 
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Mr. Carson. Yes, sir. I found that out afterward. I told the 
wife, “Lam glad I got that. I don’t have to worry about that payment 
now.’ 

The Crratrman. They gave you $400, put in a $960 job, secured some- 
thing like $1,350 from the bank, and gave you a job that. possibly cost 
them three or four hundred dollars? 

Mr. Cartson. Well, I begin to think so, sir. 

the Cuamman. That is their pattern throughout the United 
states. 

Mr. Carson. It is all pulling apart already. I wrote the com- 
pany about five lette T'S, and I never could get anybody out. 

Mr. Simon. What is the matter with the work? 

Mr. Carson. It is pulling apart at the joints. It has interlocked 
joints and it is pulling apart. 

The Cuamrman. How long after the work was done—— 

Mr. Cartson. About 2 months. 

Mr. Seon. It started falling apart 2 months after? 

Mr. Caruson. It started falling apart in September. That is when 
we wrote the first letter. 

Mr. Simon. I understand when you got sick you had to mortgage 
your furniture again to get the money to pay the note? 

Mr. Cantson. Yes. If it wasn’t for my brother and friends around 
town, I would have been in bad shape. Everybody was good. The 
people I bought the house from told me to let the rent go. 

The Crairman. Were you wounded in the war 4 

Mr. Carnson. Yes, sl 

The Crramaan. Do a draw a pension 4 

Mr. Canrtson. Yes, sir, I draw 10-percent compe nsation. 

Lo ea HARMAN. [| noticed you were limping when you came up. 

Mr. Carnson. Yes, sir, a shattered ankle. 

The Crramman. And nobody has been able to do anything for you. 
You fel you will have to go through and pay the payments? 

Mr. Caruson. Yes, sir. I will have to go through and pay it. The 
ist of March of this year, when we was re ally down and out, we wrote 
and wanted the settlement. I asked for $575 settlement on the house, 
because it is really depreciated, the house, and they said they couldn’t 
do it. They sent a representative out and it was a guy that put the 
siding on. He found out what I wanted. He said he would have to 
vo back and find out what they wanted to pay. He said he didn’t 
think I could get it. In March they came down with a $300 check. 

The Crairman. Thak you very much. We appreciate your coming 
and your testimony. Thank you very much. 

Now, if there isn’t someone else who wishes to testify, we are about 
ready to recess, to close these hearings. I just want to say an That 
FITA, of course, have handled billions and billions of dollars worth 
of guaranteed mortgages. ‘There are many, many titles under the 
Housing Act. The section known as 208, of course, has to do with 

sale houses. The titles we have been primarily interested in, of course, 
were the titles that had to do with renting and military housing, and 
the title I, for repair and home modernization. 

There are a lot of good honest people in the building business and 
the banking business and mortgage business that have been handling 
FHA paper and handling FHA construction. Unfortunately, there 
have been too many that have been irregular. The purpose of these 
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meetings is to find out how much of it is going on, call it to the 
attention of the American people that they might protect themselves 
against what has been happening, and see how we should tighten up 
the law and particularly tighten up the administration of the law, 
and cut out all these loose practices so that the people may have con- 
fidence in the FHA and every aspect of it. 

Now, unless someone wishes to testify, unless someone has some- 
thing they wish to say, we will close the hearings here in Indianapolis. 
Has anyone anything to say ? 

Mr. Bauman’s statement will be made a part of the record. 

(The statement referred to follows:) 


In the past week, this committee has had a parade of witnesses in my case 
pass before it. The substance of their testimony would seem to me to be that 
they had no knowledge of the operations I was carrying on and were tricked 
or unaware of any unusual conditions. Some of these witnesses and many of 
the persons with whom I deait are highly skilled men in the finance field ; some 
are very competent attorneys. The testimony before this committee from wit- 
nesses other than myself would lead one to the conclusion that upon discharge 
from the Armed Forces at the age of 23 and without any prior education in 
my business I commenced upon the operations now before this committee. In 
truth and in fact, I entered my business like any other inexperienced person 
and endeavored to learn from others. In fact, some of the witnesses before 
this committee guided and counseled me. 

It is inconceivable to me that men of the caliber mentioned can now appear 
before this committee and say that I, a relative newcomer to the business, 
was able to conceal my operations from them and that they were in effect 
deceived. 

I want this committee and the public to understand that the persons with 
whom I dealt, of which there were several hundred, were, I am confident, at 
all times informed of and agreeable to my operations. 

I was merely a link in a long chain from the governmental agencies down 
through the lenders, myself as a broker and the borrowers. I would like to 
quote from the testimony given this committee by Albert M. Cole, Housing and 
Home Finance Administrator, who was assigned by Fresident Eisenhower to 
clear up FHA: 

“The receipt of gratuities from builders and others doing business with FHA 
offices has been the accepted norm of operation. 

“Bauman is a small frog in the muddied billion-dollar puddle which the com- 
mittee is investigating. * * *” 

I do not ask anyone else to carry “my” burden. I feel no malice toward 
anyone nor do I have the intention of hurting any individual. In January 
1954 when the present situation developed, it was my desire to present the com- 
plete truth to the investigating agents. However, following the advice of my 
counsel and because of my concern over the impact on the hundreds of others 
involved, I decided to give no information concerning my business dealings. 
Since that time, unfair charges against me have built into an avalanche that 
has forced me to make my fight for justice. Many of these charges have been 
made by the very persons for whom I felt concerned. My thanks for rescuing 
Mr. Nels V. Olson from a tight financial situation was repaid with an un- 
warranted and vicious series of untrue charges that developed into the current 
situation. I suggest that Mr. Olson’s testimony before this committee be con- 
sidered in the light of his testimony before the master-in-chancery in Champaign 
County. 

I wish to express my sincere appreciation for the courtesies extended me 
by the Capehart committee and to compliment you on your tireless work ob- 
viously calculated at arriving at the true facts in the case. 


The Cuatrman. In line with the policy of this committee, which 
policy we have had from the very beginning, anyone whose name was 
mentioned in these hearings, who feel that they have been injured or 
feel that they ought themselves have an opportunity to present their 
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ide of the case, this committee will be very happy to have them do 
t in public in Washington or some other point where we are holding 
yublic hearings. 


: ' 
If necessary, we will hold a special meeting for them, if anyone feels 


that they ought to be heard, that they have been injured in any way, 
by what some witness may have had to say about them. 

If there is no further business, we will stand in recess. 

(Whereupon, at 4:10 p. m., the committee recessed, to reconvene 
at 10a. m., Thursday, September 23, 1954, in Detroit, Mich.) 

(The following was later received for the record :) 

MEADOWBROOK Corp., 
Indianapolis, Ind., September 22, 1954. 
fhe Honorable HoMER E. CAPEHART, 
United States Senate, 
Washington, D.C. 
Dear SENATOR CAPEHART: During recent meetings held here in Indianapolis 
by your committee, you offered to allow anyone heard to supplement their testi- 
mony if they so wished. I would like to take advantage of this generous offer. 
| feel the publie was given an unfair picture of our operation in the financing of 
he Meadowbrook Apartment development, because of the brevity of our ex- 
amination and the extremely short notice given us. As a result, I appeared 
fore your committee without our records and with no knowledge regarding 
what phase of our operation in which your committee would be interested. 

Chere is no detail in the operation of Meadowbrook Corp. that we wish to 
conceal. 


Respectfully yours, 
THOMAS J. O'BRIEN, Vice President. 


x 
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